For  Reference 

Do  Not  Take 

From  the  Library 


Every  person  who  maliciously 
cuts,  delaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
|ect  ol  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
ot  a  misdemeanor. 
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©2000  Lexus,  a  Division  ol  Toyota  Motor  Sales.  U  SA,  Inc.  Lexus  reminds  you  to  wear  seatbelts.  secure  childre 


The  2001  LX  470  features  the  largest  engine  found  in  a  Lexus,  full-time  four-wheel 


- 


I  obey  all  speed  laws  and  dnve  responsibly  For  more  information  call  800-USA-lEXUS  (800-872-5398) 


id  Adaptive  Variable  Suspension  (AVS)  with  Adjustable  Height  Control  (AHC).  Visit  lexus.com  to  find  out  more. 
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new  competition. 
IWith  the  mobile 
Internet,  he  can 
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Where  in  the  world  can  you  go  to  find 
some  worthy  competition?  Just  about 
anywhere,  with  the  Mobile  Internet  from 
Lucent.  As  the  world  leader  in  mobile 
Internet  technology,  we're  building  the 
wireless  networks  that  bring  the  full 
power  of  the  Internet  to  mobile  devices. 
So  everything  from  interactive  games 
with  3D  graphics  to  online  banking  to 
video  e-mail  is  always  at  your  fingertips. 
When  you  change  the  way  people 
communicate,  you  change  the  way 
they  live.  Lucent  Technologies.  We  make 
the  Internet  mobile. 

Expect  great  things 
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)r&aw5  made  real. 


©Agilent  Technologies,  inc. 2000 


Science  is  working  full  tilt  to 
ierstand  the  human  genome.  DNA  Microarray 
hnology  from  Agilent  speeds  up  the  learning 
icess.  Enabling  scientists  to  search  for  the 

'  jse  of  disease  in  thousands  of  places  at 
:e.  New  cures  can  be  found  quicker.  And 

«  ease  wiped  out  faster.  Hold  on  tight,  we're 

lit  getting  started. 


Agilent  Technologies 

Innovating  the  HP  Way 

Agilent  Technologies  is  a  new  company 
composed  of  the  former  .Hewlet 
test  and  measurement,  chemic,' 
semiconductor  components  an 
products  businesses   www.agilent.com 
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A  fabulous  surprise  in  every  pack. 


Buy  the  complete  version  of 
Adobe  Acrobat  and  discover 
features  you  never  knew  existed. 

Adobe'  Acrobat  Reader  is  such 
an  ideal  way  to  view  and  print 
documents, you  may  thinkthat 
is  alt  there  is  to  it.  But  Acrobat  Reader  is  a 
small  part  of  an  even  more  dynamic  pro- 
gram— Adobe  Acrobat.  With  the  full  version 
of  Acrobat,  you  can  createyourown  Adobe 
PDF  files. Then  you  can  send  them  almost 
anywhere,knowing  they  will  lookand  print 
just  as  you  intended.  Acrobat  also  allows 
you  to  work  with  others  to  mark  up,  high- 
light, underline  and  annotate  documents. 
What's  more,  it  comes  with  security  features 
such  as  password  protection  and  digital 
signature  technology. Take  a 
closer  look  at  Adobe  Acrobat  at 
www.adobe.com/fullacrobat. 
You'll  be  pleasantly  surprised.  AQ0D6 

Inspiration  becomes  reality." 
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)mpanies  will  be  competing  more 
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ODUCTION 
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tVERTISING 

ame  the  Net  for  the  prospect  of 
e  lowest  growth  in  five  years 
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Free  to  Subscribers 

Go  to  www.businessweek.coml 
and  follow  the  instructions  to  | 
register.  Be  sure  to  have  the 
account  number  that  appears! 
your  business  week  mailing  latf 


Updated  every  business  day  at  www.businessweek.com 


Winner  of  the  2000  National 
Magazine  Award  for  General 
Excellence  in  New  Media 


VIDEO  VIEWS 


Original  streaming  video  featuring  industry 
experts  and  BW  editors 

■  WHERE  TO  INVEST: 

Janus  2  fund  manager 
John  Schreiber  and  others 
weigh  in  on  2001  in  this  special 
video  package 

■  PUMPING  PROFITS: 

Standard  &  Poor's  Craig 
Shere  talks  about  the 
year's  best  utility  stocks 


TOOLS 


■  CAPITAL-GAINS  CALCULATOR: 

Here's  how  to  figure  if 
you  should  hold,  or  sell 
and  reinvest 

■  MBA  SEARCH:  Which  is    — . 

the  right  business  school        ipB^ 
for  you  and  your  needs?       '^ 

■  SALARY  SURVEYS:  How 

much  money  should  you 
be  paying  your  staff? 

■  YOUR  PORTFOLIO: 

Check  on  the  health  of 
your  investments 


INTERACTIVE  FORUMS 


■  Join  in  ongoing  discussions  on 
B-schools,  info  tech,  assistive 
technology,  investing,  and  more— 
or  start  your  own 


HANDHELD  EDITION 


Put  us  on  your  Palm! 
Get  news  from  Daily 
Briefing,  s&p  data, 
and  more.  Powered 
by  Pricewaterhouse- 
Coopers 
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Find  quick  links  to  everything  on  this  page  at  the  Jan.  8,  2001,  issue's  table  of 
contents  online,  or  go  directly  to  www.businessweek.com/2u01/01  _02/onlme.htm 
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Special  Report:  Yes,  the  dot-com  carnage 
will  get  worse.  But  survivors — and  a 
healthier  climate — will  ultimately  emerge 
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commentary,  and  analysis 
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degenerating  eyesight,  ophthalmic  researchers 
are  pursuing  several  promising  avenues 
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Investing  insights  powered 
by  S&P  Personal  Wealth 


www.businessweek.com/invesl 


ANALYSIS:  Departing  sec  Chairman  Arthur  Levitt  Jr.  fought  hard  | 
to  keep  the  playing  field  level  for  small  investors 
BARKER.ONLINE:  His  column  may  have  beat  the  market  in  2000, 
but  that's  not  nearly  good  enough,  says  Robert  Barker 
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A  resource  for 
entrepreneurs 


frontier.businessweek.c 


SMART  ANSWERS:  Selling  yourself  as  a 
freelance  law-enforcement  consultant 
demands  some  special  qualifications 
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TECHNOLOGY 


State-of-the-art 
coverage  of  info  tech 


www.businessweek.com/technold 


STREET  WISE:  webMethods'  software  lets 
incompatible  computer  systems  talk  to  each 
other.  That's  keeping  its  stock  above  water 


BusinessWeek 
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business  Week's  exclusive 
ankings  and  profiles 


www.businessweek.com/bscho 


NEWS:  The  elite  Wharton  B-school  will  open  an  executive  MBA 
campus  in  Stanford's  and  UC-Berkeley's  backyard 
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-depth  coverage  of  Asia, 
irope,  and  Latin  America 


www.businessweek.com/globall 


AFFAIRS  OF  STATE:  A  whole  different  Asia  awaits  George  W.  Bus 
Q  &  A:  Qualcom's  ceo  Irwin  Jacobs  on  China's  cellular  market 


CAREERS 


dvice  and  tools  for 
pper-management  job  seekers 


www.busiiH'sswt't'k.coiu/i'iiif 


STRATEGIES:  More  companies  are  offering 

staffers  the  chance  to  do  good  deeds  in  the  ™  L^3Q©iSLW1 

hopes  of  attracting  the  best  people 


"  ^A  ^Z  w^M  ^fc       Preserve  technology  investments  while  converging  networks  to  support  the  demands  of  mobile  e-commerce. 
Li  ItI  Li  l^i  «J      Future-proof  networks  from  Siemens  Enterprise  Networks,  www.icn.siemens.com/networks 


vision  your  own  future.  HiPath  takes  you  there. 

i're  investing  a  small  fortune  integrating  e-commerce  into  your  core  business 
cesses  and  technologies.  You  need  an  e-CRM  solution.  More  employees  are 
bile  and  working  remotely.  And  on  the  horizon  shines  the  future  of  converged 
works,  with  easier  integration,  user  access  and  management. 

i  need  a  technology  investment  strategy.  One  that  lets  you  build  advanced 
itions  today  and  evolve  to  a  converged  network  without  losing  valuable  time 
"loney  on  the  applications.  You  need  HiPath,  Siemens  Enterprise  Network 
hitecture.  Be  it  conventional,  IP  or  hybrid  networks.  Network  neutral  applications, 
the  services  you  need  to  realize  your  vision.  HiPath  handles  it  all.  Learn  more  at 
w.icn. siemens.com/networks 

obile  business 
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1.  For  hard  drives,  GB  means  1  billion  bytes;  accessible  capacity  varies  with  operating  environment.  2.  Subject  to  the  terms  and  conditions  in  the  Dell  99.9%  System  Availability 
Program  agreement,  Dell  provides  a  limited  guarantee  that  guarantees  99.9%  uptime  for  the  system  during  the  guarantor  term.  These  devices  have  not  been  approved  by 
the  Federal  Communications  Commission  for  use  in  a  residential  environment.  These  devices  are  not,  and  may  not  be,  offered  for  sale  or  lease,  or  sold  or  leased  for  use  In  a 
residential  environment  until  the  approval  of  the  FCC  has  been  obtained.  Intel,  the  Intel  Inside  logo  and  Pentium  are  registered  trademarks,  and  Pentium  III  Xeon  is  a  trade- 
mark of  Intel  Corporation.  Dell,  PowerEdge  and  the  Dell  logo  are  registered  trademarks  of  Dell  Computer  Corporation.  ©2000  Dell  Computer  Corporation.  All  Rights  Reserved. 


asy  is  it  to  get  server  computing  without  compromise 
I  alable  appliance,  application  and  database  servers 

HI,  it's  simple.  We  offer  the  performance,  reliability  and 
jrability  you  need,  plus  the  affordability  you  want, 
s  math  we  can  all  understand. 


Dell  |  PowerEdge  Servers 

Expandable  Growth  +  Expert 
Performance  =  No  Compromise. 

•  Fast: 

Dell™  PowerEdge™  servers  have  up  to  8  Intel* 
Pentium*  III  Xeon "  700  MHz  processors  with 
72GB'  internal  storage  and  32GB  memory  that 
can  work  for  you. 

•  Available: 

Dell  PowerEdge  servers  keep  your  e-business 
running  with  Chip  Kill  memory  support;  redun- 
dant hot-pluggable  power  supplies,  hard  drives 
and  cooling  fans;  redundant  load-balancing  NICs 
and  remote  server  management. 

•  Reliable: 

Dell  PowerEdge  servers  are  available  with  99.9% 
uptime  guarantee2  and  are  tested  in  the  factory 
three  times  before  they  ship. 

•  Scalable: 

Even  in  multi-platform  environments,  you  can 
add  capacity  as  you  need  it. 

•  Adaptable: 

Pick  your  operating  system  and  pick  your 
customized  applications,  anything  from 
e-commerce  to  ERR 

•  Proven  expertise: 

All  of  which  is  how  Island  ECN  matches 
over  230  million  shares  a  day — each  within 
milliseconds  by  using  Dell  PowerEdge  servers 
featuring  Intel  Pentium  III  Xeon  processors. 

•  Buy  it: 

At  WWW.DELL.COM 
or  call  1-800-508-DELL 


DOLL 


Enterprise  servers,  made  easy  with  Dell  |  S,0"*0*^  lcLOM 
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THE  DEAL  MILL 

A  RICH  DEAL  FOR 
FAST  COMPANY 

A  BIG  FAT  HOLIDAY  GIFT. 
That's  what  Mortimer  Zuck- 
erman  got  on  Dec.  19  when 
he  sold  Fast  Company  to  a 
Bertelsmann  sub- 
sidiary for  $360 
million.  Future- 
performance 
clauses  may  pus 
the  deal  north 
of  $500  million. 
Zuckerman 
says  the  New 
Economy  maga- 
zine, which  last 
year  netted  $20  million  on 
revenues  of  $70  million,  is  go- 
ing strong  and  worth  every 
penny.  Indeed,  sources  close 
to  Zuckerman  say  he  bet  on 
the  long  haul  by  turning  down 
a  $400  million  cash  offer  from 
Conde  Nast.  But  industry  in- 
siders wonder  how  Mort  the 


Magician  got  such  a  pretty 
penny  just  as  advertising  is 
drying  up.  The  tech  slump  has 
hit  e-mags  hard.  Gone  are 
phone-book-size  issues.  The 
Industry  Standard  and  Busi- 
ness 2.0  axed  spin-offs.  Red 
Herring  fired  52  staff.  And 
Fast  Company  had  195  ad 
in  December, 
down    13% 

THINNER  as 

ads  dwindle 


from  its  June 
peak,  and  its 
January  issue 
has  just  82  ad 
pages.  Ad  buy- 
ers expect  a  further  10%  con- 
traction in  the  industry;  ana- 
lysts predict  mergers  and 
more  layoffs. 

Zuckerman  snorts  that  the 
Cassandras  "don't  know  what 
they  are  talking  about.  The 
buyers  got  a  great  deal."  We'll 
see.  Alex  Salkever 


THE  E-LIFE 

CUPID  LOGS  INTO 
THE  NEW  YEAR 

THESE      TECHNOLOGY-LADEN 

times  have  us  plugged  in, 
surfed  out — and  chronically 
online.  And,  with  the  work- 
place now  24/7,  more  alone 
than  ever.  It's  no  wonder  the 
stigma  of  personal  ads  is  dis- 
appearing as  more  and  more 
singles  take  to  the  Web  in 
search  of  a  soul  mate — or 
even  just  a  date  for  New 
Year's  Eve. 

Consider  Match.com,  one 


of  the  leading  online  dating 
sites.  It  saw  membership 
double,  to  10  million,  in  2000. 
And  while  this  may  be  a 
bleak  season  for  many  dot- 
coms, Match.com,  which 
charges  a  membership  fee,  is 
profitable.  The  online  scene 
has  become  so  hot  that  a 
New  Year's  Eve  cruise  on 
the  Hudson  River  in  New 
York  got  an  overwhelming 
response  from  Match.com 
members.  They  sold  out  the 
840  tickets  allotted  to  them  in 
early  December,  before  sales 
even  opened  to  the  public. 

For  busy  singles,  search- 
ing the  Web  for  Mr.  or  Ms. 
Right  lets  them  take  charge 
of  their  lives  in  the  medium 
they  use  all  day  long.  "It 
makes  you  feel  as  if  you're 
following  up  on  a  goal,"  says 
Cindy  Hennessy,  Match.com's 
president.  So  if  this  year's 
New  Year's  resolution  is  to 
find  a  mate,  there  are  more 
and  more  like  you  out  there. 
Get  clicking.       Amy  Cortese 


TALK  SHOW  UNASA  plans  to  send  a  robot  to  explore  Mars 
See?  I  knew  something  would  open  up  for  Al  Gore." 

— Jay  Leno 


REALITY  CHECK 

IS  CHALLENGER 
MATH-CHALLENGED? 

FEW   EMPLOYMENT   EXPERTS 
pop  up  in  the  media  (includ- 
ing in  business  week)  more 
often  than  John  Challenger, 
ceo  of  Chicago  outplacement 
firm   Challenger,   Gray   & 
Christmas.  But  be  wary 
of  his  layoff  numbers. 
Quite  often,  they're  off 
the  mark. 

Case  in  point:  In  tal-  ~~ 
lying  recent  dismissals,  Chal- 
lenger cites  Motorola  with 
2,870  layoffs.  Thing  is,  most 
of  these  people  still  have 
jobs;  350  were  transferred  to 
other  units,  while  1,200  were 
moved  to  a  company  that 
bought  Motorola  assets.  So 
actual  layoffs  are  less  than 
half  Challenger's  figure. 
That's  a  problem  because 
they  affect  investor  senti- 
ment and  make  the  job  mar- 
ket seem  worse  than  it  is. 

Challenger  concedes  his 
figures  may  be  off,  saying  it's 
too  much  work  to  differenti- 
ate buyouts,  say,  from  firings. 
"We're  not  trying  to  parse 


1+1 


SULTAN  of  stats 


things  out," 
says.  The  fi: 
gets  its  numb- 
by  searching  da 
bases  for  woi 
such  as 
off,"  a 
doesn't  v 
ify  whetl 
employers  actually  made 
cuts.  Regardless  of  exac 
tude,  though,  Challenger  s; 
he's  noting  important  tren 
Oddly,  while  Challenj 
may  exaggerate  case-by-c 
job  losses,  he  chronically 
dercounts  overall  layo 
Through  November,  CI 
lenger  tallied  480,247 
nounced  cuts  in  2000.  r. 
more  thorough  Bureau 
Labor  Statistics,  which  s 
veys  a  sample  of  househc 
every  month,  found  1.1  r 
lion  through  October.  Th 
more  than  double  CI 
lenger's  figure.  Sure  is  so 
fuzzy  math.     Michael  Ar\ 


THE  LIST   PLUSH  RIDES,  GRITTY  RACE 


Mercedes  and  Lexus  are  slugging  it  out  for  the  top  spot 
among  the  luxury-car  makers.  With  the  final  numbers  for 
2000  still  coming  in,  Mercedes  leads  by  fewer  than  50 
vehicles. 


BRAND 

LEADIN6  MODEL         NUMBER  SOLD* 

BASt  PRICE 

MERCEDES  BENZ 

M  Class           185,308 

$35,80 

LEXUS 

Rx  300              184,869 

$32,47 

LINCOLN 

Towncar           179,243 

$34,41 

CADILLAC 

DeVille             173,873 

$37,61 

BMW 

3  Series           168,703 

$26,99 

DATA:WAR0  I    I    NK     "Jan  Nov  2000,  U.S  «!es 
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FOR  MORE  THAN  50  YEARS,  Templeton 
has  served  investors  by  thinking  against  the  grain, 
and  acting  in  spite  of  popular  opinion. 

Templeton  travels  the  entire  world  searching  for 
bargain  stocks  —  stocks  selling  at  prices  unusually 
low  relative  to  their  true  value. 

These  bargains  are  borderless,  and  some  of  our 
best  opportunities  have  come  from  unexpected 
places  or  at  unexpected  times.  As  you  might  guess, 
it  takes  time  to  find  such  bargains  —  and  patience 
to  stay  with  them. 


We  are  long-term  investors.  We  seek  to  buy 
at  the  point  of  "maximum  pessimism,"  because 
that's  when  bargain  stocks  abound.  Then  we  hold 
the  stocks,  waiting  for  the  values  of  companies  to 
rise  to  higher  levels. 

Finally,  we  spend  most  of  our  time  analyzing 
companies,  not  countries,  market  trends  or 
currency  forecasts.  Our  main  concern  is  the 
intrinsic  value  of  a  company. 

Mail  in  the  postage-paid  card  or  call 
1-800-FRANKLIN  Ext.  T361. 


FRANKLIN  TEMPLETON 
INVESTMENTS 


FOREIGN    FUND 


G  ROWTH    FUND 


WORLD    FUND 


DEVELOPING    MARKETS    TRUST 


lklin  Templeton  Distributors,  Inc.,  777  Mariners  Island  Boulevard,  San  Mateo,  CA  94404  Call  for  free  prospectuses  containing  more  complete  fund  information,  including 
charges,  expenses  and  risks.  Please  read  them  carefully  before  you  invest  or  send  money.  Foreign  investing  involves  special  risks,  including  currency  fluctuations  and  polim.il 

*rtain[y  rranklintempleton.com 


Up  Front  best  cartoons  of  2000 
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LOOK  AT  SALES. 


LOOK  AT  INVENTORY. 


LOOK  AT  PROFITABILITY. 


REALIZE  YOU  HAVE 
THE  POWER  TO 
OWN  THE  MARKET 
AND  ACHIEVE  GLOBAL 
DOMINATION. 


LIE  IN  WAIT. 


ou  live  for  this  moment.  When  your  business  vision  becomes  sharply  focused  and  you  find  a  new  source  of  value  staring  you 
in  the  face.  At  Cognos,  our  mission  is  to  deliver  this  moment  again  and  again.  We  call  it  The  Cognos  Moment.  And  it  happens  in 
thousands  of  companies  every  day,  driving  their  e-business  strategy  and  success.  Our  world-leading  business  intelligence  software 
solution  gives  you  an  immediate,  enterprise-wide  view  of  your  business.  Which  everyone  in  your  organization  can  use  to  create 
strategic  business  value,  instantly.  If  you'd  like  to  see  how  to  experience  a  Cognos  Moment,  visit  cognos.com/moment  today.  After  all, 
the  world  is  out  there  for  the  taking. 
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Readers  Report 


WHAT  COMPANIES  EXPECT 
FROM  THEIR  CEOs 

While  I  agree  that  U.  S.  boards  of  di- 
rectors seem  ever  more  willing  to  drop 
the  trap  door  under  their  ceos,  firing 
the  chief  is  only  the  tip  of  the  gover- 
nance iceberg  ("The  ceo  Trap,"  Cover 
Story,  Dec.  11).  For  every  such  ceo 
mutiny  launched  by  impatient  boards, 
there  are  a  dozen  cases  of  boardroom  in- 


j£&  BONUS:  THE  HEW  S0FTW1RE  STIRS 

UNDERMINED 

BusinessWeek! 

"[W]hen  CEOs  are 
increasingly  second- 
guessed  by  their  direc- 
tors, have  we  replaced 
the  imperial  CEO  with 
imperial  boards?" 

THE  CEO 
TRAP 
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subordination,  such  as  the  thumbs-down 
that  Coca-Cola  Co.'s  board  gave  CEO 
Douglas  N.  Daft's  plan  to  acquire  Quak- 
er Oats  Co.  in  November. 

While  such  activism  shows  a  new- 
found board  seriousness  on  shareholder 
value,  the  long-term  consequences  are 
very  uncertain.  When  a  ceo  is  ousted, 
the  analysts,  investors,  and  other  cor- 
porations can  at  least  assume  that  the 
new  leader  will  have  the  final  say  for 
the  company.  But  when  ceos  are  in- 
creasingly second-guessed  by  their  di- 
rectors, have  we  replaced  the  imperial 
CEO  with  imperial  boards? 

Ralph  D.  Ward 

Publisher,  Boardroom  insider 

Riverdale,  Mich. 

Some  corporate  boards  have  over- 
looked two  developments  that  should 
drastically  alter  the  role  and  expecta- 


tions of  the  21st  century  ceo:  tear, 
work  and  knowledge  creation.  Tear 
work  has  become  the  driver  of  mo 
successful  companies  today,  for  we  r 
alize  the  benefits  of  collaboration.  It 
odd  that  this  focus  on  teamwork  h; 
not  been  extended  to  the  ceo's  offic 
Why  are  teams  crucial  to  the  success 
individual  projects,  yet  we  charge  a  si 
gle  person  with  running  the  enti 
company?  Wouldn't  it  make  more  sen 
to  have  a  true  team  running  tl 
organization? 

Also,  the  key  to  mai 
companies'  value  today 
knowledge  creation.  B 
the  last  thing  the  expei 
who  are  creating  knov 
edge  need  is  a  powerful  s 
perhero  ceo  telling  the 
what  to  do.  Instead,  i. 
ceo  office  should  facilita 
the  work  of  the  exper 
and  stay  out  of  the  way 
much  as  possible.  Un 
more  boards  focus  on  these  issues,  CE 
will  continue  to  get  too  much  cre( 
when  things  are  good  and  too  mu 
blame  when  they  are  bad. 

Dana  R.  Hermans 
Corporate  Governance  Cent 
Kennesaw  State  Univers: 
Kennesaw,  C  V 
k 

AT&T  IS  PAVING 

THE  BROADBAND  HIGHWAY 

Mr 


"Why  most  of  us  can't  have  bros 
band"  (Technology  &  You,  Dec.  4)  claii 
that  AT&T  has  abandoned  plans  to  p 
vide  voice  and  data  over  the  cable  n 
works  we  purchased.  The  story:  "W 
will  finance  the  overhaul  of  the  natio 
largest  cable  network"  following  AT& 
restructuring? 

In  fact,  more  than  75%  of  those  n 
works  will  have  been  upgraded  for  tv 
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ORRECTIONS  &  CLARIFICATIONS 

i  "Curing  an  industry's  ills"  (e.biz,  Dec. 
1),  the  stock  prices  ot  DrKoop.com  Inc. 
id  WebMD  Corp.  should  have  been  listed 

follows.-  DrKoop  shares  have  fallen  by 
7.5%,  to  one-fortieth  of  their  former  val- 

and  WebMD  shares  have  plummeted 
3.33%,  to  one-sixth  their  former  value. 

le  meaning  of  a  quote  in  "Microsoft's  lit- 
» bro'"  (Information  Technology,  Dec.  11) 
as  inadvertently  changed.  Carl  Lenz,  re- 
jarch  director  at  Gartner  Group,  meant 
at  Microsoft  Corp.  would  not  likely  be  a 
ader  in  business-to-business  software 
■plications. 

table  accompanying  "Workers  of  the 
)rld:  Welcome"  (Government,  Nov.  20) 
lould  have  stated  that  530,000  im- 
igrants  entered  the  U.S.  between  1931 
id  1940. 


/  digital  communication  by  the  end  of 
i  year.  AT&T  Broadband  recently 
ed  its  500,000th  cable  telephony  cus- 
ler — more  than  any  other  U.S.  cable 
lpany.  That's  up  from  79,000  at  the 
inning  of  the  year.  And  AT&T  Broad- 
id  also  recently  added  its  1  millionth 
h-speed  data  customer — more  than 
'  other  cable  company, 
lie  pace  at  which  we  have  been  in- 
lling  those  services  has  increased 
rply  throughout  the  year  and  will 
tinue  in  the  coming  months.  With  a 
enue  increase  of  nearly  11%  in  the 
•d  quarter  and  with  $9.3  billion  in 
enue  over  the  past  12  months,  AT&T 
iadband  is  on  track  to  be  financially 
operationally  ready  to  continue  its 
cess.  And  it  will  continue  to  oper- 
under  the  AT&T  brand.  I  would  hard- 
•all  that  abandoning  our  plan. 

Dick  Martin 
Executive  Vice-President 

AT&T 

Basking  Ridge,  N.J. 

HAS  APPROACH: 
l/ERNMENT  KNOWS  BEST 


"harles  Haddad  got  one  thing  right 
osha's  new  regs  will  ease  the  pain — 

everybody"  (Workplace,  Dec.  4). 
>usands  of  companies  have  indeed 
demented  programs  to  limit  repeti- 
!-stress  injury  complaints,  with  great 
cess.  According  to  the  Labor  Dept., 
h  injuries  have  declined  34%  over 

past  three  years. 

"he  problem  is  that  none  of  the  com- 
ies  cited  as  shining  examples — all  of 
ti  members  of  the  National  Associa- 
i  of  Manufacturers — has  ergonomics 
grams  that  meet  the  Occupational 


Safety  &  Health  Administration's  strin- 
gent standards.  In  fact,  no  company  in 
the  country  would  measure  up.  And 
therein  lies  the  business  community's 
problem  with  the  regulation:  It  is  a 
"government  knows  best"  approach  at  a 
time  when  free-market  forces  already 
are  working  to  address  employee  needs. 
Worse,  the  regulation  expands  osha's 
reach  beyond  the  workplace  and  into 
the  homes,  softball  fields,  and  bowling 
alleys  of  America  by  denning  work-re- 
lated injuries  as  those  only  aggravated 
by,  not  necessarily  caused  by,  work. 
Sweeping,  one-size-fits-all,  command-and- 
control  rules  don't  ease  the  pain.  They 
are  a  pain. 

Patrick  Cleary 

Vice-President,  National  Association 

of  Manufacturers 

Washington 

WHAT  THE  BIG  CITY  PAPERS 

ARE  UP  AGAINST 

"Ready  for  some  old-fashioned  paper 
wars?  (Media,  Dec.  11)  missed  part  of 
the  story.  In  the  new  millennium, 
changes  in  demographics  and  technology 
will  have  a  bigger  impact  on  the  news 
media  than  the  circulation  wars  of  old. 


i,',rciirr» 


READY  FOR  SOME 

OLD-FASHIONED  PAPER  WARS? 


More  people  are  now  receiving  their 
news  from  the  Internet.  Others  tune  in 
to  free  radio  and  TV  stations,  which 
have  several  news  broadcasts  daily. 
Don't  forget  the  various  cable  news  sta- 
tions such  as  CNN,  CNBC,  Fox,  etc., 
which  provide  up-to-the-minute  coverage 
for  fast-breaking  news  that  becomes 
stale  by  the  time  it  reaches  print  the 
next  day. 

Diverse  groups  of  immigrants,  mean- 
while, will  continue  supporting  their 
own  foreign-language  newspapers,  ra- 
dio, and  cable-TV  stations.  Based  on 
the  2000  census,  Honolulu,  San  Fran- 
cisco, and  Seattle  have  all  gained  a  num- 
ber of  new  residents  fluent  in  more  than 
one  language.  As  these  competitors 


grow,  may  the  new  Honolulu  Star-Bul- 
letin, San  Francisco  Examiner,  and 
Seattle  Times  continue  to  prosper  in  the 
marketplace  of  ideas. 

Larry  Penner 
Great  Neck,  N.Y. 

THE  CLEAR  VOICE 

OF  SMALL  BUSINESS 

In  "Small  business,  big  spender" 
(Business  Week  frontier,  Dec.  4),  you 
reported  that  the  National  Federation 
of  Independent  Business  (nfib),  "the 
No.  1  small-biz  lobby,"  spent  a  record 
$8  million  on  30  congressional  candi- 
dates, 15  of  whom  won  their  races, 
which  put  the  cost  per  victory  for  nfib 
at  $530,000.  While  NFIB  did  spend  a 
record  $8  million  on  political  activity 
in  the  2000  election  cycle,  that  funding 
was  used  on  far  more  than  30  congres- 
sional races. 

While  nfib  was  active  in  30  of  the 
most  hotly  contested  congressional 
campaigns  that  would  affect  America's 
small-business  owners,  we  endorsed 
candidates  in  a  total  of  298  congres- 
sional, gubernatorial,  and  other 
campaigns.  NFlB's  endorsed  candidates 
won  242  of  those  298  races,  for  a  win- 

. ning  81%. 

nfib  also  helped 
1  elect  pro-small-busi- 
ness candidates  in 
ways  that  cannot  be 
measured  with  a  cal- 
culator. More  than 
20,000  nfib  members 
|  were  recruited  as 
y  campaign  volunteers 
and  trained  in  effec- 
i  tive  political  involve- 
\  ment.  This  grassroots 
I  organization  helped 
J  make  the  difference  in 
I  several  close  congres- 
i  sional  elections.  NFlB's 
J  success  in  preserving 
J  a  pro-small-business 
majority  in  Congress 
shows  that  Main  Street  is  a  political 
force  to  be  reckoned  with  in  future 
elections.  Small  business  is  the  engine 
that  makes  our  economy  run,  and  po- 
litical candidates  who  ignore  Main 
Street  do  so  at  their  own  peril. 

Tony  Likins 

National  Federation 

of  Independent  Business 

Washington 

THE  UPHILL  BATTLE 
AGAINST  GLOBAL  WARMING 

"It's  perfect  weather  to  fight  global 
warming"  (News:  Analysis  &  Commen- 
tary, Dec.  11)  illustrates  the  dictum  that 
the  devil  is  in  the  details.  Raeburn's  ac- 
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But  their  timinR  ;-  - 
ly  an  jjgj 
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To  The  Contrary 
Means  Business! 

It's  the  business  news  show  for  women 


Women  entrepreneurs,  women  boardmembers,  women  in  technology,  women's 
life  and  workstyles — you  name  it!  To  The  Contrary  delivers  the  top  business  news 
for  women  in  business. 

To  The  Contrary  host  Bonnie  Erbe  and  Business  Week's  Michelle  Conlin  tip  you 
off  to  new  trends  and  keep  you  ahead  of  the  competition.  Missing  them  is  worse 
than  missing  a  hot  stock  tip! 

Watch  them  on  the  only  woman-owned  weekly  news  analysis  show  airing  on 
more  than  225  PBS  stations  nationwide.  Go  to  www.pbs.org/ttc  for  local  air 
dates  and  times. 

To  The  Contrary  is  underwritten 
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wake  up  and  drive 


AT&T 


wledgement  that  "there  will  be  some 
i"  is  an  understatement.  The  Energy 
it.  study  is  a  study  by  five  national 

1  thai  revisits  policies  that  have  been 
posed  and  rejected  before.  Even  its 
vanced  scenario"  would  theoretically 

the  U.S.  little  more  than  half  of  its 
ito  emission-reduction  target  by  2010. 
Vhat's  in  this  scenario?  Key  elements 
ude  a  "voluntary"  45%-50%  increase 
Corporate  Average  Fuel  Economy 
tdards,  replacing  our  premiums  for  a 
imum  level  of  vehicle  liability  insur- 

2  with  a  gasoline  tax  of  34#  a  gallon, 
instituting   a   $50-per-metric-ton 

idahle  carbon  emission  permit  pro- 
ms." The  tradable  carbon  permit 
(Die  alone  would  collect  $78  billion  in 
ergv  taxes"  from  individuals  and 
messes  in  2010.  The  five-lab  study  it- 
acknowledges  that  these  policies 
ild  raise  gasoline  prices  29%,  natural 
prices  13%,  and  coal  prices  120%. 
low  practical  is  all  this?  Right  now 
ticians  are  trying  to  lower  world  oil 
es,  release  the  strategic  petroleum 
;rve,  and  express  concern  about  the 
act  on  consumers  of  high  price  for 
oral  gas,  heating  oil,  and  electrici- 
-just  the  opposite  of  what  the  five- 
study  proposes. 

Russell  O.  Jones 

Senior  Economist 

American  Petroleum  Institute 

Washington 


liisinessWeek  online 


ill  text  of  Business  Week,  the  Business  Week 
Briefing,  and  five  years  of  BW  archives  are 
ible  on  the  World  Wide  Web  at: 
v. business  week. com 
n  America  Online  at  Keyword:  BW. 

V  TO  REACH  BUSINESS  WEEK 

RS  FOR  READERS  REPORT 

:ters  must  include  an  address  and  daytime  and 

ng  phone  numbers.  We  reserve  the  right  to  edit 

s  for  clarity  and  space  and  to  use  them  in  all 

onic  and  print  editions. 

Business  Week,  1221  Avenue  of  the  Americas, 

floor,  New  York,  NY  10020 

212)  512-6458 

iet:  bwreader@businessweek.com 

ca  Online:  readersbw 

CRIBER  SERVICES 

dividual  subscriptions,  corporate  subscriptions, 

als,  changes  or  problems,  and  single  copies. 

s:  (800)  635-1200  or  (609)  426-7500 

609) 426-7623 

;et:  bwcustsv@businessweek.com 

•y  fee-based  services:  (212)  512-6704 

INTS  AND  COPYRIGHT  PERMISSIONS 

istom  reprints  (minimum  order  of  1,000)  contact' 
512-3148 
212)512-2337 

et:  www.businessweek.com/reprints/ 
amission  contact: 
::  (212)  512-4801 
212)512-4938 


,  www.cargill.com 


We  are  born  into  a  world 
j 

of  unlimited  possibilities. 

Every  one  of  us  has  the 

potential  to  do  great  things. 

All  we  require  is  the  proper 

nourishment  of  mind  and  body. 
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role  of  food  in  human  advance- 


ment. Because  the  better 
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hunger  to  achieve. 


Nourishing  Potential: 


"People  know 
Pueblo  for  it$,.. 


Snaxxy  "Web  Site? 
(www.p\xehlo.g$CL.  qov) 


famous  Hot  $al$a? 

In  Pueblo,  the  free  information 
is  also  hot.  You  can  get  it  by 
dipping  into  the  Consumer 
Information  Center  web  site, 
www.pueblo.gsa.gov.  Or  calling 
toll-free  1-888-8  PUEBLO 
(1-888-878-3256)  to  order 
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with  ready-to-use  government 
information  on  topics  like 
investing  for  retirement,  getting 
federal  benefits,  raising  healthy 
children  and  buying  surplus 
government  property.  Sorry, 
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COMEBACK  CITIES 

A  Blueprint  for  Urban  Neighborhood  Revival 

By  Paul  S.  Grogan  and  Tony  Proscio 
Westview  Press  •  285pp  •  $25 


BRINGING  THE  CITY 
BACK  TO  LIFE 


For  all  that  voters  heard  about  ur- 
ban policy  during  the  Presiden- 
tial race,  you  would  think  Ameri- 
ca's cities  had  died  a  quiet  death  and 
been  unceremoniously  buried  at  sea. 
The  silence  of  both  parties  about  urban 
problems  was  deafening.  That's  partly 
because  most  voters  are  now  subur- 
ban— and  that's  who  both  Gore  and 
Bush  pitched  their  appeals  to.  And  it's 
partly  because  a  rising  economic  tide 
has  lifted  the  boats  of  enough  poor  city- 
dwellers  to  mute  any  concern  about 
those  still  treading  water. 

But  there  is  another  explanation  for 
the  apathy,  say  community-development 
veterans  Paul  S.  Grogan  and  Tony 
Proscio  in  their  accessible  and  detailed 
chronicle  of  the  nuts  and  bolts 
of  urban  revitalization  Come- 
back Cities.  Academics  and 
businesspeople,  they  say,  un- 
wisely continue  to  write  off 
the  cities.  They  mistakenly 
believe  that  the  middle  class 
has  fled,  never  to  return;  that 
poor  schools,  crime,  and  other  I 
social  ills  will  overwhelm  the 
poor  left  in  urban  areas;  and 
that  cities  will  shrivel  and  die 
as  manufacturing,  which  once 
provided  ample  employment, 
evaporates. 

Such  thinking  is  nonsense, 
the  authors  contend.  Grogan 
and  Proscio,  a  Harvard  Uni- 
versity administrator  and  a 
former  New  York  City  official, 
respectively,  have  written  a  smart  and 
clear-headed  narrative  that  makes  a 
strong  case  for  a  brighter  urban  future 
without  underplaying  the  problems  still 
at  hand.  The  book,  aimed  at  policymak- 
ers, has  its  wonkish  stretches.  But  it  is 
generally  free  of  jargon  and  strong  on 
narrative,  making  it  interesting  enough 
to  engage  any  reader  seriously  con- 
cerned about  our  cities. 

Grogan  and  Proscio  believe  it  is  easier 
to  revitalize  city  neighborhoods  than 
most  people  think.  They  don't,  however, 
favor  gentrification,  which  drives  out  the 
poor  and  brings  in  the  young  and  trendy. 
Rather,  they  aim  to  replicate  what  has 


taken  place  in  the  past  20  years 
Cleveland's  Hough  district  and  Ne 
York's  South  Bronx.  After  Jimmy  Cart 
drew  attention  to  the  latter  area  in 
1976  visit,  its  desolate  Charlotte  Stre 
became  an  icon  of  urban  dysfunctic 
Since  then,  new  housing  has  been  bui 
retailing  has  revived,  and  public  ord 
has  been  restored.  You  won't  mista 
the  South  Bronx  for  a  new  yuppie  hau 
say  the  authors.  But  it  is  now  son 
thing  even  better.  "Poverty  is  still  s: 
nificantly  higher  than  in  most  other  pa 
of  New  York,"  they  concede.  "The  Sot 
Bronx  has  not  regained  its  form 
grandeur,  nor  is  it  likely  to  do  so.  It  1 
instead  become  something  more  nee 
sary  and  more  lasting.  It  has  becoi 
pleasant  and  livable." 

Key  to  the  turnarour 
are  Community  DeveL 
1  ment  Corporations  (CDC 
neighborhood-based  n( 
profit  organizations  tl 
first  emerged  after 
War  on  Poverty  in  the 
1960s.  They  have  spru 
up  to  meet  a  variety 
needs — but  housing  is  1 
field  in  which  they  hs 
made  the  greatest  imps 
One  of  the  first  cdcs  t 
the  Bedford-Stuyves 
Restoration  Corp.  in  Bro 
lyn,  formed  in  1967.  Sfi 
then,  dozens  of  cdcs  have  aris 
Most  began  small,  when  reside 
banded  together  to  figure  out  how 
get  money  for  housing.  The  best 
these  groups  are  also  fiercely  indep 
dent  of  partisan  politics  and  patrons 
For  13  years  Grogan  was  president 
the  Local  Initiatives  Support  Cc 
(LISC),  a  Ford  Foundation-backed  inl 
mediary  that  raises  funds  for  cdcs. 
relates  how  in  the  1980s,  LISC  fa 
down  Detroit's  famously  tough  ma; 
Coleman  Young.  The  mayor  had  lvfu 
to  work  with  local  CDCS  unless  lie  i 
trolled  who  got  the  money.  "LISC,  JU£ 
bluntly,  replied  that,  in  that  case, 
would  prefer  not  to  have  a  Del  roil  | 
grain.  The  mayor  relented...  Soon, 
performing  cues  wore  gel  lint;  I  ho  li 


Pa 
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re  of  available  public  funding  as  well, 
h  no  political  strings  attached."  Hous- 
in  Detroit  is  now  on  the  rebound, 
fhc  process  can  take  decades — but 
vorks.  Between  1988  and  1997,  CDCS 
h  (Kid  names  such  as  Mid-Bronx  Des- 
adoes  and  Banana  Kelly  Community 
emenl  Assn.  (Motto:  "Don't 
ve.  Improve.")  helped  put  up  10,000 
v  units  of  housing  in  the  South 
mx. 

Jnlike  urban  activists  in  the  con- 
fcious  1960s,  CDC  leaders  made  al- 
ces  with  business  and  local  politi- 
is  to  help  obtain  funding.  New  York, 
example,  put  $1  billion  into  South 
■nx  housing  during  the  1988-97  peri- 
while  the  same  businesses  that  had 
•n  written  off  poor  neighborhoods  in- 


\  key  weapon  in  the 

*)  attle  are  community 

development 

corporations 


ced  $365  million.  Much  of  the  pri- 
;  money  was  a  result  of  the  Com- 
lity  Reinvestment  Act  (("RA),  which 
cts  banks  to  make  credit  available  in 
communities  where  they  do  busi- 
s.  Fearful  that  federal  regulators 
Jd  not  approve  banking  mergers  un- 
they  could  show  a  good  ora  rating, 
tiers  opened  the  credit  tap.  cdcs  also 
efit  from  programs  that  give  in- 
;ors  tax  credits  for  backing  low-in- 
e  housing. 

"he  cdc  mission  has  been  successful 
ause  the  organizations  are  small, 
ble,  and  intensely  local.  The  housing 

they  develop  is  generally  home  to  a 
>le  tenancy.  Those  residents  in  turn 
)me  a  lure  to  retailers,  allies  with 
:e  against  crime,  and  a  constituency 
e  able  to  wring  improvements  out  of 
1  schools. 

ound  like  a  win-win  situation?  Not 
lout  help  it  isn't.  The  authors  note 
gressional  attempts  to  roll  back  the 

in  1999.  And  cdcs  are  not  immune 
i  problems:  Banana  Kelly,  for  one, 
recently  come  under  fire  for  alleged 
nanagement.  But  one  cdc  does  not  a 
■ement  make.  With  continued  back- 
from  business  and  government,  the 
mstruction  of  the  cities  could  be 
t  the  authors  term  a  "postideologi- 

victory.  That  would  make  the  new 
.-levels  now  lining  Charlotte  Street 
:ial  indeed. 

BY  ROBERT  McNATT 
fcNatt  has  covered  housing  and 
m-policy  issues. 
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warranty  We  do  not  refund  postage.  For  customer  service 
or    wholesale    information,    please 


call    (415)    643-2810. 


2360  Third  St..  San  Francisco.  CA  94107 


rder  by  toll-free  phone:  (800)  797-7367  or  (fastest!)  by  fax:  (4 1 ',)  60-2818  ' 
Visit  our  website  at  unviv.haverhills.coni 
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You  can  use  a 
tablet  to  turn 
off  the  alarm 
system,  brew 
the  coffee, 
and  read  your 
e-mail 


BusinessWeek  Online 
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PAST  COLUMNS  and 

online-only  reviews  of 
technology  products,  go 
to  Technology  &  You  at 
www.businessweek.com/ 
technology/ 


Microsoft  Chairman  William  H.  Gates  III 
made  quite  a  splash  at  the  Comdex 
trade  show  this  fall  when  he  showed 
off  a  wireless-tablet  computer  that  would  let 
you  browse  the  Web  on  a  sharp  display  held  in 
your  lap  while  watching  TV  from  the  comfort  of 
a  recliner.  I've  played  with  the  Microsoft  tablet, 
and  it's  way  cool.  But  it  won't  be  available  for 
more  than  a  year. 

Microsoft's  rivals,  how- 
ever, aren't  waiting.  I  am 
seeing  wireless-tablet  com- 
puters that  are  a  far  cry 
from  the  bulky  and  expen- 
sive products  long  used  for 
specialized  industrial  ap- 
plications. At  least  one 
consumer  version  is  on  the 
market,  and  many  more 
are  under  development. 
While  these  early  products 
have  flaws,  they  are 
promising  design  concepts 
and  will  get  a  lot  better 
as  the  software  improves. 
One  model  available  to- 
day is  the  Honeywell 
WebPAD,  a  3-pound  tablet 
with  a  10.4-inch  display 
and  a  built-in  wireless  link 
to  a  home  network.  Bat- 


PROGENITOR:  WebPAD  has  a  ways  to  go 


tery  life  is  about  six  hours,  and  the  device  stays 
cool  enough  to  rest  on  your  lap  for  hours.  The 
Honeywell  tablet  (www.honeywell.com/yourhome/) 
is  designed  to  handle  security  alarms,  heating 
and  cooling  systems,  and  other  household-control 
applications,  which  constitute  a  big  business  for 
Honeywell  and  explains  their  surprising  foray 
into  this  field.  But  the  tablet  also  makes  a  com- 
fortable, easy-to-use  Web  browser  that  hooks 
easily  into  a  home  network.  You  enter  text  by 
tapping  an  on-screen  keyboard.  It  is  adequate  for 
entering  Web  addresses  but  not  a  whole  lot 
more.  If  you  want  to  compose  e-mail,  you  can  set 
the  tablet  in  its  stand  and  add  a  USB  keyboard, 
but  then  you're  stuck  working  at  a  desk. 
WEAK  LINK.  There  are  two  other  serious  draw- 
backs to  Honeywell's  device:  One  is  the  $995 
price,  which  does  not  include  the  $195  wireless- 
base  station.  In  a  world  of  $400  to  $000  Net  ap- 
pliances, this  is  steep.  The  other  disadvantage  is 
the  software:  The  tablet  is  built  on  an  outdated 
version  of  Windows  CE  and  an  underpowered 
Internet  Explorer  browser.  I  was  watching  tele- 


vision and  playing  with  the  tablet  when  ne\ 
came  of  the  Supreme  Court  ruling  that  end< 
the  Presidential  election.  I  wanted  to  read  tl 
Justices'  decision  on  the  tablet  but  was  out 
luck  because  it  can't  handle  Adobe  Acrobat  file 
RealNetworks  streaming  audio  and  video,  Macr 
media  Flash  animation,  and  Java  are  also  out. 
new  version  will  feature  a  major  upgrade 
Windows  CE  3.0,  which  boasts  a  better  browsi 
though  there's  still  no  support  for  Acrobat.  T 
next  version  also  will  have  a  better  display  a, 
industry-standard  802.11  wireless  technology, 
place  of  the  proprietary  Proxim  Symphony  sj 
tern  used  now. 

soNlcblue  (formerly  S3)  has  developed  t 
Frontpath  ProGear  (www.frontpath.com).  It's  si 
ilar  to  the  Honeywell  pad  but  is  based  on  a  Trai 
meta  processor  with  the  Linux  operating  systt 
and  a  Netscape  browser — considerably  more 
phisticated  hardware  and  software.  Rather  th 
aiming  at  the  home  market,  soNlcblue  is  targeti 
schools  in  partnership  wi 
River  Logic,  which  suppl 
courseware.  A  light,  wu 
less,  and  relatively 
expensive  tablet  seems  k 
ally  suited  to  educatioi 
use.  Other  manufacture 
are  developing  their  ot 
tablets  using  a  variety 
processors,  operating  s; 
terns,  and  browsers.  Lo 
for  more  such  devices 
hit  the  market  in  comi 
months. 

Tablets  make  a  lot 
sense  as  computing — p: 
ticularly  Web  browsing 
moves  beyond  the  PC  ; 
the  desk  to  the  couch 
kitchen.  The  biggest 
herent  design  weakness 
data  entry;  Microsoft  p: 
poses  to  solve  it  by  using  handwriting  recog 
tion.  The  prototype  I  tried  eliminates  one  loi 
standing  problem  of  writing  on  screens:  T 
"ink"  appeared  on  the  display  without  the  us 
half-second  lag  time.  But  the  tablet  still  r 
trouble  deciphering  my  scrawl.  While  recognit 
is  likely  to  improve  in  the  months  before  1 
product  ships,  I  am  not  convinced  handwriti 
recognition  will  work  well  enough  to  make  t 
product  satisfactory.  A  simplified  shorthand,  si 
as  Palm's  Graffiti,  might  be  a  better  choice  ui 
the  day  speech  recognition,  which  is  much  bet 
developed  than  handwriting,  can  do  the  job 

Mainly  because  of  the  limitations  of  data  enl 
few  people  will  want  a  tablet  as  a  primary  cc 
puter  or  Internet-access  device.  But  whetl| 
hung  on  a  refrigerator  door  or  plopped  on  y< 
lap  in  the  TV  room,  they  bring  an  exciting  n, 
dimension  to  communications  by  making  in 
mation  available  in  any  corner  of  your  hor 
As  the  quality  of  the  products — particularly  !| 
software — improves,  this  is  a  category  tlia 
think  could  really  take  off. 


:,:■ 


iUi^^i^^^MBB 


'\^  Andrew  Meyer  onHoid 

1-831-555-6737  oo:S3 

*    Mafia  Cooper  Rctive 

555-0128  00:05 


Swap 


V'.vay 
Call 


Key 
Pad 


5Ss 


®  ^  w  ®  Q 


VISOR 


what    you    make    it. 

Just  insert  an  optional  module  and  your  Visor  turns  into  a  digital 

camera,  a  phone,  an  MP3  player  or  whatever  you  need  it  to  be.  What 

more  could  you  want  from  technology?  Visit  us  online  for  availability. 
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BY  GARY  S.  BECKER 


IT'S  TIME  FOR  NAFTA 
TO  LOOK  FARTHER  SOUTH 


BENEFITS: 

Expanding 
NAFTA  into 
a  Western 
hemisphere 
trade  bloc 
would  help 
all  the 
nations  in 
the  region. 
Bush  should 
seize  the 
chance 


Gary  S.  Becker,  the  1992 
Nobel  laureate,  teaches  at 
the  University  of  Chicago  and 
is  a  Fellow  of  the  Hoover 
Institution. 


The  U.S.  and  Chile  have  begun  negotiations 
on  a  trade  pact  that  could  set  the  stage  ul- 
timately for  a  hemisphere-wide  agreement. 
One  approach  to  a  broad,  open  trade  zone  is 
through  a  simple  expansion  of  NAFTA,  the  highly 
successful  North  American  Free  Trade  Agree- 
ment among  Mexico,  Canada,  and  the  United 
States. 

An  attractive  first  step  would  be  to  include  in 
NAFTA  not  only  Chile  but  also  Argentina  and 
Uruguay,  two  other  democratic  nations  of  the 
Southern  Cone.  All  three  have  been  experiencing 
significant  economic  problems.  Argentina,  in  par- 
ticular, has  has  trouble  and  recently  negotiated  a 
sizable  loan  from  the  International  Monetary 
Fund  to  help  finance  payments  on  its  foreign 
debt.  Unemployment  in  Argentina  and  Uruguay 
has  reached  about  15%,  and  it  is  above  10% 
even  in  the  better-performing  Chilean  economy. 

The  economists  and  government  officials  I 
met  on  a  recent  visit  to  these  nations  are  con- 
vinced that  a  free-trade  accord  with  the  U.S. 
would  greatly  benefit  their  economies.  It  would 
not  only  widen  the  market  for  their  exports  but 
would  also  attract  more  investment  capital  from 
abroad.  The  result  would  be  vigorous  competition 
for  their  telecommunications  and  other  protected 
industries.  It  would  also  increase  pressure  to 
reduce  the  excessive  regulation  in  their  labor 
and  product  markets. 

BORDER  BICKERING.  One  obstacle  to  an  expansion 
of  NAFTA  to  South  America  is  that  Argentina 
and  Uruguay,  along  with  Brazil  and  Paraguay, 
belong  to  Mercosur,  a  customs  union.  Chile  is 
an  associate  member.  After  a  good  start,  this 
agreement  has  bogged  down  in  bickering  over 
Brazil's  devaluation,  import  quotas,  allegations 
of  dumping,  and  domestic-content  requirements 
in  the  automobile  industry.  As  a  result,  exports 
from  Argentina  and  Uruguay  have  expanded 
slowly  and  remain  a  small  fraction  of  their  total 
production  of  goods  and  services.  This  provides 
an  opening  for  NAFTA. 

The  three  Southern  Cone  nations  prefer  a 
broader  free-trade  union  with  the  U.S.  to  the 
continuation  of  Mercosur  in  its  present  form. 
They  hope  that  Brazil  would  also  join  the  larger 
trade  accord,  but  they  would  be  willing  to  join 
now,  even  if  it  took  much  longer  for  an  agree- 
ment to  be  worked  out  between  Brazil  and  the 
U.S.  The  longer-term  goal  should  be  to  include 
all  Western  Hemisphere  nations  in  one  inclusive 
trade  agreement. 

Such  a  move  would  be  popular  in  South  and 
Central  America,  but  political  leaders  there  wor- 


ry whether  the  political  climate  in  the  U.S. 
ripe  at  this  time  for  such  an  agreement.  Th 
fear  that  many  members  of  Congress  would 
concerned  about  the  loss  of  jobs  in  their  d 
tricts  and  states  due  to  competition  from  goo 
produced  in  a  broad  free-trade  area.  They  ho 
the  new  Bush  administration  will  take  up  the  t 
pansion  of  NAFTA  next  year  but  fear  that  a  se 
ous  downturn  in  the  American  economy  m 
block  the  initiative. 

The  election  of  George  W.  Bush  as  Preside 
should  be  reassuring  to  South  American  leade 
since  Bush  is  an  outspoken  supporter  of  op 
markets.  He  wants  fast-track  authority  frc 
Congress  to  negotiate  a  free-trade  agreeme 
by  2005  among  the  nations  of  South,  Centr 
and  North  America. 

In  addition,  the  rapid  growth  in  employme 
in  recent  years  has  shown  the  American  peoj 
that  NAFTA  did  not  worsen  labor-market  con 
tions.  Lower  employment  in  some  companies  \ 
cause  of  greater  competition  from  Mexican  i 
ports  has  been  offset  by  greater  opportunities 
other  companies  to  sell  to  Mexico.  On  balan 
both  the  U.S.  and  Canada  have  benefited  fr< 
nafta,  although  the  proportionate  benefit  I 
clearly  been  much  greater  for  Mexico. 

Mexican  exports  to  its  northern  neighbors  i 
ploded  in  a  spectacular  fashion  after  the  forn 
tion  of  NAFTA  and  now  make  up  90%  of  its  to 
exports.  Yet  imports  from  the  U.S.  and  Cana 
grew  almost  as  fast,  and  foreign  investments 
Mexico  have  also  rapidly  increased.  Mexico's  e< 
nomic  success  helped  to  stabilize  the  politi 
climate  there  and  may  even  have  contribut 
to  the  election  of  Vicente  Fox,  the  first  presidt 
from  the  opposition  Pan  party.  South  Americ 
nations  would  probably  gain  less  from  a  ft 
trade  agreement  than  Mexico  did  from  NAF' 
but  their  economies  would  also  be  helped  fr< 
more  open  access  to  the  markets  and  financial 
sources  of  North  America. 

The  remarkable  economic  and  political  si 
cess  of  NAFTA  is  the  strongest  argument  I 
free  trade  throughout  the  Western  Hemisphe 
Chile,  Argentina,  and  Uruguay  are  three 
serving  initial  candidates  for  a  broader  tr 
agreement  with  North  American  nations 
cause  of  their  democratic  governments,  econor] 
reforms,  and  current  economic  problems.  I 
that  agreement  should  be  considered  only 
first  step  toward  an  open  trade  zone  through 
the  hemisphere  that  would  produce  licmend 
benefits  for  the  economies  and  democratic  gy 
ernments  of  this  region. 
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And,  the  know-how.  At  Ernst  &  Young,  our 
tools  and  fresh  perspectives  will  enable 
you  to  move  forward  confidently  in  the 
New  Economy.  We  can  help  you  refine 
your  financial  strategies,  provide  advice  to 
help  assure  your  successful  IPO,  use  our 
e-business  experience  to  help  build  online 
trust  between  you  and  your  customers, 
c/5  and  employ  our  knowledge  to  create  tax 
—  strategies  that  help  you  optimize  value. 
Oh,  and  did  we  mention  acquisitions? 
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Economic  Trends 


BY  GENE  KORETZ 

E-COMMERCE: 
THE  BUYER  WINS 

Will  the  Net  pull  prices  ever  lower? 

Theoretically,  Internet  retailing  is 
supposed  to  be  a  positive  sum  game 
that  allows  consumers  to  win  via  easy 
access  to  price  and  product  information 
and  retailers  to  gain  by  obtaining  de- 
tailed information  on  buyers'  needs, 
tastes,  and  price  sensitivity.  If  a  new 
study  on  life  insurance  costs  by  Jeffrey 
R.  Brown  of  Harvard  University  and 
Austan  Goolsbee  of  the  University  of 

AS  INTERNET  USE  GREW, 
INSURANCE  COSTS  FELL 


HOUSEHOLDS 
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Chicago  is  any  indication,  however,  it's 
consumers  who  really  come  out  ahead. 

The  two  economists  noticed  that  av- 
erage prices  of  term  life  insurance, 
which  had  been  edging  down  in  re- 
sponse to  falling  mortality  rates  during 
the  1990s,  suddenly  fell  sharply  in  1996 
and  1997.  Meanwhile,  a  growing  number 
of  Web  sites  had  begun  offering  price 
quotes  from  a  variety  of  companies  to 
potential  buyers  of  term  life  insurance. 

To  see  whether  there  was  a  connec- 
tion, the  authors  matched  highly  de- 
tailed data  from  1992  to  1997  on  house- 
hold Internet  usage  in  the  50  states 
with  similar  data  on  the  cost  of  term  life 
insurance  policies  purchased  by  house- 
holds over  the  same  period.  (The  first 
set  of  data  came  from  Forrester  Re- 
search, the  second  from  limra  Interna- 
tional, a  life  insurance  trade  group). 

The  results  are  striking.  Among 
households  of  different  age  groups  in  dif- 
ferent states,  the  study  shows  a  strong 
correlation  between  rising  Net  usage  and 
falling  costs  of  term  insurance.  By  con- 
trast, costs  of  whole  life  insurance,  for 
which  online  quotes  were  unavailable, 
hardly  changed.  The  authors  estimate 
that  each  10%  increase  in  the  share  of  in- 
dividuals in  a  group  (say,  those  age  30-34 


in  Utah,  or  40-44  in  Texas)  using  the 
Net  reduced  the  group's  average  term  in- 
surance costs  by  3%  to  5%.  By  1997,  an- 
nual nationwide  savings  to  consumers 
totalled  $115  million  to  $215  million. 

Thus,  the  Internet — by  enabling  peo- 
ple to  comparison  shop  without  having 
to  first  contact  a  variety  of  insurance 
agents — apparently  drove  insurance 
prices  down  not  only  for  Web  surfers 
but  for  their  neighbors  as  well.  And 
that  was  in  a  period  in  which  Net  usage 
was  relatively  low  by  today's  standards. 

For  buyers,  of  course,  this  picture 
spells  good  news,  suggesting  that  mar- 
kets will  become  increasingly  competi- 
tive as  more  and  more  people  log  on 
and  search  for  low  prices.  Sellers  both 
online  and  offline,  however,  are  likely 
to  find  their  profit  margins  under  chron- 
ic pressure — forcing  them  to  engage  in 
continual  cost-cutting.  "That's  a  lesson 
the  stock  market  finally  appears  to  be 
learning,"  says  Goolsbee. 


WHAT'S  BOOSTING 
HEALTH  COSTS 

Bills  for  hospital  services  soar 

Mention  the  rising  cost  of  medical 
care,  and  many  people  think  of 
prescription  drugs.  Such  drugs,  how- 
ever, account  for  only  10%  of  health- 
care outlays.  The  big  jump  in  costs 
this  year  is  not  in  medical  commodi- 
ties, which  include  drugs,  but  in  med- 
ical services,  where  consumer  prices 
have  risen  4.7%  in  the  past  12  months. 
Although  medical  services  include 
visits  to  doctors  and  dentists,  it  is 
charges  for  hospital  services — running 
6.8%  over  last  year — that  are  really 
driving  the  surge  in  prices.  The  Labor 
Dept.  reports  that  charges  for  hospital 
procedures  to  both  consumers  and 
health  insurers  have  risen  across 
the  board.  While    —«—■■«-■■■»—— 


nursing  shortages 
and  greater  use  of 
expensive  med- 
ical and  informa- 
tion technology 
explain  part  of 
the  rise,  it  may 
also  reflect  the 
large  number  of 
hospital  mergers 
that  have  reduced 
competition  in 
many  localities. 

With  James  M. 
Mehring  in  New 
York 


HEALTHY  HIKES  FOR 
HEALTH  SERVICES 

CONSUMER  PRICES 
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ON  WALL  STREET, 
GREEN  IS  GOLDEN 

Eco  concern  is  paying  dividends 


Environmentalists  don't  look  kind 
on  the  role  of  multinational  corp 
rations  in  the  developing  world.  Mar 
companies,  they  say,  deliberately  ii 
vest  in  nations  with  weak  environme 
tal  standards  in  order  to  reduce  cos| 
and  fatten  their  bottom  lines. 

A  corollary  of  this  view  is  that  cor 
panies  willing  to  profit  from  lax  local  i 
vironmental  rules  should  expect  to  faj 
at  least  as  well  in  the  stock  market 
more  principled  companies.  Yet  a  stu( 
in  Management  Science  finds  that  W;  I 
Street  actually  rewards  multinationa  I 
that  hew  to  stringent  environment  But 
standards  in  the  developing  world.      B 

In  the  study,  sponsored  in  part  by  t]  k ), 
University  of  Michigan's  William  Davi  , 
son  Institute,  researchers  Glen  Dowe  ■ 
Stuart  Hart,  and  Bernard  Yeung  an  I 
lyzed  data  from  the  mid-1990s  on  t:  !™ 
stock  market  performance  and  enviro 
mental  policies  of  89  major  U.  S.  mini: 
and  manufacturing  companies  with  pr  it 
duction  facilities  in  developing  natior 
Their  stock  market  measure  was  £. 
market  value  of  a  company  relative 
the  replacement  cost  of  its  physical 
sets.  Their  environmental  ratings  car 
from  the  Investor  Responsibility  R 
search  Center. 

Taking  into  consideration  indust 
company  size,  research  investment,  a: 
other  factors,  the  authors  found  that 
market  valuation  of  companies  wi 
strict  global  environmental  standar 
was  some  80%  higher,  relative  to  th 
physical  assets,  than  that  of  compani 
using  local  standards  for  their  opei 
tions.  Companies  that  simply  used 
stringent  U.  S.  environmental  standar 
in  the  Third  World  did  nearly  as  badly 
those  adopting  host-country  practice 

Why  does  Wall  Street  value  com{ 
nies  with  high  global  environmen 
standards?  The  authors  speculate  tr 
adopting  lax  local  practices  may  hi 
profits  and  growth  over  the  long  r 
by  courting  bad  publicity  and  failing 
anticipate  future  changes  in  standar 
as  local  incomes  rise.  A  single  high  st 
dard  deflects  criticism,  builds  emploj 
morale,  and  permits  the  rapid  diffusj 
of  new  technology  throughout  a  co 
pany's  international  operations. 

"Companies  attracted  by  weak  l<> 
environmental  regulations,"  says  Yen 
who  is  now  at  New  York  Univnsi 
"may  find  that  their  short-run  gal 
bring  long-term  pain." 
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;usiness  Outlook 


JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


M  WE  TALKING  OURSELVES 
NTO  A  RECESSION? 

re  could  be  if  the  stock  market  keeps  listening 


US.  ECONOMY 


DEMAND  IS  SLOWER 
DDT  STILL  RISING 


Can  gloomy  talk  doom  the  ex- 
pansion? In  the  past,  econo- 
sts  dismissed  the  notion  that  psychology  can  domi- 
te  real  economic  forces.  No  matter  how  many 
wnbeat  headlines  people  read,  the  theory  went,  the 
tlook  always  comes  down  to  basics  such  as  jobs,  in- 
■nes,  and  profits. 

But  in  today's  economy,  the  past  may  no  longer  be 
)logue.  That's  because  psychology  does  indeed  have  a 
ge  impact  on  the  stock  market,  and  never  before  has 
;  market  played  such  a  big  role  in  real  economic 
ivity.  It  was  market  psychology  more  than  funda- 
ntals  that  drove  technology  share  prices  up  so  rapid- 
in  1998  and  1999.  The  resulting  surge  in  wealth  was 
;  jet  fuel  that  powered  the  growth  rate  of  consumer 
ending  and  the  economy  into  the  5%  to  6%  range, 
ising  the  Federal  Reserve  to  put  on  the  brakes. 

Now,  psychology  has  turned 
sharply.  In  addition  to  market 
worries  and  a  negative  spin 
by  the  press  on  almost  every 
new  piece  of  data,  the  Bush 
Administration  has  warned 
that  the  economy  may  be 
headed  for  a  recession.  Such 
talk  is  meant  to  promote  the 
new  Administration's  tax-cut 
program,  but  downbeat  sound 
bites  can  hit  home.  No  wonder 
aseholds  were  more  pessimistic  in  December, 
sentiment,  especially  on  Wall  Street,  is  so  negative 
ht  now  that  the  surprisingly  big  shift  in  the  Feder- 
Reserve's  thinking  about  the  possible  need  for  lower 
erest  rates  failed  to  lift  spirits.  In  fact,  the  stock 
rket  went  south  in  a  hurry  after  the  Fed's  decision 
Dec.  19  to  keep  rates  on  hold,  even  though  the 
ltral  bank  shifted  its  major  concern  for  the  future 
ay  from  inflation  and  toward  economic  weakness. 
ill  Street  was  disappointed  that  the  Fed  didn't  cut 
es,  even  though  almost  every  economist  polled  before 
;  meeting  had  expected  no  change. 

EE  QUESTION  GOING  FORWARD  is  whether  eco 

nic  fears  can  become  self-fulfilling  prophesies.  If  re- 
gion talk  continues  to  throttle  stock  prices,  the  de- 
ie  in  wealth  may  well  kill  spending  plans  by  both 
lsumers  and  businesses.  Demand  could  easily  fall 
more  sharply  than  is  now  expected,  resulting  in 


CONSUMER  SPENDING 
INFLATION-ADJUSTED 

1 

ill 

1*99  II      III      IV     TOO  II      III     IV 
QUARTERLY  PERCENT  CHANGE  AT 
ANNUAL  RATES 

SUMES  DECEMBER  SPENDING  IS  UNCHANGED 
DATA  COMMERCE  DEPT.  BUSINESSWEEK 


MANDFACTDRING  IS 
LOOKING  SOFT 


an  increase  in  profit  warnings.  Equity  prices  would 
drop  even  more,  causing  steeper  declines  in  wealth 
and  demand.  The  soft  landing  would  become  a  crash. 

Why,  then,  didn't  the  Fed  simply  cut  rates  in  De- 
cember? Unfortunately,  policy  decisions  are  no  longer 
simple  in  a  world  where  the  stock  market  greatly  af- 
fects economic  activity.  Keep  in  mind  that  the  Fed 
doesn't  want  to  reignite  the  very  same  stock-market 
forces  that  created  the  excessive  demand  growth  that 
the  central  bank  wants  to  eliminate.  But  if  rate  cuts 
end  up  boosting  the  market,  the  economy  would  get 
two  injections  of  stimulus  from  Fed  easing:  lower  rates 
and  the  wealth  generated  from  higher  stock  prices. 

Policymakers  also  know  that 
the  market's  sway  over  de- 
mand adds  greatly  to  the  un- 
certainty in  the  economic  out- 
look for  2001.  Slower  growth 
makes  the  economy  more  vul- 
nerable to  outside  shocks,  such 
as  higher  oil  prices.  But  now, 
jolts  will  hit  the  economy  from 
two  angles:  the  direct  effect 
on  real  business  activity,  and 
the  indirect  impact  from  the 
stock  market,  as  negative  psychology  hammers  stock 
prices  and  wealth  and  thus  spending.  Add  it  all  up,  and 
the  stock  market's  increased  influence  means  that  the 
Fed  has  to  walk  an  unusually  fine  line  in  2001. 

AT  LEAST  FOR  NOW,  the  Fed  seems  more  confident 
about  the  economy  than  the  markets  are.  No  ques- 
tion, the  data  look  soft,  especially  from  manufactur- 
ing. But  nothing  in  the  latest  readings  on  everything 
from  durable  goods  orders  to  consumer  spending  to  in- 
dustrial production  argues  that  the  economy  is  so  weak 
that  it  urgently  needs  lower  interest  rates  (charts). 

Consider  consumers.  Households  were  clearly  less 
optimistic  in  December,  reflecting  worries  over  the 
stock  market,  election  uncertainty,  and  downbeat  head- 
lines. But  while  consumer  spending  is  slowing,  fourth- 
quarter  outlays  appear  to  have  held  up  well.  Even  if 
December  purchases  of  goods  and  services  post  no 
gain  from  November,  spending  will  show  a  3.2%  annu- 
al rate  of  growth  from  the  third  quarter.  That  would  be 
slower  than  the  third  quarter's  4.5%  pace,  but  it's  not 
too  shabby — and  nowhere  near  a  recession  reading. 

Moreover,  much  has  been  made  of  weak  holiday 
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spending,  but  2000's  retail  performance  is  being  judged 
against  the  extraordinarily  strong  sales  of  yearend 
1999.  Back  then,  overall  consumer  spending  was  grow- 
ing at  a  clip  of  close  to  6%,  and  yearend  retail  buying 
was  boosted  sharply  by  millennium  spending  and  by 
outlays  made  in  advance  of  possible  computer-related 
outages  resulting  from  the  century  date  change.  Retail 
performance  in  2000  will  surely  pale  in  comparison  to 
the  1999  binge,  but  it  will  still  be  consistent  with  a 
healthy,  if  slower,  pace  of  consumer  spending. 

THE  MANUFACTURING  SECTOR  is  the  area  of  the 
economy  that  is  truly  struggling  right  now,  as  it  typi- 
cally does  in  response  to  a  round  of  Fed  tightening.  In- 
dustrial production  has  slowed  substantially  in  recent 
months,  with  factory  output  falling  0.5%  in  Novem- 
ber. But  while  the  slowdown  is  broad,  keep  in  mind 
that  declining  auto  production  has  accounted  for  a  dis- 
proportionately large  share  of  the  weakness.  Vehicle 
output  dropped  2.8%  in  November  after  a  3.6%  plunge 
in  October,  as  car  makers  struggled  to  cut  overly  heavy 
inventories. 

Autos  account  for  much  of  the  inventory  overhang  in 
the  economy  right  now.  In  fact,  they  are  responsible  for 
all  of  the  recent  rise  in  the  ratio  of  inventories  to  sales 
in  the  retail  sector.  Excluding  motor  vehicles,  the  ratio 
of  retail  stockpiles  to  sales  has  not  risen  at  all  (chart). 

Another  key  factor  in  manufacturing's  softness  is 
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the  slowdown  in  output  of  high-tech  goods.  But  ever 
here,  circumstances  appear  to  be  extraordinary.  In  th( 
first  and  second  quarters  of  2000,  production  of  com 
puters,  peripherals,  electronic  components,  and  com 
munications  equipment  grew  at  annual  rates  greate; 
than  70%,  far  above  the  steady  35%-to-40%  pace  tha 
had  characterized  output  growth  from  1997  to  1999. 

However,  the  first  half's 
70%  growth  rate  was  just  as 
anomalous  as  the  fourth  quar- 
ter's slowdown  to  about  20%. 
The  production  surge  followed 
a  yearend  1999  slowdown,  as 
companies  froze  their  tech 
budgets  in  advance  of  the  Y2K 
change  on  the  world's  comput- 
ers. Now,  tech  output  is  slow- 
ing, but  to  a  more  sustainable 
pace.  It  is  not  collapsing.  In 
fact,  the  ratio  of  inventories  to  sales  for  tech  goods  con 
tinues  to  fall,  suggesting  that  demand  and  output  re 
main  in  balance. 

The  point  is  that  despite  all  the  negative  talk  am 
worry,  economic  activity,  while  slower,  is  holding  uj 
But  the  longer  that  downbeat  sentiment  continues,  th 
more  likely  it  becomes  that  a  hit  to  the  stock  marke 
could  do  in  the  long-running  expansion — despite  th 
Fed's  best  efforts  to  keep  that  from  happening. 
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THE  RUNNING  OF  THE  BILLS  MAY  BE  SLOWING 


Spain's  economic  boom  may  be 
starting  to  fade,  as  growth  in 
the  euro  zone's  fourth-largest 
economy  falls  victim  to  the  same 
forces  that  are  beginning  to  hit 
near-term  growth  prospects  in 
Europe  generally. 

Spain's  third-quarter 
gross  domestic  prod- 
uct, which  increased 
0.9%  from  the  second 
quarter  and  4.1%  from 
a  year  ago,  continued 
to  exceed  the  euro 
zone's  overall  pace, 
which  showed  compa- 
rable third-quarter 
gains  of  0.7%  and 
3.4%,  respectively.  Spain's  boom, 
led  by  household  spending  and 
construction,  had  been  powered 
by  a  steep  drop  in  interest  rates, 
to  record  lows,  in  the  runup  to  its 
entry  into  the  euro  zone. 
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Like  its  neighbors,  however, 
Spain's  domestic  demand  is  now 
softening,  led  by  slower  growth  in 
consumer  spending.  That's  the  re- 
sult of  higher  interest  rates  and 
oil  prices,  which  are  squeezing 
household  buying 
power,  not  to  mention 
the  recent  sharp  drop 
in  the  Spanish  stock 
market.  Although  con- 
struction spending 
continued  to  grow 
strongly  in  the  third 
quarter,  consumer 
outlays  slowed,  grow- 
ing 4%  compared  with 
a  year  ago  and  down 
from  4.6%  in  the  second  quarter. 
That's  still  a  healthy  pace,  but 
further  slowing  showed  up  in  the 
fourth  quarter.  Industrial  produc- 
tion in  October  rose  a  less-than- 
expected  0.8%  from  September, 


held  back  by  a  0.6%  drop  in  out- 
put of  consumer  goods.  Recent 
data  on  sales  of  cars  and  retail 
goods  have  looked  soft,  and  some 
pullback  in  housing  activity  is 
likely  as  well.  Imports  are  set  to 
slow  with  domestic  demand,  but 
export  gains  will  diminish  as  well, 
amid  cooler  global  growth.  The 
Bank  of  Spain  is  forecasting 
growth  of  4%  in  2000  and  3.6%  in 
2001,  but  most  private  analysts 
think  the  2001  projection  is  overly 
optimistic. 

One  plus  for  slower  growth  is 
that  it  will  reduce  concern  that 
the  economy  is  overheating.  Infla- 
tion in  November  was  4.1%,  well 
above  the  2.9%  euro  zone  average 
and  close  to  a  five-year  high.  On 
the  downside,  further  declines  in 
Spain's  jobless  rate,  the  highest  in 
the  euro  zone  at  13.6%  in  October, 
will  be  harder  to  come  by. 
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For  more  than  160  years,  J. P.  Morgan  has 
been  helping  affluent  clients  realize  their 
financial  dreams.  Now,  Morgan  OnLine 
offers  millionaire  investors  access  to 
trusted,  integrated  wealth  management 
services  via  the  Internet.  At  Digex,  we 
may  not  know  much  about  financial  asset 
management,  but  we  do  know  what  it 
takes  to  run  a  successful  e-Business. 


We  manage  Web  servers, 
They  manage  wealth. 

Together,  we  do  e-Business. 


We  supply  the  hardware,  software,  and 
pre-engineered  platforms  that  include 
best-of-breed  technology  to  get  your  site 
up  and  running  -  fast  and  reliably.  Digex's 
world-class  data  centers  and  networks  are 
optimized  for  performance  and  availability, 
so  your  site  is  online  24x7x365.  We 
provide  the  administration,  monitoring, 
and  security  services  necessary  to  make 
sure  your  site  remains  secure. 


J. P.  Morgan  works  for  its  clients. 
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It  wasn't  much  of  a  Christmas  hol- 
iday for  California  Governor  Gray 
Davis.  On  Dec.  26,  the  governor 
flew  to  Washington,  where  he 
spent  two  hours  with  Federal  Re- 
serve Chief  Alan  Greenspan  dis- 
cussing California's  unraveling  electrici- 
ty market.  A  day  later,  he  was 
confabbing  at  the  White  House  with 
President  Clinton.  If  turning  out  the 
state's  official  Christmas  tree  lights 
didn't  get  the  nation's  attention,  then 
face-to-face  meetings  with  Greenspan 
and  Clinton  provided  the  ultimate  wake- 
up  call.  California's  electricity  crisis,  with 
its  rolling  blackouts, 
sky-high  prices,  and 
the  threatened  bank- 
ruptcy of  the  state's 
two  largest  utilities, 
now  poses  a  threat 
that  goes  well  beyond 
the  Golden  State. 

When  it  comes  to 
the  economy,  as  Califor- 
nia goes,  so  goes  the 
nation.  California  ac- 
counts for  13%  of  the 
U.  S.  gross  domestic 
product.  If  the  Califor- 
nia mess  deteriorates, 
it  will  obviously  dam- 
age the  local  economy. 
But  the  ripple  effect 
could  have  far  broader  consequences. 
"It's  a  very  precarious  situation  in  Cali- 
fornia right  now  and  it  could  spiral  out  of 
control,"  says  Kenneth  Lay,  chairman  of 
energy  trading  giant  Enron  Corp.  "It 
could  have  a  very,  very  devastating  im- 
pact on  the  California  economy,  as  well 
as  the  whole  U.  S." 

BANKRUPT.  In  California,  the  crisis  is 
quickly  coming  to  a  head.  On  Dec.  27, 
Edison  International's  Southern  California 
Edison  filed  suit  against  the  Federal  En- 
ergy Regulatory  Commission  to  recover 
some  $4.9  billion  the  utility  says  it  was 
forced  to  overpay  to  power  producers. 
The  company  has  asked  for  a  ruling  by 
January  5th.  Pacific  Gas  &  Electric  is  also 
expected  to  file  suit,  seeking  $4.6  billion. 
Also  on  Dec.  27,  both  utilities  asked  that 
the  California  Public  Utility  Commission 
grant  rate  hikes  of  up  to  30%.  While 
that's  sure  to  enrage  consumers,  a  rate 
hike  is  needed  to  stabilize  the  utilities'  fi- 
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nances.  Without  the  hikes,  they  claim  they 
may  be  forced  into  bankruptcy. 

It  sure  sounds  like  something  akin 
to  a  bailout  for  the  utilities.  And  that 
could  be  a  huge  problem  for  Davis,  who 
has  big  political  ambitions  beyond  the 
state  house.  For  now,  though,  he's  fo- 
cused on  resolving  a  political  and  policy 
nightmare  that  began  with  California's 
landmark  1996  electricity  deregulation 
law — the  most  comprehensive  such  leg- 
islation in  the  nation.  California's  indus- 
trial power  users  were  complaining  that 
their  rates  were  among  the  highest  in 
the  country.  Deregulation  promised  low- 
er rates  and  better  ser- 
vice by  bringing  com- 
petition into  the  market 
for  power  generation. 
BATTLEGROUND.  The 
resulting  legislation, 
however,  was  a  totter- 
ing tower  of  compro- 
mise and  fragile  politi- 
cal alliances.  The 
legislation  pitted  De- 
mocratic legislators 
against  then-Republican 
Governor  Pete  Wilson, 
consumer  groups 
against  the  utilities, 
and  the  utilities  against 
a  new  breed  of  compet- 
itive private-sector 
power  generators.  Governor  Wilson  and 
the  independent  producers  wanted  a 
shift  to  a  free  market  as  quickly  as  pos- 
sible. The  utilities  wanted  compensation 
for  their  investment  in  power  plants. 
The  consumer  groups  wanted  safe- 
guards that  prices  wouldn't  go  up. 
Everyone  got  something.  But  the  re- 
sult is  a  California  electricity  policy  that 
seems  to  combine  the  worst  of  free  mar- 
ket principles  and  command-and-control 
regulation.  "It  was  a  crisis  by  design," 
says  Lawrence  J.  Makovich,  an  electric- 
ity industry  consultant  with  Cambridge 
Energy  Research  Advisors.  "Legisla- 
tors created  a  power  shortage." 

The  legislators  may  have  created  a 
monster.  But  all  the  interested  parties 
went  along  willingly.  Now,  looking  back, 
the  plan's  biggest  flaw  may  have  been 
the  agreement  by  California's  utilities 
to  sell  much  of  their  generation  capacity 
to  private-sector  companies.  As  part  of 
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the  plan,  the  utilities  agreed  to  buy  all 
of  their  customers'  power  needs  on  a 
daily  basis  through  a  new,  state-sanc- 
tioned but  independently  managed  enti- 
ty called  the  Power  Exchange.  The  idea 
was  to  protect  consumers  from  the  pow- 
er-plant construction  fiascos  and  long- 
term  contracts  that  had  led  to  high 
priced  power  in  the  past. 

But  the  whole  scheme  has  backfired 
badly.  Daily  power  purchases  subject 
the  utilities  to  all  the  vicissitudes  of  the 
market  place.  Regulators  and  others 
who  have  studied  the  California  system 
say  that  this  last-minute  market  has 
given  power  producers  an  incentive  to 
withhold  power,  creating  a  buying  fren- 
zy that  sent  prices  soaring.  The  state's 
new  sources  of  power  generation — a 
half-dozen  independent  power  compa- 
nies and  out-of-state  utilities,  many  of 
whom  bought  plants  from  the  old  Cali- 
fornia utilities — insist  that  they  have 
not  withheld  power.  Whatever  the  truth, 
the  setup  devastated  the  California  util- 
ities. "It  was  just  too  much  power  being 
bought  at  the  last  minute  at  the  highest 
possible  price,"  says  Lynn  Ledicky,  a 
vice-president  for  government  affairs  at 
Houston-based  Dynegy,  Inc.,  which  owns 
power  plants  in  California. 

Last  minute  shopping  wasn't  Califor- 
nia's only  problem.  In  a  kind  of  perfect 
storm  scenario,  a  host  of  other  circum- 
stances converged  that  helped  send 
prices  through  the  roof.  In  the  years 
prior  to  deregulation,  utilities  and  state 
regulators  argued  at  length  over 
whether  the  state  needed  new  plants 
and,  if  so,  who  should  build  them.  The 
result:  New  plant  construction  ground 
to  a  halt  just  as  demand  was  beginning 
to  surge  from  the  high-tech  boom. 
STRICT  RULES.  California's  stringent  en- 
vironmental rules  have  also  played  a 
role.  California  energy  regulators  had 
all  but  banned  low-cost,  though  rela- 
tively high  polluting,  coal-fired  genera- 
tion in  favor  of  natural-gas  fueled  plants. 
More  recently,  consolidation  in  the 
pipeline  industry  coupled  with  tight  sup- 
plies nationwide  have  caused  the  price 
of  natural  gas,  now  the  state's  domi- 
nant fuel  source,  to  soar.  Strict  issuance 
of  environmental  permits  and  a  history 
of  local  activism  also  make  California 
the  toughest  state  for  building  new  pow- 
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HOW  CALIFORNIA 
SHORT-CIRCUITED 

•  State  legislators  forced  utili- 
ties to  sell  off  many  power 
plants,  leaving  them  vulnerable 
to  high  wholesale  prices  when 
the  strong  economy  sent  elec- 
tricity demand  higher. 

•  Utilities  and  state  authorities 
delayed  new  plant  construction 
by  dickering  over  how  much 
power  was  needed  and  who 
should  build  it.  That  intensified 
supply  shortages. 

•  The  environmentally  con- 
scious state  relies  increasingly 
on  natural  gas  for  electricity 
generation.  But  heavy  demand 
and  rising  oil  prices  have  sent 
natural  gas  prices  soaring,  too. 

•  Legislators  and  the  utilities 
bet  wrong  that  wholesale  energy 
prices  would  go  lower.  Now 
they're  on  the  hook  for  billions 
in  losses  that  could  bankrupt 
the  companies  because  they 
can't  raise  rates. 


WHAT'S  BEING  DONE 
TO  FIX  THE  MESS 

•  Federal  regulators  have  or- 
dered that  95%  of  the  state's 
power  be  purchased  under  long 
term  contracts,  which  should 
help  stabilize  wholesale  prices. 

•  State  authorities  are  racing  to 
grant  fast-track  approval  to  con- 
struct new  plants  and  hope  to 
complete  six  in  the  works  this  year. 

•  Negotiations  are  under  way  to 
boost  consumer  electric  rates 
and  ensure  that  the  state's  two 
largest  utilities  remain  solvent. 


OWER  FAILURE 
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er  plants,  industry  executives  say.  Even 
in  the  midst  of  the  recent  crisis,  a  num- 
ber of  new  plant  proposals  have  been 
squashed  due  to  local  protests. 

As  if  that  weren't  enough,  the  Cali- 
fornia legislation  took  much  of  the  reg- 
ulating authority  away  from  local  offi- 
cials and  put  the  state's  electric  system 
into  the  hands  of  federal  authorities  and 
two  new  independent  entities,  the  Pow- 
er Exchange  and  something  called  the 
Independent  System  Operator,  which 
acts  as  a  sort  of  air  traffic  controller 
for  the  state's  transmission  lines.  Each 
of  these  entities  has  a  board  comprised 
mostly  of  industry  players.  The  result 
has  been  inaction  or  frequent  changes  of 
policy  that  let  the  crisis  mount. 

The  entire  arrangement  has  exploded 
in  the  face  of  the  utilities.  During  the 
debate  over  California's  legislation,  the 
utilities  argued  successfully  that  they 
were  entitled  to  compensation  for  the 
billions  of  dollars'  worth  of  plants  that 
they  had  built  in  the  era  of  regulation. 
To  reimburse  them,  California  legisla- 
tors froze  the  price  of  electricity  for  the 
state's  consumers  even  as  they  assumed 
wholesale  prices  would  drop.  The  state's 
utilities  were  supposed  to  benefit  by 
keeping  the  difference  between  the  price 
of  power  in  the  open  market  and  what 
they  collected  from  consumers. 

That  worked  fine  until  the  prices  in 
the  wholesale  market  took  off.  But  as 
they  soared,  the  utilities  couldn't  raise 
what  they  charged  consumers.  Now 
pg&e  Corp.  and  Edison  claim  they  are 
on  the  hook  for  $9.5  billion  worth  of 
power  that  they  purchased  on  behalf  of 
consumers  but  for  which  they  have  not 
been  fully  compensated. 

Belatedly,  action  is  being  taken.  The 
Federal  Energy  Regulatory  Commission, 
which  regulates  the  transfer  of  electrici- 
ty across  state  lines,  ruled  on  Dec.  15th 
that  California's  utilities  and  power  gen- 
erators must  negotiate  multi-year  con- 
tracts for  95%  of  the  state's  power  needs. 
State  authorities  are  also  trying  to  speed 
construction  of  new  power  plants.  The 
rate  hikes  will  also  help. 

Clearly,  these  are  all  stop-gap 
measures  to  plug  the  holes  in 
what  has  escalated  into  a  run- 
away state  energy  crisis,  a  po- 
litical nightmare  for  Governor 
Davis,  and  a  looming  worry  for 
the  rest  of  the  country.  But  at 
this  stage,  just  plugging  the 
holes  seems  good  enough. 
By       Christopher 
Paimeri  in  Los  Ange- 
les, with  Laura  Cohn 
in    Washington,    D.C., 
and  Wendy  Zetlner  in  Dallas 


RETAIL 


MAULED  AT 
THE  MALL 

Retailers  are  looking  at  a  dismal  coming  year 


Too  little,  too  late — that's  how  Joel 
Martin,  manager  of  the  Tobacco 
Lane  shop  in  the  Parks  at  Arling- 
ton, a  Dallas  mall,  describes  Christ- 
mas 2000.  Martin,  whose  tobacco  and 
gift  store  sells  everything  from  cigars 
to  $300  stone  carvings,  says  this  Christ- 
mas was  unlike  any  holiday  season  he 
has  seen  in  six  years  managing  the  store. 
After  a  dismally  slow  start  to  December, 
Martin  finally  saw  sales  jump  in  the 
three  days  before  Christmas.  But  by 
then  there  wasn't  time  to  make  up  for 
the  weak  beginning.  Especially  disap- 
pointing were  sales  of  big-ticket  gift 
items  that  normally  do  very  well  at  $300 
to  $500  a  pop.  "Everybody's  griping," 
says  Martin.  "The  mall  did  not  seem  as 
full  as  it  had  been  in  past  years." 

Ho,  ho,  hum.  With 
consumers  becoming 
more  skittish  by  the  day, 
retailers  got  scant  relief 
from  Santa  this  year. 
Now,  with  the  holidays 
over,  many  big  retailers 
are  confronting  two 
harsh  facts:  at  the  very 
moment  econom- 
growth 
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slowing  way  down,  many 
chains  are  continuing  to  ex- 
pand their  stores  at  a  re- 
markable pace.  The  result 
is  a  glut  of  specialty-retail 
space,  up  19%  since  1998,    1 
even   as   belts   are   being 
tightened  across  the  coun- 
try. Retailing  is  now  one-   1 
third  of  the  U.  S.  economy,    * 
making  it  a  major  victim  of   * 
the    slowdown    in    personal    * 
spending.  Growth  in  consump-   ' 
tion  fell  to  just  2.5%  in  the  fourth 
quarter  of  this  year — way  off  from 
last  year's  5.9%  pace. 

Heading  into  the  bleak  months  of 
winter,  retailers  won't  find  much  on  tl 
horizon  to  lift  their  spirits.  At  Mac 
West,  a  division  of  Fe 
erated  Stores,  preside 
Robert  Mettler  is  hopi 
for  a  Federal  Reserve  i 
terest  rate  cut  to  stimi 
late  the  economy.  He 
focusing  on  getting  goc 
employees  and  establis 
ing  the  right  produ 
mix.  If  he  can  offer  ir 
proved  service  levels  ar 
frequent  updating  of  tl 
fashions  on  the  floor,  1 
thinks  he  has  a  bett< 
chance  of  weathering  tl  f 
downturn. 

Weaker  players  ha\ 
far  gloomier  prospect 
Bradlees  Inc.,  the  $1 
billion  low-end  depar  I 
ment  store  chain,  thre 
in  the  towel  and  filed  f 
Chapter  11  protects 
the  day  after  Christma 
its  second  trip  to  tl 
bankruptcy  courts 
five  years.  It  may  I 
worse  off  than  most,  In 
Goldman,  Sachs  &  0 
economist  Bill  Dudlt 
worries  thai  the  re« 
rise  in  new  jobll 
claims,    together   \\ii 
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jf    quickly     and     violently 
than  economic  winners." 
To  counter  the  holiday 
blahs,  promotions  seemed 
to  be  everywhere  both  be- 
fore and   after  Christmas 
Day.  KB  Toys,  which  usually 
doesn't  have  to  advertise 
discounts  in  the  frantic 
two  weeks  before  the 
holiday,  ran  an  8-page 
insert  in  newspapers 
around  the  country 
loaded  with  spe- 
cials. Home  De- 
pot Inc.,  which 
hasn't  had  such 
a     Christmas 
sale  since  1992, 
announced 
10%   off    on 
every        item 
in    the    store 
starting    Dec. 
21.  Stewart  L. 
Cohen,  a  retail- 
ing   consultant 
and  merchandise 
iquidator      with 
the  Ozer  Group  in 
Needham,      Mass., 
says  retailers  started 


"Retailers  all 


i 


believe  they  can 
grow  to  the  sky. 

iter   heating  bills   that   are    Bllt  . . .  HlOIiey  IS  IlOW 

ce  as  high  as  last  year,  will      i  •     •   i       l  l 

the  economy  with  a  great  big    divided  aiUOng  2i  ITlUCh 

id.  "We  can't  close  our  eyes    -,  ,  «      .  •• 

I  say  the  consumer  is  fine  and    larger  nUIUDer  01  StO^S 

slowdown  is  over,"  he  warns. 
!n  retrospect,  economists  say, 
as  of  trouble  on  the  retailing 
izon  have  been  clear  for  some  time, 
ergy  costs  have  been  rising  since  late 
&  Household  debt,  increasing  since 
4,  now  rivals  levels  not  seen  since 

peak  of  the  mid-1980s.  And  Con- 
ner confidence,  though  still  at  histor- 
lly  high  levels,  started  trailing  off 
rply  in  October. 

Moreover,  the  declining  stock  mar- 
— which  has  erased  more  than  $3 
lion  in  shareholder  wealth  since 
rch — has  taken  its  toll.  Mark  Zandi, 
rf  economist  at  Economy.com,  points 

that  declines  in  stock  market  wealth 
re  had  a  much  more  immediate  im- 
t  on  spending  than  growth  ever  did. 
le  worst  thing  that  could  have  hap- 
led  for  retailers  did,"  says  Zandi  of 

poor  market  performance  late  in 

year.  "Economic  losers  react  more 


slashing  prices  earlier  than  they  have 
in  five  years. 

So  did  those  discounts  help  propel 
sales?  Not  much.  Telecheck  Interna- 
tional Inc.,  a  check-approval  service  that 
monitors  spending  at  27,000  stores,  says 
retailers  open  more  than  one  year  saw 
holiday  sales  growth  of  just  3.1%  this 
year,  half  of  last  year's  pace.  Online 
sales — though  up  55%,  to  $5.8  billion, 
according  to  e-commerce  researcher 
BizRate.com — also  came  in  well  below 
early  expectations  (page  38). 

Many  large  retailers  have  only  them- 
selves to  blame.  An  overly  optimistic 
store  expansion  strategy,  for  instance,  is 
starting  to  exact  a  heavy  toll  on  appar- 
el chains.  Merchants  like  Gap,  Pacific 
Sun  wear,  T.J  Maxx,  Talbots,  and  Ann 
Taylor,  many  of  which  compete  for  the 


same  customer,  have  increased  their  to- 
tal square  footage  substantially  in  the 
last  decade.  At  Gap  alone,  retail  square 
footage  has  grown  from  4.6  million 
square  feet  in  1989  to  32  million  square 
feet  today;  over  the  last  year  it  in- 
creased 30%.  Lazard  Freres  &  Co.  ana- 
lyst Todd  Slater  says  the  store  uses  a 
"Zip-Code"  philosophy:  Any  Zip  Code 
without  a  Gap  store  should  get  one,  re- 
gardless of  how  that  might  affect  prof- 
itability, Slater  says.  "It  seems  to  me 
they're  willing  to  trade  off  margins  for 
market  share,"  he  adds. 
HEADY  EXPECTATIONS.  Gap  declined  to 
comment  on  its  strategy,  but  no  change 
is  in  sight.  The  chain,  which  has  an- 
nounced a  series  of  earnings  disappoint- 
ments this  year  and  discounted  heavily 
at  Christmas,  will  again  increase  store 
space  by  17%  to  20%  in  2001.  And  that's 
just  one  retailer.  Overall,  Slater  says, 
speciality  retail  square  footage  is  up  81% 
in  the  last  decade.  "Retailers  all  believe 
they  can  grow  to  the  sky,"  says  Slater. 
"But  with  more  or  less  the  same  amount 
of  dollars  being  spent  this  Christmas  as 
last,  the  money  is  now  divided  among  a 
much  larger  number  of  stores." 

All  those  discounts  may  not  have  been 
necessary  in  the  first  place  if  retailers 
had  reined  in  their  overhyped  expecta- 
tions earlier  in  the  year.  Merchants 
stocked  up,  assuming  this  season  would 
rival  last  year's  blockbuster  showing. 
That  lead  to  great  deals  for  shoppers 
like  Jennifer  A.  Napierkowski,  a  34-year- 
old  mother  of  two  in  Madison,  Wis. 
Napierkowski  figures  that  by  shopping 
the  sales,  she  got  a  lot  more  gifts  for 
the  same  $750  she  spent  last  Christmas. 
"tj  Maxx  had  30%  off  Christmas  items. 
At  Kohl's,  there  were  trucks  and  blocks 
for  25%  off,"  she  notes.  "I  bought  more 
gifts  for  the  same  amount  of  money." 

So  how  bad  is  the  damage  hinted  at 
by  all  those  sales?  That  may  not  be- 
come clear  until  late  January,  when  re- 
tailers start  to  post  their  profits  for  the 
fourth  quarter.  The  numbers  will  in- 
clude the  week  after  Christmas,  now 
one  of  the  biggest  weeks  of  the  season. 
Although  the  fear  of  yet  another  round 
of  retail  earnings  disappointments  has 
the  s&P  Retail  Index  off  18%  from  its 
high  earlier  this  year,  strong  sales  in 
the  final  week  before  Christmas  com- 
bined with  the  prospects  for  a  January 
interest  rate  cut  have  helped  retail 
shares  bounce  back  a  bit  since  Christ- 
mas. Will  that  be  sustainable?  Only  if 
sellers  can  figure  out  how  to  combat 
what  seems  to  be  shaping  up  as  a  long, 
lonely  winter.  It  could  be  months  be- 
fore retailers  truly  thaw  out  from  this 
holiday  chill. 

By  Nanette  Byrnes  in  New  Yuri;,  with 
Arm  Therese  Palmer  in  Chicago,  Geoff 
Smith  in  Boston,  and  bureau  reports 
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DANGER:  Is  Amazon 
paying  out  too  much  to 
drum  up  sales? 


E  COMMERCE 


AMAZON  AND  YAHOO: 
ALL  THAT  GLITTERS... 

Holiday  sales  seem  strong — until  you  take  a  closer  look 


Despite  once-lofty  sales  expectations, 
this  Christmas  brought  a  bad  case 
of  the  blahs  to  online  retailers.  In- 
ternet spending  between  Nov.  20  and 
Dec.  24  grew  to  $5.8  billion,  an  increase 
of  only  53%  over  last  year,  according 
to  BizRate.com.  For  most  e-tailers,  that 
wasn't  good  enough  to  end  questions 
about  their  financial  viability.  Goldman, 
Sachs  &  Co.  says  half  of  the  22  remain- 
ing public  e-tailers  are  likely  to  run  out 
of  cash  by  next  holiday  season.  "No  one 
has  proven  the  economics  of  e-tailing," 
says  Jeetil  J.  Patel,  senior  analyst  at 
Deutsche  Banc  Alex.  Brown. 
REAL-WORLD  COMPETITION.  So  amid  the 
carnage,  how  are  things  going  at  two  of 
the  Net's  remaining  bellwethers,  Yahoo! 
and  Amazon.com  Inc.?  Each  boasts  a 
very  different  model  for  online  retailing: 
Amazon  is  determined  to  solidify  its 
role  as  the  Net's  biggest  online-only 
purveyor  of  brand-name  products.  Portal 
Yahoo  instead  focuses  on  feeding  online 
shoppers  to  a  mall  of  100  big-name  re- 
tailers including  the  likes  of  Compaq 
Computer,  Gap,  and  eToys. 

For  Amazon,  a  big  part  of  the  chal- 
lenge this  season  was  simply  keeping 
up  the  growth  as  competition  from  real- 


world  rivals  sharpened.  At  that,  it  suc- 
ceeded. The  number  of  units  shipped 
rose  50%  over  last  holiday  season,  to 
31  million.  As  a  result,  most  analysts 
expect  Amazon  to  finally  hit  a  quarterly 
sales  mark  of  $1  billion — a  major  bench- 
mark that  management  has  long  cited  as 
key  to  achieving  profitability. 

Nevertheless,  the  strong  sales  have 
not  eliminated  questions  about  Amazon's 
underlying  strength.  For  starters,  a  big 
part  of  those  gains  don't  come  from  its 
own  product  lines.  Lehman  Brothers  Inc. 
bond  analyst  Ravi  Suria  says  PC  Data 
figures  show  that  up  to  one-third  of  Ama- 
zon's holiday  traffic  actually  came  from 
partner  Toys  'R'  Us.  Indeed,  an  analysis 
of  Nielsen/NetRatings  data  for  the  week 
of  Dec.  17  shows  that  if  Toys  'R'  Us 
were  cut  from  Amazon's  total  traffic, 
Amazon  would  have  been  virtually  flat 
compared  with  1999  despite  a  big  buildup 


OUCH! 


in  product  offerings  ar 
inventory. 

Amazon  claims  succe 
in  its  expansion  beyor 
CDs  and  books.  Three 
its  Top  10  sellers,  for  i 
stance,  are  George  For 
man  grills.  "We've  seen 
broad  acceptance  of 
verse  product  lines,"  sa; 
spokesman  Bill  Curr 
Still,  on  Dec.  28,  Amaze 
launched  a  clearance  W 
site.  That  could  be  a  sij 
of  poor  inventory  ma 
agement — or  that  cu 
tomers  aren't  buying  ne 
er  product  lines. 

More  importan 
doubts  remain  about  tl 
costs  Amazon  is  incurrii 
to  get  sales.  To  attract  customers,  Am 
zon  extended  its  offer  of  free  shippii 
for  anyone  spending  more  than  $1 
from  Nov.  22  to  Dec.  10.  Its  new  wir 
less-phone  store  is  also  giving  $50  ere 
its  for  any  purchase  above  $100.  And 
Chase  H&Q  study  found  that  the  price 
some  popular  electronics  gifts  on  t] 
site  had  been  cut  by  6%  during  N 
vember.  The  discounting  "is  definite 
taking  its  toll  on  earnings,"  says  Cha 
h&q's  Bonnie  K.  Tonneson,  who  es 
mates  the  company  will  still  lose 
per  share  this  quarter. 

And  what  of  Yahoo?  The  compa 
says  it  nearly  doubled  the  season's  sal 
it  fed  to  retailers  who  are  linked  to 
site.  Much  of  the  growth  came  frc 
overseas,  where  sales  rose  sixfold.  "M< 
chants  want  to  be  associated  with 
strong  online  brand  like  Yahoo,"  ss 
Rob  Solomon,  the  general  manager  i 
Yahoo  shopping. 

While  the  news  cheered  investo: 
Yahoo's  retailing  strength  may  not 
enough  to  really  fuel  sales  growth.  A  | 
alysts  estimate  its  Christmas  take 
between  $20  million  and  $40  million,  c   | 
of  projected  fourth-quarter  sales  of  $3 
million.  Good,  but  hardly  enough  to 
the  pall  over  the  e-tailing  sector. 

By  Dennis  K.  Berman  in  Neiv  )o 
with  Ben  Elgin  in  San  Mateo,  Calif, 


If  Toys  'R'  Us  traffic  were  excluded 
from  Amazon's  December  numbers,  traffic 
would  be  virtually  flat  compared  with  1999 
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COMMENTARY 

By  Dan  Carney 

WHO  WILL  WATCH  AOL'S  WATCHDOG? 


The  Federal  Trade  Commission 
may  have  approved  the  block- 
buster merger  of  new-  and  old- 
media  giants  America  Online  Inc. 
and  Time  Warner  Inc.  last  month, 
but  behind  the  scenes  the  commis- 
sioners clearly  had  their  doubts.  His- 
torically, they  have  often  O.  K.'d  such 
megadeals,  but  require  that  overlap- 
ping businesses  be  sold  off.  In  this 

no  divestiture 
made  sense,  so  their 
only  choice — short  of 
blocking  the  deal  out- 
right in  court — was  to 
impose  a  set  of  require- 
ments that  comes  un- 
comfortably close  to  di- 
rect regulation  of  the 
company.  "There's  an 
awful  lot  of  policing  in 
this  document,"  says 
Commissioner  Moselle  Thompson. 
"And  we  don't  normally  do  that." 
Indeed,  this  month  the  PTC  will 
take  the  rare  step  of  appointing  a 
"monitor  trustee"  to  oversee  the 
company  for  the  next  five  years.  The 
trustee's  mission:  to  ensure  that  AOL 
Time  Warner's  cable  network  and  in- 
teractive television  services  allow 
competition.  To  enforce  that,  the  new 
aol  czar  will  have  carte  blanche  to 
hire  as  many  "consultants,  accoun- 
tants, attorneys,  and  other  represen- 
tatives ...  as  are  reasonably  neces- 
sary"— all  on  aol  Time  Warner's  tab. 
TOO  MUCH  POWER?  The  unprecedent- 
ed arrangement  is  meant  to  ensure 
that  the  combined  company  doesn't 
get  too  dominant,  but  it  carries  with 
it  plenty  of  risk.  The  biggest:  that  an 
all-powerful  bureaucrat  will  stymie 
AOL  Time  Warner's  business. 

Much  of  the  policing  will  deal  with 
the  nitty-gritty  of  ensuring  "open  ac- 
cess" to  the  company's  cable  wires. 
Basically,  it's  meant  to  give  com- 
peting Internet  service 
providers  the  same  access 
that  aol  and  Time  Warn- 
er's cable  operation  Road 
Runner  has.  The  problem? 
There  are  currently  thou- 
sands of  isps,  many  of 
which  would  like  to  be 
part  of  aol  Time  Warner's 
high-speed  Internet  net- 
work. Each  time  the  com- 
pany wants  to  turn  one 
down,  the  monitor  trustee 


The  FTC 
trustee  will 
have  fingers 
in  every  pie 


will  have  to  determine  whether  it 
has  a  legitimate  right  to  do  so. 

Equally  tricky  decisions  will  be 
rendered  on  aol  Time  Warner's  in- 
teractive television  service,  which 
provides  Internet  access  through  a 
TV.  The  main  fear  is  that  the  compa- 
ny will  find  a  way  to  provide  connec- 
tions to  Time  Warner  sites  that  are  a 
little  bit  faster  and  more  seamless 
than  those  to  rival  sites. 
Garnering  more  eyeballs, 
alone,  is  likely  to  let  aol 
increase  advertising  rates. 
But  to  discern  and  combat 
such  shenanigans,  the 
monitor  trustee  will  need 
a  crash  technical  education 
to  determine  if  the  compa- 
ny is  doing  anything  to 
"discriminate"  against  ri- 
val programming. 
Meanwhile,  the  monitor  trustee 
will  have  fingers  in  every  aspect  of 
the  merged  company.  The  trustee 
will  be  able  to  pore  over  arcane  con- 
tract details  to  decide  whether  aol 
Time  Warner  truly  is  negotiating 
with  competitors  in  "good  faith" — or 
when  a  decision  not  to  grant  access 
is  justified  for  technical  reasons.  He'll 
even  have  to  get  involved  in  some 
pricing  decisions.  "It'll  be  like  the 
song  by  Sting,"  says  the  ftc's 
Thompson:  "'Every  breath 
you  take,  every  move  you 

make,  I'll  be  watch-      

ingyou.'" 

That's  an  awful 
lot  of  responsibili- 
ty— one  reason  the 
ftc's  trustbust- 
ing  colleagues 
at  the  Justice 


ViV 


DEPARTMENT 


Dept.  considered  creating  a  similar 
position  in  the  Microsoft  case,  but  re- 
jected it  as  unwieldy.  The  closest 
comparison  may  well  be  Harold  H. 
Greene,  the  federal  judge  who  all  but 
ran  the  telecommunications  industry 
for  11  years  following  the  breakup  of 
AT&T  Corp.  in  1984.  His  intervention- 
ist approach — which  was  criticized  at 
the  time  as  cumbersome  and  bureau- 
cratic— is  now  widely  viewed  as 
something  to  be  avoided. 

Still,  the  risks  aren't  all  one  way. 
Alternatively,  the  new  czar  could  end 
up  fairly  impotent.  Agencies  such  as 
the  Federal  Aviation  Administration 
and  the  Federal  Communications 
Commission  have  been  accused  of 
falling  captive  to  their  industries,  in 
part  because  they  spend  all  their 
time  listening  to  the  arguments  of  in- 
dustry executives. 

Most  worrisome  to  some  FTC 
watchers  is  that  the  appointment  will 
create  a  precedent  for  monitoring 
emerging  industries.  In  fact,  Chair- 
man Robert  Pitofsky  argues  that 
complicated  merger  deals  involving 
monitor  trustees  are  a  necessary  evil 
of  the  New  Economy.  The  reason: 
Thanks  to  proprietary  technologies, 
such  industries  are  more  prone  to 
monopoly  and  are  harder  to  evaluate 
than  traditional  industries.  That  view 
may  not  carry  much  weight  much 
longer,  however.  President-elect 

George  W  Bush  is  expected 
to  eventually  appoint  commis- 
sions less  likely  to  favor  such 
trustbusting  oversight.  The 
ftc's  latest  monitor  trustee 
could  well  be  its  last. 


Correspondent  Carney 
covers  antitrust 
issues  from 
Washington. 
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News:  Analysis  &  Commentary 


POLITICS 


BUSH  VS.  McCAIN,  ROUND  TWO 

The  two  are  heading  for  a  collision  on  campaign-finance  reform 


It's  no  secret  that  soon-to-be-Presi- 
dent  George  W.  Bush's  first-year 
agenda  will  focus  heavily  on  educa- 
tion, Social  Security,  tax  cuts,  and  mili- 
tary retooling.  But  folks  at  the  Bush 
Ranch  are  beginning  to  worry  about 
another  cowpoke's  agenda.  Bush's  old 
nemesis,  Arizona  GOP  Senator  John  Mc- 
Cain, is  drawing  up  a  wide-ranging  re- 
form plan,  which  includes  everything 
from  limits  on  campaign  contributions  to 
advancing  shareholders'  rights  to  at 
tacking  Pentagon  waste.  Bush, 
who  fancies  himself  a  "Re 
former  with  Results,"  is 
about  to  run  headlong  into 
McCain,  the  "Reformer 
with  a  Mission."  And  Mc- 
Cain, the  former  fighter  pi- 
lot and  perennial  maver- 
ick, isn't  waiting  for  Bush's 
Jan.  20  inauguration  to  re- 
launch his  reform  crusade. 

This  is  one  battle  the 
incoming  President  sure- 
ly doesn't  want  right  now. 
A  struggle  could  jeopar- 
dize his  plans  to  seek 
early  bipartisan  victories 
and  challenge  his  knack 
for  keeping  contentious 
issues  from  splitting  the 
Republican  Party.  In  the 
case  of  campaign-finance  re- 
form— McCain's  top  priori- 
ty— his  coalition  of  GOP  mod- 
erates and  independent-minded 
conservatives  is  arrayed  against  the 
Religious  Right  and  economic  conserva- 
tives. Reform  foes  argue  that  the  pro- 
posed ban  on  unlimited  "soft  money" 
donations  from  corporations,  unions,  and 
wealthy  individuals  to  the  parties  would 
violate  their  First  Amendment  rights 
and  put  conservatives  at  a  political  dis- 
advantage. An  early  McCain-Bush  clash 
"has  great  potential  to  spoil  a  lot  of 
other  stuff  Bush  hopes  to  accomplish," 
says  University  of  Texas  political  sci- 
entist Bruce  Buchanan. 

The  first  showdown  could  take  place 
in  late  January,  when  McCain  and  his 
co-sponsor,  Senator  Russell  D.  Feingold 
(D-Wis.),  hope  to  force  a  floor  vote  for 
their  long-delayed  campaign-finance  re- 
form measure.  While  the  House  has 
passed  a  sweeping  overhaul  of  cam- 
paign-finance laws,  Senate  gop  leaders 


for  three  years  have  stymied  McCain 
and  Feingold.  But  now  McCain  claims  to 
have  the  necessary  votes  to  enact  the 
legislation.  Says  Republican  consultant 
Scott  W  Reed:  "This  guy  is  like  a  dog 
with  a  bone;  he's  not  going  to  let  go  of 
it  until  he  gets  some  recognition." 
None  of  this  is  welcome  news  at 


•  A  ban  on  "soft-money"  contri- 
butions to  political  parties  from 
corporations,  unions,  and  the 
wealthy 

•  Full  disclosure  of  the  source  of 
independent  expenditures  for  TV 
ads  during  the  final  60  days  of 
national  campaigns 

•  To  give  union  members  a  say  in 
where  their  dues  are  spent  and 
stockholders  influence  over  where 
companies  direct  their  political 
contributions 


Bush  transition  headquarters.  Uuri 
the  post-inauguration  "honeymoon"  j 
riod,  the  Texan's  team  wants  to  conce 
trate  on  a  prescription-drug  benefit 
seniors  and  education  reform.  The  g- 
is  to  build  up  political  capital  with 
partisan  triumphs  before  taking  on  m 
controversial  issues.  Bush  allies  "do 
want  the  focus  to  be  on  campaign 
form  in  the  first  100  days,"  says  Ra: 
Tate,  a  former  Christian  Coalition  ex 
utive  director  and  now  a  vice-presid 
of  the  political  Web  site  Voter.com. 
BITTER  BACKLASH?  Privately,  the  B 
transition  team  is  discussing  possi 
strategies  to  neutralize  McCain.  If 
decides  to  take  on  his  erstwhile  foe, 
new   President   likely  would   push 
slightly  stronger  version  of  his  earl: 
proposal  to  ban  unions  and  co: 
rations  from  making  unlimi 
contributions,  while  alio 
wealthy  individuals  to  c 
tinue  underwriting  pa 
organizations.  Bush  ad 
ers  believe  their  appro 
would  satisfy  public 
mands  for  reform  with 
creating  a  backlash  fr 
conservative  groups,  w 
remain  bitterly  opposed 
McCain-Feingold. 

If  Bush  opts  for  e 
promise,  he  would  see' 
delay  in  McCain's  self-i 
posed  timetable  to  all| 
for  negotiation.  Vice- 
ident-elect    Richard 
Cheney  told  Capitol 
Republicans  on  Dec. 
that  he  thought  agreem 
was  possible  on  a  num 
of  long-simmering  issues, 
eluding  campaign  reform. 
But  consensus  will  be  hard 
reach.  One  idea  under  discussion — a  1 
it  on  soft-money  donations,  rather  t 
an  outright  ban,  coupled  with  a  si 
cant  hike  in  the  current  $1,000  cap 
individual  contributions — splits  refo 
ers.  And  Feingold  says  he  and  McC 
are  in  no  mood  to  deal:  "This  is  not 
time  for  weakening  a  bill  that  is  aire 
very  modest." 

Unless  the  new  President  can  fin 
way  to  mollify  all  the  factions  wit 
his  party,  he'll  be  forced  to  decide 
tween  the  McCain  reformers,  a  1 
swing  voting  bloc,  and  Christian 
servatives,  whom  he  may  need  to  ft 
off  any  future  McCain  challenge.  Hut 
ability  to  handle  these  pressures 
say  a  lot  about  the  4Hrd  President's 
litical  smarts — or  lack  thereof. 

By     Richard     S.      Dunham 
Washrn(/f<r)i 
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News:  Analysis  &  Commentary 


COMMENTARY 


By  Joseph  Weber 


GIVE  FAIR  DISCLOSURE'  TIME  TO  WORK 


With  some  stocks  recently  losing 
over  one-third  of  their  market 
value  in  the  wake  of  lowered 
earnings  reports,  there's  an  easy  tar- 
get for  fretful  analysts.  It's  Regulation 
FD,  the  "fair  disclosure"  rule  that  out- 
going Securities  &  Exchange  Chief 
Arthur  Levitt  Jr.  championed  for 
much  of  last  year.  "The  quality  of  in- 
formation is  poorer  and  it's  coming 
out  slower — and  that  is  going  to  make 
the  market  react  more,"  argues  Stu- 
art J.  Kaswell,  general  counsel  of  the 
Securities  Industry  Assn.,  the  broker- 
age industry's  trade  group. 

Indeed,  the  regulation, 
meant  to  encourage  broad- 
er openness  by  corporate 
managers,  is  being  at- 
tacked for  forcing  compa- 
nies to  muzzle  themselves. 
Critics  say  managements 
are  delaying  or  withhold- 
ing market-sensitive  infor- 
mation they  once  readily 
shared  with  Wall  Street 
and  big  stockholders.  More 
over,  they're  confusing  the 
markets  by  packaging  all 
the  good  and  bad  news  at 
once  in  conference  calls  or 
in  periodic  releases.  And 
they're  denying  analysts 
private  guidance  once 
freely  given  on  their  quar- 
terly earnings  estimates, 
leading  to  lots  of  missed 
earnings  targets.  The  result:  In- 
vestors, feeling  blindsided,  dump  dis- 
appointing stocks. 

But  the  critics  are  missing  the 
point.  Levitt's  rule  is  designed  to  kill 
the  longstanding  Wall  Street  practice 
of  analysts  and  influential  stockholders 
getting  an  inside  edge  ahead  of  other 
investors  and  being  able  to  recom- 
mend buys  or  sells  based  on  it.  Now, 
everyone  gets  the  same  information 
simultaneously. 

NO  HEAD  START.  Admittedly,  there 
are  short-term  consequences.  Since 
Reg  FD  was  enacted,  stocks  have  been 
apt  to  plunge  as  everyone  grapples 
with  troubling  news  at  the  same  time. 
Consider  the  recent  earnings  warn- 
ings by  SBC  Communications,  Mi- 
crosoft, and  Gateway.  Hefty  chunks  of 
their  market  values  vaporized  in  the 


wake  of  bad  news.  In  pre-FD  days, 
such  slides  may  have  been  more  grad- 
ual, as  those  in  the  know  quietly  sold 
before  the  news  got  out.  "In  the  old 
regime,  certain  investors  and  broker- 
age houses  would  be  able  to  get  out 
of  the  stock  at  better  prices,  and  the 
rest  of  the  investing  public  would  get 
robbed,"  argues  Russell  J.  Lundholm, 
an  accounting  professor  at  the  Uni- 
versity of  Michigan's  business  school. 

Contrary  to  what  critics  allege, 
though,  many  companies  are  actually 


chattier  than  ever.  Most  now  Webcast 
quarterly  conference  calls  previously 
open  only  to  analysts.  Kmart  Corp. 
even  lets  investors  call  in  weekly  for 
taped  sales  updates.  More  important, 
the  number  of  companies  issuing  pre- 
announcements  of  positive  or  negative 
news  in  anticipation  of  their  regular 
quarterly  results  is  up  some  80%  over 
1999's  closing  quarter,  according  to 
First  Call/Thomson  Financial.  "We  are 
talking  about  a  movement  toward  the 
totally  transparent  corporation," 
says  Mark  Coker,  president  of  Best- 
Calls.com,  which  posts  corporate  con- 
ference call  schedules  on  the  Net. 

To  be  sure,  real  transparency  is  a 
ways  off.  Critics  are  right  that  the  in- 
formation needs  to  be  richer.  Intermit- 
tent Webcasts,  warnings,  and  quarter- 


ly calls  aren't  enough.  More  communi- 
cations, more  often  must  become  the 
norm.  And  much  of  the  current 
"lumpiness"  of  news  releases — with 
data  coming  out  sporadically  instead 
of  in  a  daily  dribble  to  the  Street's 
grapevine — is  part  of  an  inevitable 
rough  period  as  companies  learn  to  be, 
more  forthcoming. 
COP  OUT.  For  their  part,  investors 
and  analysts  have  to  learn  to  put  the 
rush  of  data  into  perspective,  too. 
For  instance,  instead  of  focusing  on 


LISTEN  UP 


Investors  will 
eventually  learn 
not  to  panic  at  a 
little  bad  news. 
In  fact, 
candor  will 
empower  them 

quarterly-earnings  estimates 
as  their  main  performance 
guide,  investors  must  learn  to 
pay  attention  to  many  more  in- 
dicators of  a  company's  perfor- 
And  since  analysts  won't  be 
spoon-fed  guidance  on  earnings  in 
private  sessions  anymore,  they'll 
need  to  independently  collect  and 
analyze  data. 

Levitt's  rule  is  hardly  flawless. 
Some  managers  are  using  it  to  avoid 
unpleasant  discussions  with  reporters, 
who  are  explicitly  exempt  from  Reg 
fd's  prohibitions.  Companies  such  as 
Bank  One  Corp.,  for  instance,  are 
dodging  questions  about  nonperform- 
ing  loans  by  saying  they  would  have 
to  rush  out  press  releases  to  talk 
about  such  news.  But  more  companies 
are  learning  a  newfound  candor  that 
will  ultimately  serve  them  and  their 
investors  best.  Wall  Street  will  just 
have  to  catch  up. 

Chicago  Bureau  Chief  Weber  tracks 
disclosure  trends. 
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We'll  take  it  from  here. 


We're  talking  about  a  mailroom.  And  a  dedicated  copy  center. 
And  a  full-service  shipping  department,  too.  They're  all  yours- when  you 
rent  a  mailbox  at  Mail  Boxes  Etc.'  And  if  you  think  about  it,  the  best 
way  to  get  big  is  to  keep  overhead  small. 

Store  locations:  1-800-789-4MBE     Franchise  opportunities:  1-877  MBE  SALE   www.mbe.com 

MBE  Centers  are  owned  and  operated  by  licensed  franchisees  ol  Mail  Boxes  Etc  USA.  Inc  in  the  USA.  and  by  it; 

master  licensees  or  their  franchisees  outside  of  the  USA  Services  vary  by  location    t  2000  Mail  Bones  Etc  USA.  Inc  4102601000 


News:  Analysis  &  Commentary 


HEALTH  CARE 

THIS  HMO  NEEDS 
RESUSCITATING 

Low  premiums  from  Medicare 
have  PacifiCare  on  life  support 

Ovella  Goodson's  cancer  is  in  remis- 
sion. Her  husband,  Alfred,  has  had 
heart  problems.  So  the  retired  cou- 
ple was  relieved  to  hear  in  August  that 
Secure  Horizons  was  taking  over  their 
coverage  from  the  health-maintenance 
organization  that  had  dropped  them  and 
thousands  of  other  Texas  City  (Tex.) 
residents.  And  when  Secure  Horizons 
told  elderly  patients  they  could  keep 
going  to  their  existing  doctors,  the  cou- 
ple quickly  signed  on.  Three  weeks  lat- 
er, however,  the  Goodsons  allege  they 
found  out  that  they  had  been  reassigned 
to  a  doctor  100  miles  away,  in  Beau- 
mont. "They  just  plain  lied  to  us,"  says 
Alfred. 

The  Goodsons  and  six  other  senior 
citizens  filed  a  lawsuit  in  October:  The 
trial  is  scheduled  to  begin  on  Feb.  5. 

44    RIKINF"^   WFFK   /    IAMII4RV   H     9001 


THE  GOODSONS: 

"They.. .  Lied  to  us" 

Until  then,  Secure 
Horizons  has  agreed 
to  let  the  couple  and 
scores  of  other  old 
folks  keep  their  doc- 
tors. But  for  Secure 
Horizons'  parent 
company,  PacifiCare 
Health  Systems  Inc., 
the  trial  is  just  one 
symptom  of  its  ail- 
ing health.  Pacifi- 
Care, the  nation's 
largest  hmo  for 
Medicare  patients, 
has  been  placed  un- 
der the  administra- 
tive oversight  of 
the  Texas  Insurance 
Dept.,  which  repri- 
manded it  in  No- 
vember for  slow 
payments  and  "ac- 
cessibility and  conti- 
nuity of  care."  The 
company  has  also 
been  hit  with  a  pair 
of  shareholder  law- 
suits. A  new  chief 
executive,  Robert 
O'Leary,  quit  in  Oc- 
tober, after  only  three  months.  His  suc- 
cessor, Howard  Phanstiel,  acknowledges 
that  he  faces  "a  couple  of  very  tough 
years  before  we  can  get  the  company 
straightened  out."  When  asked  to  com- 
ment on  the  patient  lawsuits,  a  company 
spokesman  said:  "We  regret  what  hap- 
pened and  are  taking  steps  to  remedy 
the  situation  quickly." 

Why  the  pileup  of  problems  at  the 
hmo,  which  has  4  million  members  in 
nine  states?  PacifiCare  has  been  strug- 
gling for  much  of  the  past  year  with 
the  consequences  of  a  1990s  push  into 
the  Medicare  market.  The  move  quadru- 
pled the  number  of  older  members  on 
PacifiCare's  roster,  but 
in  the  process  it  also 
saddled  the  HMO  with 
1  million  members  on 
Medicare.  Medical  ex- 
penses for  those  pa- 
tients go  up  10%  to 
11%  annually,  but  fol- 
lowing a  1997  govern- 
ment effort  to  rein  in 
Medicare  costs,  premi- 
ums have  increased  an 
average  of  only  2%  an- 
nually in  the  past  two 
years.  Largely  as  a  re- 
sult, PacifiCare's  earn- 
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ings  have  been  in  a  tailspin,  falling  3d 
for  the  first  nine  months  of  2000. 1 1 
trades  at  $13.31  a  share,  off  80%  fr<| 
its  June  high. 

Fixing  PacifiCare  won't  be  easy.  Fl 
years,    the    Santa   Ana   (Calif.)    H 
signed  doctors  and  hospitals  to  co 
tracts  that  paid  fixed  fees  and  requir 
medical  providers  to  shoulder  any  ovl 
runs.  With  costs  skyrocketing,  hospitl 
and  other  providers  are  forcing  Pac| 
Care  to  share  those  risks.  And  negc 
ations  aren't  easy.  In  October,  Bayl 
Hospital  ended  its  contract,  refusing] 
accept  PacifiCare's  8%  rate  hike- 
cause    PacifiCare    wouldn't    assuil 
enough  risk  for  cost  increases  amo| 
its  180-doctor  group.  That  left  Pac 
Care  scrambling  to  find  hospitals 
which  its  doctors  could  refer  nea: 
300,000  Dallas-Fort  Worth  members] 
"A  BIT  NAIVE."  To  get  a  handle  on  cos 
on  Nov.  10  PacifiCare  froze  new  enr<j 
ment  of  senior  citizens  in  41  of  the 
counties  in  which  it  operates.  On  Dl 
18,  it  cut  550  jobs,  about  6%  of  its  woi 
force.  But  such  moves  have  their  oi 
problems.  Cutting  off  new  Medicare 
tients  means  those  who  remain  are  ol 
er  and  need  more  medical  attenticj 
says  Merrill  Lynch  &  Co.  analyst  Robj 
ta  W  Goodman.  And  as  more  provid/ 
insist  on  sharing  cost  risks,  PacifiCa 
will  have  to  add  staff  to  help  proj^ 
expenses. 

That  puts  a  lot  on  Phanstiel's  plal 
The  onetime  cfo  at  Wellpoint  Hea| 
Networks  Inc.  admits  that  PacifiCs 
made  certain  mistakes  in  Texas,  whj 
he  says  it  is  correcting,  and  that  Pac 
Care  "was  a  bit  naive"  in  not  changi| 
its  business  model  earlier.  Phanstiel 
visages  a  number  of  new  opportunity 
for  the  company,  such  as  helping  dr 
makers  test  their  products.  But  Pacl 
Care  also  needs  help  from  WashingtJ 
where  Congress  has  recently  passed! 
budget  allowing  for  a  2.5%  Medica| 
premium  hike. 

Texas  officials  have  warm  things 
say  about  Phanst| 
since  he  took  over, 
new  PacifiCare  CI 
hopes  they'll  help  hi 
lobby  for  increases  I 
Washington,  especia 
with  former  Tex 
Governor  George 
Bush  in  the  Whi 
House.  Given  the  si 
company  Phanstiel 
herited  in  Texas,  tl 
could  be  just  what  t 
doctor  ordered. 

By  Ronald  Gro\ 

in  Los  Aiujci 
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low's  same  day  custom-configured  solutions, 
hey  could  be  your  ticket  to  overnight  success. 


TECH  SUPPORT 
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At  CDW,  our  computer  experts  custom 
configure  thousands  of  systems  every  week, 
pulling  from  over  50,000  name  brand  products. 
PCs,  workstations,  servers  and  even  LANs  are  custom 
integrated.  We'll  even  pre-load  your  software,  so  systems 
are  ready  to  go  when  they  arrive,  saving  you  time  and  increasing 
your  staff's  productivity.  Plus,  your  own  dedicated  account  manager  is 
there  to  coordinate  it  all,  ensuring  you  get  what  you  need,  when  you  need  it. 
At  CDW,  we've  built  the  most  efficient  direct  business  model  in  the  industry.  One 
designed  to  save  you  money  and  be  responsive  to  your  needs.  Add  CDW.com,  our  award- 
winning  site,  and  you  have  the  most  comprehensive  computing  solutions  resource  at  your  fingertips. 
Bottom  line,  it's  what's  made  us  a  FORTUNE®  1000  Company  and  the  industry's  only  Direct  Solutions 
Provider™  So  give  us  a  call  today.  And  consider  it  done. 


Computing  Solutions  Built  for  Business1 

1-888-239-8283  www.cdw.com 


300  CDW  Computer  Centers.  Inc. 


CDW} 
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The  Samsung  Digital  Experience 

We  design  our  products  to  bring  joy  to  your  world.  That's  why  our  phone  includes  an  MP3  player.  And 
why  our  super-sharp  monitors  and  high-definition  televisions  glow  with  amazing  color  and  clarity.  It's  the 
way  our  YEPP  MP3  player  creates  the  perfect  soundtrack  to  your  life.  And  it's  how  our  fun  features  and 
practical  solutions  will  make  your  day.  Enjoy  your  Samsung  Digital  Experience.  We  made  it  just  for  you. 


Multi-function  monitor. 
The  first  true  TV/computer 
monitor  that  combines 
superior  high-resolution  image 
quality  with  the  contemporary 
beauty  of  sleek  design. 


The  YEPP  portable  MP3 
music  player  allows  you  lo 
download  music  and  enjoy  a 
"skip  free"  digital  experience 


Picture  perfect.  The  ultimate 
HDTV  experience  —  superior 
picture  definition  but  flatter 
and  more  compact  than  a 
standard  big-screen  TV. 


The  world's  lirsl  . 
phone  that  allows  you 

li .  di  iwnli  ii  ul  i  in- 1  |  ilt iv  Ml'.'t 
music  files. 


SAMSUNG 

everyone's 

www.samsung.com. 
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HARMACEUTICALS 

RILOSEC  TIME 
S  JUST  ABOUT  UP 


,  the  patent  expires,  AstraZeneca  is  rolling  out  Nexium 


t's  the  drug  industry's  answer  to  the 
Hollywood  sequel.  AstraZeneca  PLC's 
$6  billion  stomach  drug  Prilosec  is 

•  top-selling  prescription  medicine  in 

•  world.  With  a  key  U.S.  patent  ex- 
ing  next  April,  however,  rivals  could 
1  out  cheaper,  generic  versions  of 
losec  as  early  as  autumn.  So  As- 
Zeneca  is  hard  at  work  on  plans  to 
■miore  Prilosec:  The  Next  Genera- 
n.  In  early  2001,  the  drugmaker  is 
«cted  to  launch  Nexium,  a  new  med- 
tion  derived  from  Prilosec,  and  is 
nning  a  massive  marketing  blitz  as 
ly  as  January.  The  goal:  to  switch 
many   patients   as   possible    from 

losec  to  the  patent-protected  Nexium 
ore  the  generics  arrive. 
\straZeneca's  savvy  strategy  is  just 
:  example  of  the  drug  industry's 
uggle  to  protect  its  big  sellers.  Ac- 
ding  to  sg  Cowen  Securities  Corp., 
igs  with  total  sales  of  about  $30  bil- 
l  will  lose  their  U.  S.  patent  or  other 
ms  of  regulatory  protection  between 
1  and  2005.  That  could  lead  to  slow- 
revenue  and  earnings  growth  for 
ne  big  pharmaceutical  players — a 
spect  that  has  them  scrambling  for 
ys  to  thwart  the  cheaper  upstarts. 
3  key  strategy  is  launching  new  and 
)roved  versions  of  old  drugs. 
The  rollout  of  Nexium  will  be  closely 
tched  by  investors 
I  industry  executives 
;e.  All  want  to  know 
jther  such  tactics  will 
rk,  even  as  most 
tlth-maintenance  or- 
lizations  and  employ- 
look  for  ways  to 
rer  soaring  drug 
ts.  "It  will  be  a  battle 
marketing  vs.  man- 
>d  care,"  predicts 
rman  M.  Fidel, 
ilth-care  portfolio 
nager  at  Alliance 
)ital  Management  LP. 
That's  because  Nexi- 


DRUG  DILEMMA 

An  increasing  number  of 

pharmaceuticals  will  lose  exclusivity 

in  coming  years 


U.S.  SALES  OF  DRUGS  FACING 

EXPIRATION  OF  PATENTS  OR 

OTHER  PROTECTIONS 


n 
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um,  which  is  derived  from  the 
molecule  that  makes  up  the  old- 
er drug,  is  far  from  a  revolution- 
ary breakthrough.  Although  stud- 
ies show  that  Nexium  has  some 
benefits  over  Prilosec,  including 
quicker  relief  from  a  common 
stomach  acid  disorder,  some  ex- 
perts contend  that  edge  may  be 
slight.  "Initial  studies  show  Nex- 
ium has  some  advantages,  but  not 
major  advantages,"  says  Dr.  Anthony 
J.  DiMarino,  chief  of  the  gastroenterol- 
ogy division  at  Thomas  Jefferson  Uni- 
versity Hospital  in  Philadelphia. 
BIG  GUNS.  However  closely  related, 
Nexium  does  have  one  big  advantage:  It 
is  a  separately  patented  compound  that 
will  enjoy  patent  protection  through 
2015.  So  when  a  wave  of  generic 
Prilosec  products  hit  the  market  at  a 
fraction  of  its  price,  AstraZeneca  hopes 
to  hang  on  to  many  customers  by 
switching  them  to  Nexium.  The  drug- 
maker  is  expected  to  price  Nexium  a  bit 
below  Prilosec's  current  price  to  en- 
courage a  move  to  the  new  product. 

That's  a  key  reason  AstraZeneca  is 
expected  to  put  massive  firepower  be- 
hind the  rollout.  Some  analysts  figure 
the  company  could  spend  as  much  as 
$400  million  in  the  U.S.  next  year  to 
introduce  Nexium.  One  wild  card: 
AstraZeneca  has  filed 
lawsuits  arguing  that 
some  generic  products 
will  infringe  on  other, 
unexpired  Prilosec 
patents.  If  those  suits 
drag  on  and  keep 
generic  Prilosec  off  the 
market  beyond  next 
fall,  AstraZeneca  will 
have  more  time  to  shift 
Prilosec  users  over  to 
Nexium.  "When  you 
have  a  better  drug,  you 
just  have  to  go  for  it," 
argues  AstraZeneca 
ceo     Tom     McKillop. 
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"And 
we     have 
no  qualms 
about    going 
for  Nexium." 

But  McKillop's  plans  are  likely  to 
meet  increasing  resistance  in  the  man- 
aged-care community.  Jim  A.  Carlson, 
assistant  director  of  pharmacy  admin- 
istration at  hmo  Group  Health 
Cooperative,  warns  that  if  Nexium's 
primary  advantage  is  simply  slightly 
faster  relief,  it  may  not  to  cover  the 
drug. 

Group  Health  isn't  the  only  payer 
eyeing  products  like  Nexium  with  con- 
cern. A  number  of  health  plans  and  big 
employers,  including  General  Motors 
Corp.,  formed  a  coalition  in  mid-2000  to 
educate  patients  and  doctors  about  old- 
er, cheaper,  highly  effective  drugs.  But 
many  say  putting  outright  restrictions 
on  new  products  could  provoke  a  back- 
lash from  employees. 

James  C.  Cubbin,  gm's  executive  di- 
rector for  health  care,  will  be  watching 
Nexium  carefully.  Small  wonder.  The 
auto  maker  spends  $55  million  annually 
covering  Prilosec  prescriptions,  far  more 
than  any  other  drug.  A  cheap,  generic 
Prilosec  would  provide  real  relief.  If 
AstraZeneca  is  successful  in  switching 
most  of  its  patients  to  Nexium,  look  for 
Cubbin  and  others  footing  the  bill  to 
fight  back  harder. 

By  Amy  Barrett  in  Philadelphia  and 
Kerry  Capell  in  London 


J    Nexium's  big  advantage:  It  is  a  separately  patented 
I  ompound  that  will  enjoy  patent  protection  through  2015 
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It  seems  everyone's  been  talking  about  greener  cars  these  days.  But  we've  done  more  than  just  talk.  In  1997  wo  introduced  the  Toyo 
Hybrid  System.  Now  it's  the  power  inside  the  world's  first  mass-produced  gas/electric  vehicle,  the  Prius.  As  the  automotive  industry  lint 
up  behind  us,  we  have  already  started  developing  the  next  generation  of  environmental  vehicle  technology.  The  lights  are  green.  Let's  c 
www.toyota.com/ecologic  800-GO-TOYOTA 


Did  you  ever  have  the  feeling 
you  were  being  followed? 


>W  TOYOTA 


In  Business  This  Week 
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A  WITHDRAWAL  FROM 
REIMPORTED  DRUGS 

TRYING     TO     SHOW     SENIORS 

that  lawmakers  were  serious 
about  taming  prescription 
drug  costs,  Congress  passed  a 
bill  this  fall  that  would  allow 
drugs  to  be  reimported  from 
countries  such  as  Canada, 
where  prices  are  lower.  But 
now  the  Clinton  Administra- 
tion has  put  the  kibosh  on 
the  plan.  Because  of  "serious 
flaws  and  loopholes"  in  the 
bill,  the  U.S.  Health  Dept. 
can't  certify  that  the  plan  will 
result  in  safe  and  cheaper 
drugs.  Thus,  wrote  Health 
Secretary  Donna  Shalala  to 
President  Clinton  on  Dec.  26, 
it  can't  implement  the  mea- 
sure. The  problems  she  sin- 
gled out:  The  legislation  gives 
drug  companies  the  power  to 


CLOSING    BELL 


POSITIVE  CHARGE 

California's  electric  utilities 
may  be  in  trouble,  but  not 
Tulsa-based  Williams  Cos., 
which  also  provides  power  to 
the  Golden  State.  On  Dec.  26, 
Williams  shares  jumped 
14%,  to  $37.44,  after  the 
company  said  it  would  "sub- 
stantially exceed"  analysts' 
fourth-quarter  earnings  pro- 
jections. The  California  con- 
nection hasn't  always  been 
seen  as  positive  for 
Williams — concerns  about 
the  relationship  pushed  the 
company's  stock  down  about 
$2  the  week  before. 
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block  importation  of  cheaper 
drugs,  and  it  automatically 
ends  after  five  years. 

MILK  IS  ALSO 
THE  REAL  THING 

COCA-COLA   PLANS   TO   BEGIN 

testing  five  or  more  new  milk 
concoctions  designed  to  at- 
tract drinkers  age  12  and 
younger.  The  campaign, 
dubbed  "Project  Mother,"  is 
aimed  at  boosting  the  Atlanta 
beverage  maker's  flattening 
sales,  now  dominated  by  soft 
drinks.  For  Coke,  the  key  is 
winning  over  mothers — not 
their  children.  That's  why  the 
company  has  spent  the  past 
year  talking  with  nutrition- 
ists, pediatricians,  and  moms. 
It's  looking  for  the  right  com- 
bination of  taste  and  nutri- 
tional value  that  would  per- 
suade parents  to  substitute  a 
tasty  milk-based  drink  for  a 
soft  drink.  Don't  be  surprised 
if  you  soon  see  one  of  Coke's 
famed  polar  bears  on  TV  guz- 
zling a  milk  drink  rather  than 
a  cola. 


VISXREFOGUSES 
EXPECTATIONS 

SOME  PEOPLE  ARE  TIGHTEN- 
ing  their  belts  by  holding  on 
to  their  eyeglasses.  On  Dec. 
26,  Santa  Clara  (Calif.)-based 
visx,  the  largest  maker  of 
laser  vision-correction  sys- 
tems, said  it  would  miss 
fourth-quarter  earnings  esti- 
mates due  to  the  slowing 
economy.  It  also  added  $18 
million  in  reserves  to  protect 
against  possible  nonpayment 
by  customers.  Consumers  are 
apparently  deferring  elective 
laser  surgery,  which  costs  up 
to  $2,500  per  eye  and  isn't 
typically  covered  by  insur- 
ance. Analysts  also  fret  about 
growing  competition  and  the 
rise  of  potentially  superior 
corrective  procedures.  Wor- 
ried investors  drove  shares 
in  visx,  which  has  annual 
sales  of  $238  million,  down 
26%,  to  95/6. 


HEADLINER:  WILLIAM  LARSON 


l-WAY  FATALITY 


Running  security  software 
specialist  Network  Associ- 
ates has  proven  as  vexing 
as  fighting  hackers.  On 
Dec.  26,  the  same 
day  Network  As- 
sociates warned 
of  a  disastrous 
fourth  quarter, 
Chairman 
William  Larson 
said  he  was  step- 
ping down.  He  will 
also  give  up  his  ceo 
title  when  a  replacement  is 
found.  Gone  with  him  are 
President  Peter  Watkins 
and  Chief  Financial  Officer 
Prabhat  Goyal.  Board 
member  Edwin  Harper  will 
take  over  as  chairman. 

Larson  blamed  major 
problems  with  sales  distri- 
bution channels  for  the 
earnings  surprise.  As  a  re- 


sult, he  was  forced  to 
change  accounting  meth- 
ods. Revenues,  once  ex- 
pected to  hit  $250  mil- 
lion, will  be  about 
$65  million,  while 
net  losses  will 
total  $140  mil- 
lion. Even  by 
the  company's 
old  accounting, 
quarterly  rev- 
enues would  have 
barely  topped  $200 
million. 

Wall  Street  is  apoplec- 
tic. NA  shares  fell  $8,  or 
nearly  70%,  on  Dec.  27. 
Larson  said  he  started 
looking  for  a  replacement 
two  months  ago.  Looks 
like  the  fourth-quarter 
gave  him  the  final  shove. 
By  Jim  Kerstetter  it 

San  Mate*  ft  / 


ORGANIC  FOOD  IS 
NOW  EASIER  TO  SPOT 

THE  $6  BILLION  ORGANIC  FOOD 
industry  got  a  boost  on  Dec. 
20,  when  the  U.S.  Agricul- 
ture Dept.  issued  long-await- 
ed national  standards  for  or- 
ganic fruits,  vegetables,  meat, 
and  dairy  products.  Farmers 
who  can  prove  that  they 
don't  use  chemicals  on  their 
crops,  or  hormones  and  an- 
tibiotics to  speed  the  growth 
of  their  animals,  along  with 
other  requirements,  will  be 
permitted  to  label  their  prod- 
ucts as  "organic."  The  na- 
tional standards,  which  were 
mandated  in  the  1990  farm 
bill,  will  replace  a  hodgepodge 
of  state  and  local  rules. 


MICROSOFT  MAKES  A 
SOFTWARE  PURCHASE 

FOR  MOST  OF  ITS  25  YEARS, 
Microsoft  has  left  the  busi- 
ness of  selling  niche  software 
that  runs  on  high-powered 
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servers  to  others.  Unlike  t  e> 
markets  for  PC  operating  s; 
terns  and  software  that  J 
crosoft  dominates,  the  servi 
based  applications  business 
highly  fragmented.  But  w  :■.• 
PC  sales  growth  sputterii 
Microsoft  agreed  to  spe 
$1.1  billion  of  its  beaten-do#-  ..< 
stock  for  Great  Plains  So 
ware.  The  Fargo  (N.  D.)  co 
pany  makes  software  to  r  | 
accounting  and  payroll  s 
terns  for  small-  to  mediu 
size  businesses.  Analysts 
pect  Gates  &  Co.  to  troll 
other  companies  that  prov 
niche  business  software 


ETCETERA... 

■  The  World  Wrestling  FA 
eration  is  selling  its  Las  Vea 
casino  hotel  for  $11.2  milliol 

■  FedEx  is  raising  its  <| 
mestic  shipping  rates  by 
average  of  4.9%. 

■  The  Justice  Dept.  extendi 
its  review  of  the  1  fnited 
Airways  merger  until  A  prill 
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VHY  BUSINESS  MIGHT  TORPEDO 
IEW  FREE-TRADE  DEALS 


or  years,  the  U.S.  unsuccessfully  tried  to  woo  Singa- 
I  pore  into  a  free-trade  deal.  So  President  Clinton  was 

pleasantly  surprised  when  Singapore  Prime  Minister  Goh 
iOk  Tong  raised  the  issue  during  a  golfing  break  at  the 
ia-Pacific  Economic  Cooperation  summit  in  Brunei  in  No- 
mber.  The  two  leaders  startled  their  governments  by  an- 
mcing  that  talks  on  a  U.  S.-Singapore  free-trade  agreement 
•uld  begin  immediately — and  perhaps  con- 
de  before  Clinton  leaves  office  on  Jan.  20. 
,ys  later,  Chile  decided  it,  too,  wanted  to  ne- 
tiate  a  free-trade  deal,  ending  years  of  coy 
tation. 

Sounds  like  a  nice  coda  to  the  Clinton  free- 
.de  legacy  and  an  unexpected  New  Year's 
t  to  business.  Well,  maybe  not.  A  coalition  of 
dness  lobbyists  and  their  GOP  allies  are  gear- 
;  up  to  fight  the  pacts.  The  reason:  Clinton 
nts  Singapore  and  Chile  to  agree  not  to 
aken  their  labor  laws  or  environmental  stan- 
rds  to  win  new  trade  contracts.  Similar 
odel"  clauses  are  included  in  a  free-trade 
il  with  Jordan,  soon  to  be  sent  to  Congress. 
AWL  AHEAD.  While  such  provisos  only  pre- 
it  trading  partners  from  backsliding  on  ex- 
ing  labor  and  enviro  safeguards,  business 
>ups  argue  that  they  antagonize  other  coun-  ~ 
2S,  slowing  talks  and  hampering  commerce  once  an  agree- 
imt  is  finally  worked  out.  Labor  and  environmentalists 
inter  that  these  clauses  are  needed  to  stop  U.  S.  companies 
m  exploiting  cheap  labor  or  pushing  to  relax  pollution 
ltrols  in  other  countries.  Expect  a  fierce  fight  on  Capitol 
1  that  could  jeopardize  free-trade  deals  in  the  pipeline 
1  hamstring  President-elect  George  W  Bush's  attempts 
secure  new  trade-negotiating  authority  from  Congress. 
Business  groups  are  walking  a  fine  line  with  their  opposi- 
i,  however.  They  don't  want  to  torpedo  the  Singapore, 
•dan,  and  Chile  agreements  completely,  since  the  pacts 


SINGAPORE  SURPRISE 


could  increase  sales  and  pump  up  profits.  Nor  does  business 
want  to  get  on  the  wrong  side  of  the  Bush  Administration. 
That  might  happen  if  lobbyists  oppose  a  free-trade  deal  with 
Chile — and  dampen  enthusiasm  among  other  Latin  American 
nations  for  a  Free  Trade  Area  of  the  Americas  (ftaa),  an- 
other of  Bush's  top  trade  priorities. 

Still,  argues  U.  S.  Chamber  of  Commerce  President 
Thomas  Donohue,  pacts  on  the  environment 
and  labor  should  be  separate.  He  calls  the 
model  clauses  "a  sop  to  the  unions."  Union 
and  environmental  leaders  say  they  don't  go  far 
enough,  claiming  that  laws  safeguarding  work- 
er rights  in  Singapore  are  weak,  as  are  Chile's 
environmental  rules.  Says  Sierra  Club  trade 
analyst  Daniel  Seligman:  "Protections  in  coun- 
tries like  Chile  have  to  be  strengthened  before 
we  can  stand  up  and  cheer." 

However,  if  the  three  free-trade  deals  are 
weakened,  they  may  not  attract  enough  Demo- 
cratic votes  to  win  congressional  approval.  Call- 
ing business'  reaction  "unhelpful,"  Montana 
Senator  Max  Baucus,  soon  to  be  the  ranking 
Democrat  on  the  Senate  Finance  trade  sub- 
committee, insists  that  Republicans  "have  to 
find  a  way  to  accommodate  labor  and  environ- 
~  mental  concerns  in  trade  agreements."  Other- 
wise, he  warns,  Bush's  efforts  to  secure  "fast-track"  trade  ne- 
gotiating authority  will  founder,  as  did  Clinton's. 

Even  business  groups  agree  that  no  President  will  be 
able  to  put  together  multinational  trade  agreements  without 
some  variation  of  fast  track.  Most  countries  are  reluctant  to 
do  deals  that  Congress  can  amend.  Consequently,  fast-track 
authority  is  one  of  Corporate  America's  top  legislative  prior- 
ities. And  with  environmental  protections  and  worker  rights 
an  unavoidable  part  of  the  debate,  President  Bush  will  need 
to  forge  a  compromise — or  find  his  hands  tied  on  trade. 

By  Paul  Magnusson 
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CAPITAL  WRAPUP 


MOKING  OUT  THOMPSON 


Anti-tobacco  activists  are  mobilizing 
)  prevent  Tommy  Thompson  from  be- 
)ming  Health  &  Human  Services  Sec- 
tary, a  post  for  which  the  Wisconsin 
Dvernor  is  the  front-runner.  "Thomp- 
)n  has  a  track  record  of  pro-tobacco 
:tivities  and  has  had  a  very  close  re- 
tionship  with  Philip  Morris,"  explains 
filliam  T.  Godshall,  director  of  Smoke- 
ree  Pennsylvania.  In  addition  to 
anding  out  campaign  contributions, 
le  tobacco  giant  paid  for  trips  to 
iaces  like  Africa. 


SACAGAWEA  STUMBLES 

►  The  U.  S.  Mint's  dollar  coin,  featur- 
ing Lewis  and  Clark's  guide,  Saca- 
gawea,  was  supposed  to  avoid  the  fate 
of  the  1979  Susan  B.  Anthony  dollar. 
But  a  study  by  the  Federal  Reserve 
Bank  of  St.  Louis  shows  that  the  gold- 
en dollar  is  being  used  less,  relative  to 
the  total  currency  in  circulation,  than 
the  Anthony  coin  was  a  year  after  its 
issue.  Blame  the  dollar  bill:  Americans 
won't  use  coins  if  bills  are  available, 
says  St.  Louis  Fed  economist  Daniel 
L.  Thornton. 


NO  PARDON  FOR  MILKEN? 

►  The  possibility  that  Clinton  may  par- 
don convicted  junk-bond  king  Michael 
R.  Milken  is  raising  hackles.  Food-store 
tycoon  and  Clinton  donor  Ron  Burkle 
pushes  the  idea.  But  sources  say  one 
White  House  lawyer  opposes  it,  as  do 
U.  S.  Attorney  Mary  Jo  White  of  New 
York  and  Securities  &  Exchange  Com- 
mission officials.  As  late  as  1998,  Milken 
paid  $47  million  to  settle  an  sec  com- 
plaint that  he  repeatedly  violated  an 
order  barring  him  from  the  securities 
industry.  No  one  would  comment. 
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BACK  FROM 
THE  DEPTHS 

Now  the  euro  question  on  everyone's  lips  is:  'How  high?' 


KK 


The  chilly  December  markets  were 
merciful  to  at  least  one  person — 
Wim  Duisenberg.  As  late  as 
October,  the  European  Central 
Bank  chiefs  days  seemed  numbered  as 
the  euro  fell  against  the  U.  S.  dollar. 
Then,  in  late  November,  the  currency 
began  climbing.  On  Christmas  Day, 
it  hit  930  in  thin  Tokyo  trading.  The 
level  stuck.  As  of  Dec.  28,  it  was  hold- 
ing around  93.100.  That's  13%  above 
its  low  of  82.250  reached  on  Oct.  26. 
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Merry  Christmas,  Mr.  Duisenberg! 
As  forex  traders  drift  back  to  their 
stations  from  their  holiday  revels, 
the  talk  is  of  what  happens  next. 
While  the  speculation  all  autumn  cen- 
tered on  how  low  the  euro  would  go, 
now  the  punters  are  trying  to  guess 
whether  the  currency  really  is  a  come- 
back kid.  So  far,  the  euro  looks  good. 
"There  will  be  ups  and  downs,"  says 
Ashraf  Laidi,  chief  currency  analyst  at 
MG  Financial  Group,  an  online  foreign 


exchange  trading  service  in  New  Yor 
"But  the  euro  is  now  on  track  for 
long-term  upswing." 

That  doesn't  mean  a  roaring  return 
the  price  the  euro  commanded  at  i 
launch  two  years  ago:  It  will  be  a  lor  •- 
time  before  traders  bid  $1.17  for  eurc 
After  all,  the  euro  is  still  the  current 
for  a  region  that  has  a  lot  of  econom  fc> 
problems  and  adjusts  far  less  easily 
the  vagaries  of  the  business  cycle  th» 
the  U.S.  But  a  series  of  shorl     U 


A  slowing  U.S.  economy  and  a  pullback  in  oil  prices 
took  some  of  the  downward  pressure  off  the  euro 


dium-term  factors  are  converging  to 
e  the  euro  the  boost  it  needs,  not 
t  against  the  greenback  but  sterling 

I  yen  as  well. 

Hie  heavy  pressure  on  the  euro  let 
on  several  fronts  simultaneously, 
•st,  the  go-go  U.S.  economy  slowed, 
king  U.S.  securities  less  attractive 
Europeans.  Data  suggest  the  tide 
ned  in  late  summer.  Net  European 
•chases  of  U.S.  equities  were  only 
billion  in  September,  according  to 
most  recent  U.S.  Treasury  data, 

II  below  the  $10  billion  to  $12  billion 
ige  seen  in  the  first  three  months  of 
0.  With  European  interest  rates  hold- 

and  U.  S.  rates  expected  to  fall,  Eu- 
•ean  bonds  look  sweeter.  Net  foreign 
•chases  of  euro-zone  bonds  topped 

billion  in  September,  while  last  Feb- 
ry,  sales  exceeded  purchases  by  near- 
$3  billion.  On  the  corporate  front, 
ropean  companies  have  slowed  their 
uisition  binge,  so  they  don't  have  to 
ip  billions  of  euros  into  dollars.  Fi- 
ly,  high  oil  prices — which  cut  half  a 
nt  off  European  growth  this  sum- 
r — are  falling.  Deutsche  Bank  figures 
t  each  $l-a-barrel  drop  saves  Eu- 
e  $4  billion. 

Ul  this  has  prompted  traders  to  put 
ir  chips  on  the  euro  for  now.  The 
o  zone  grew  by  an  annualized  3.4% 
ween  July  and  September,  as  U.S. 
wth  slowed  to  2.2%.  That's  the  first 
e  the  euro  zone  grew  faster  than 

U.S.  since  1991.  One  of  the  euro's 
ner  days  was  Dec.  22,  the  day  after 

U.  S.  cut  third-quarter  growth  esti- 
;es  from  2.4%. 

.  IN  FAVOR?  Also,  the  gloomy  eco- 
iic  news  out  of  Japan  makes  buying 

euro  and  selling  the  strong  yen  an 
•active  strategy  that  also  boosts  the 
d  against  the  dollar.  This  play — which 
ikens  the  yen,  and  thus  may  help 
an  export  its  way  out  of  its  woes — 
/  even  have  quiet  support  in  Wash- 
;on.  "The  market  sense  is  that  the 
•opeans  want  the  euro  to  rise,  the 
anese  want  the  yen  to  weaken,  and 

[incoming]  Bush  Administration  isn't 
•osed,"  says  Paul  Podolsky,  chief 
rency  strategist  for  Fleet  Global 
"kets. 

)on't  get  the  idea,  though,  that 
!X  traders  think  Europe  is  the  next 
ider  economy.  "Europeans  have 
n  celebrating  vindication  that  the 
o  is  a  great  currency,  but  I  think 


that  this  is  a  bet  on  the  market's  part 
about  the  intentions  of  Frankfurt, 
Tokyo,  and  Washington,"  says  Podol- 
sky. A  hard  landing  in  the  U.S.  could 
hurt  Europe  as  well,  he  says.  Though 
exports  to  the  U.S.  account  for  3%  of 
euro-zone  gdp,  European  companies 
have  invested  hundreds  of  billions  in 
the  U.  S.:  German  companies  alone  have 
800,000  employees  there. 

That  roundly  exposes  Europe  Inc.  to 
a  weakening  U.S.  economy.  According 
to  Morgan  Stanley  Dean  Witter  &  Co., 
income  from  U.  S.  units  of  European 
companies  dropped  20%  in  the  third 
quarter  from  the  second.  That  could 
hurt  the  companies'  ability  to  invest  in 
Europe  itself,  slowing  hnhh 
European  growth  and  I  THE  EURO  IS  ON 
dragging  down  the  euro.   |  A  TEAR 

The  euro-zone  economy 
has  already  had  some 
rough  sailing.  Growth 
peaked  six  months  ago  at 
a  year-on-year  rate  of 
3.7%.  Industrial  produc- 
tion in  the  11-nation  bloc 
fell  0.1%  in  October. 

Traders  are  betting, 
though,  that  these  prob- 
lems will  take  a  while  to 
catch  up  with  the  euro. 
Other  favorable  factors 
may  come  into  play.  The 
price  of  North  Sea  Brent 
crude  oil,  the  European 
benchmark  grade,  is  now 
under  $23,  down  from  $36 
at  its  Oct.  12  peak.  That 
should  boost  growth  in 
the  second  half  of  2001,  § 
according  to  Deutsche  | 
Bank  economists.  There's 
also  the  stimulus  from  a 
total  of  $50  billion  in  tax 
cuts  passed  in  nine  euro- 
zone  countries  for  2001 — 
the  equivalent  of  0.6%  to 
0.8%  of  GDP. 

Euro-zone     corporate 
execs  are  also  doing  their 
bit.  They  plan  to  increase 
spending  on  facilities  and 
equipment  by  7%  in  2001, 
just  marginally  less  than 
the  8%  in  2000.  "Europe 
is  at  the  beginning  of  an  ■ 
economic  recovery,"  says   I 
Deutsche  Bundesbank  1 
chief  Ernst  Welteke,  I 
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"whereas  America  is  at  the  end  of  its 
cycle." 

European  portfolio  investors  could 
also  give  the  euro  a  boost  by  repatriat- 
ing some  of  the  $70  billion  they  poured 
into  U.  S.  equities  in  the  first  nine 
months  of  2000.  On  the  bond  side,  euro- 
zone  governments  intend  to  issue  up  to 
$120  billion  in  extra  paper  in  2001. 
Faced  with  a  2.9%  inflation  rate,  central 
bank  watchers  say  the  ecb  may  raise  its 
benchmark  rate  from  the  current  4.75% 
level  to  5.25%  over  the  next  six  months. 
That  would  raise  the  yields  on  euro-de- 
nominated debt,  appealing  to  U.  S.  and 
European  investors  looking  for  a  con- 
servative haven  in  the  wake  of  the  Nas- 
daq's plunge. 

Welteke  claims  the 
euro  was  undervalued  by 
as  much  as  30%  at  its 
nadir  and  says  the  cur- 
rency should  strengthen. 
He  feels  obliged  to  say 
that,  of  course.  But  for 
the  first  time  in  two 
years,  others  are  putting 
money  on  it.  Currency  fu- 
tures prices  suggest  the 
euro  will  reach  parity 
with  the  dollar  by  mid- 
2001.  Sweden's  National 
Debt  Office  plans  to  pre- 
pay euro-denominated 
debt  before  the  euro  gets 
much  stronger. 

Currency  trading  is 
traditionally  thin  during 
the  end-of-year  holidays. 
So  it's  dangerous  to  over- 
play what  has  happened 
over  the  past  few  weeks. 
The  euro  also  faces  a 
tough  test  after  initial 
figures  for  fourth-quarter 
U.  S.  economic  growth 
come  out  on  Jan.  31.  If — 
as  many  economists  ex- 
pect— they're  better  than 
the  third-quarter  figures, 
the  euro  may  be  in  for 
another  round  of  selling. 
But  the  bet  is  that  the 
fundamental  euro  story 
will  remain  the  same  for 
the  next  few  months.  It 
may  be  a  balmy  winter 
for  Mr.  Duisenberg. 

By  David  Fairlamb 
in  Frankfurt 
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INTERNET 


TERRA  LYCOS: 
MANOAMANO  WITH  YAHOO? 

Spain's  Web  powerhouse  is  looking  to  buy  more  portals 


Don't  lose  the  momentum.  That's  the 
strategy  driving  Joaquim  Agut, 
chairman  of  Spain's  Terra  Lycos, 
one  of  the  world's  biggest  Internet  ser- 
vice providers  and  a  major  operator  of 
portals  to  boot.  Barely  three  months  af- 
ter the  $6.5  billion  merger  of  Spain's 
Terra  Networks  and  Lycos  Inc.  of  the 
U.  S.,  Agut  is  hunting  for  fresh  game — 
and  he  has  $3  billion  to  spend.  "We're 
going  to  cash  in  on  firms  running  out  of 
gas,"  he  says. 

Thus  Terra  Lycos'  affiliate,  Lycos  Eu- 
rope, has  already  bagged  two  portals: 
France's  Multimania  and  Sweden's 
Spray  Networks.  Agut's  goal?  To  trans- 
form Terra  Lycos  into  the  No.  1  or  No. 
2  Net  destination  in  each  of  the  40-odd 
countries  the  company  operates  in. 

That's  quite  a  stretch:  Terra  Lycos 
currently  ranks  fourth  worldwide  in 
page  views,  behind  Yahoo!,  AOL,  and 
Microsoft's  MSN.  Moreover,  the  dot-com 
meltdown  has  driven  investors  to  focus 


WIRELESS  FUTURE: 

Links  with  Telefonica 
will  give  Agut  an  edge 


on  profits — and  Terra  Networks  posted 
a  $260  million  loss  on  revenues  of  $130 
million  for  the  first  nine  months  of 
2000.  Meanwhile,  because  of  the  merg- 
er of  two  different  Net  businesses,  Ter- 
ra Lycos  now  presents  a  confusing  mix 
to  investors  in  the  stock,  which  has 
lost  ground  along  with  Europe's  other 
New  Economy  equities.  "Terra  Lycos  is 
schizophrenic,"  says  Pepe  Cervera,  di- 
rector at  Madrid-based  online  consul- 
tant Baquia.com.  "Agut's  only  hope  is 
to  buy  content  to  complete  the  transi- 
tion from  ISP  to  por- 
tal." It's  portals  that 
attract  the  traffic  e- 
commerce  outfits  and 
advertisers  want. 

Fortunately  Lycos  is 
one  of  the  few  portals 
that  has  managed  to 
turn  a  profit:  Income 
totaled  $23  million  in 
the  year  ended  in 
June,  2000.  Yet  Lycos 
boss  Bob  Davis,  now 
ceo  in  the  merged 
company,    is    in    the 


TERRA  LYCOS  HEADS 
BACK  TO  EARTH 
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process  of  unloading  3.5  million  sh 
Other  Lycos  execs  have  dumped  sh 
too.  "Insider  selling  is  a  clear  in< 
tion  management  questions  the  fu 
mentals  of  the  company,"  says  Jo 
Rohan,  an  analyst  at  Wit  SoundVie 
New  York-based  investment  bank, 
Agut  dismisses  such  concerns: "] 
is  keen  to  participate"  in  the  new 
pany,  he  says.  Agut  figures  that 
billions  in  the  till  from  a  recent  ri 
offering,  he  and  Davis  have  a  sta 
power  few  Net  companies  can  mat 
Terra  Lycos  also  ranks  as  Eur< 
biggest  online  distributor  of  music,  bl 
and  other  entertainment — thanks  to 
man    multimedia    giant    Bertelsm  > 
which  owns  20%  of  Lycos  Europe, 
telsmann  will  spend  $1  billion  sellin  s* 
products  on  Terra's  portals  over  the 
five  years.  Agut  believes  that  grow 
ad  revenues  will  lead  to  a  70%  boo 
earnings  in  2001,  allowing  the  comj 
to  break  even  by  j 
end.  That  may  be     k 
mistic  given  the  si 
in  Net  advertising, 
Agut  needs  to  h 
if  he  is  to  turn  moi 
that  cash  into  acq  in 
tions.  Rivals  in  Eu    an? 
have  already  grat 
many  of  the  larger 
Agut  may  have  his 
on  smaller  fry:  Iti 
portals   Kataweb 
Ciaoweb,  special  ir 
est  sites  such  as 
lage  and  cnet  in 
U.S.,  and  StarMedia  Network,  a  L 
American  portal. 

GLOBAL  AMBITION.  Picking  up  strugjj 
Net  companies  may  not  sound  like  a 
way  to  profits.  But  Agut  needs  to 
up  content  and  audience  to  achieve 
ambitions.  Terra  Lycos  is  strong  in  I   li 
America,  where  its  parent  Telefonica 
trols  telcos,  and  has  a  foothold  in  Asi 
a  partner  of  Sumitomo  bank.  In  Eui 
it  leads  in  Spain  and  Scandinavia 
lags  behind  France's  Wanadoo  and 
many's  T-Online. 

Terra  Lycos  may  have  an  edge  ( 

other  portals,  however.  If  the  wire 

I  Internet  takes  off,  Telefonica  could 

its  millions  of  cell-phone  user: 

Spain,  Germany,  and  Italy  to  a 

ra  Lycos  portal.  "Yahoo  doe 

^   have  that  luxury,"  Agut  s 

I    True.  But  Agut  doesn't  have 

I  ]  luxury  of  slowing  down  eit 

The  game  gets  more  bruta 

the  minute. 

By     Andy     Robmsoii 
Madrid,  with  Norm  AlsU 

I  lost  mi 


,,wmm\hw,«umw.%^ 


|\PAN 


IIGGING  UP 
ROUBLE 

ipan  will  spend  a  fortune 
eaning  up  tainted  soil 
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esidents  of  Tokyo's  Ogikubo  sub- 
urb were  overjoyed  earlier  this 
year  to  learn  that  a  mothballed 
rospace  factory  in  their  midst  was  to 
replaced  by  a  condo  development 
d  park.  But  then  the  bad  news  broke: 
rns  out  the  former  Nissan  Motor 
>rp.  facility  sits  atop  a  brew  of  po- 
ltially  carcinogenic  chemicals. 
Nissan  knew  as  far  back  as  1994  that 
cades  worth  of  the  degreasing  agent 
chloroethylene  had  leaked  into  the 
1.  In  fact,  the  company  knew  that 

i  'els  of  the  chemical  were  up  to  16,000 

i!  ies  what  is  officially  considered  safe. 

if  t  Nissan  didn't  go  public  until  Sep- 
nber,  more  than  a  year  after  inform- 
f  city  authorities  that  pressured  it  to 
ne  clean.  Nissan  defends  its  actions, 
ring  the  contamination  did  not  pol- 
e  surrounding  land  or  local  water 
jplios.  Besides,  says  Masayuki  Hori,  a 
npany  environmental  official,  "we  did 
;  want  to  upset  the  neighbors." 
That  is  no  consolation  to  Hiroshi  Ki- 
nura,  a  42-year-old  white-collar  work- 
who  lives  nearby  with  his  wife  and 
•ee  sons.  He  claims  his  family  has 
"fered  rashes  and  breathing  problems 
ce  excavation  of  the  site  began, 
eks  before  Nissan's  public  disclosure. 
5  doctor  can't  substantiate  a  direct 
<l,  but  Kitamura  is  taking  no  chances, 
keeps  all  the  windows  shut  and  pu- 
es  the  air  with  filtration  devices  in 
•h  room.  "Is  this  any  way  for  a  world- 
ss  company  to  act?"  he  asks, 
i  BILL.  A  growing  number  of  Japanese 

t| '  it  isn't.  In  December,  a  government- 
jointed  panel  began  looking  into  leg- 
ition  that  is  expected  to  make  soil 
lution  a  punishable  offense  and  to 
ce  Corporate  Japan  to  clean  up  its 
.  The  bill  will  probably  be  based 
sely  on  the  U.S.  Superfund  Act  of 
SO  that  mandated  cleanup  of  toxic 
ste  dumps  with  public  and  industry 
ds.  Activists  and  legal  experts  are 
ing  for  tough  wording  and  stiff  fines 
noncompliance.  Yet  manufacturers 
c  about  getting  hit  with  lawsuits  and 
h  costs.  The  total  bill  to  scrub  Japan's 
ck  spots:  an  estimated  $122  billion. 
While  Japan  restricts  emissions  of 
ic  chemicals  into  open  air  and  water, 
contamination  has  remained  hidden 
m  public  view.  It  wasn't  until  the 
ly  1990s  that  the  government  even 


bothered  to  draft  guidelines 

determining  unsafe  levels  of  DIRTY  BUSINESS 

land  contamination.  As  in  oth-   Soil  at  this  Nissan 

er  countries,  the  use  of  some     .,  ,      , 

particularly  toxic  substances   Slte  may  narDor 

was    phased    out    at    many   carcinogens 

Japanese  plants  by  the  late 

1980s.  But,  as  elsewhere,  the  chemicals 

had  already  seeped  into  the  ground. 

With  little  fear  of  liability,  landowners 

have  had  no  impetus  to  dig  up  trouble. 

What's  more,  until  recently,  property 

buyers  typically  did  not  ask  about  the 

environmental  state  of  their  purchase — 

for  fear  of  insulting  the  seller. 

That  has  started  to  change,  now  that 

BUCK  SPOTS 

SEPTEMBER,  2000  Nissan  Motor 
discloses  soil  contamination  at  a  former 
factory  in  suburban  Tokyo,  after  sitting  on 
the  information  for  more  than  a  year. 

AUGUST,  2000  Mitsubishi  Materials 
detects  potentially  carcinogenic 
chemicals  near  twin  plants  outside  Tokyo. 
Local  officials  warn  nearby  residents  not 
to  drink  well  water. 

FEBRUARY,  2000  Nomura  Real  Estate 
begins  tearing  down  a  nearly  complete 
condominium  complex  near  Osaka  after 
finding  hazardous  substances  in  the 
ground  and  water. 

JANUARY,  1999  Unsafe  levels  of  poten- 
tially harmful  chemicals  are  detected  at 
four  facilities  in  western  Japan. 

DATA:  BUSINESS  WEEK 


Japan's  lingering  economic 
downturn  has  forced  indebt- 
ed companies  to  sell  off  com- 
mercial properties.  Some  of 
the  buyers  have  been  for- 
eign investors,  including  in- 
vestment banks  such  as 
Goldman,  Sachs  &  Co.  and  funds  such 
as  California's  Colony  Capital.  They 
have  started  to  ask  hard-nosed  ques- 
tions about  environmental  risk.  "We 
treat  industrial  land  in  Japan  the  same 
way  we  would  in  the  U.  S.,"  says  Daniel 
Klebes,  managing  director  in  the  Tokyo 
office  of  Goldman  Sachs. 
TOUGH  LESSON.  In  the  meantime,  Cor- 
porate Japan  is  coming  to  grips  with 
the  reality  that  cleanups  are  part  of  the 
cost  of  doing  business.  Consider  Nomu- 
ra Real  Estate  Development  Corp.  In 
February,  it  was  forced  to  dismantle  a 
nearly  completed  condo  project  near 
Osaka — after  its  engineers  belatedly  dis- 
covered they  were  building  on  an  un- 
registered hazardous  waste  repository. 
The  company  has  filed  suit  against  the 
former  landowner  to  recover  part  of  its 
undisclosed  losses  on  the  failed  project. 
Back  in  Ogikubo,  Nissan's  cleanup  is 
under  way.  Each  day,  trucks  cart  tons  of 
contaminated  soil  to  an  on-site  facility 
where  the  toxic  agents  are  neutralized. 
The  company  figures  the  operation  will 
take  six  months  and  cost  upwards  of 
$20  million.  So  far,  Nissan  has  avoided 
legal  entanglements.  But  the  lesson  for 
other  companies  is  clear:  Clean  up 
now — or  pay  a  higher  price  in  lawsuits 
and  business  losses  Utter, 

By  Chester  Dawson  in  Tokyo 


BUSINESS  WEEK  /  JANUARY  8.  2001  55 


As  the  world's  third  largest  IT  services  company  and  a 

leading  Wand  telecommunications  supplier,  Fujitsu 

has  188,000  employees  and  more  than  500 

companies  worldwide — including  Amdahl, 

DMR  Consulting,  ICL,  Fujitsu  Network 

( 'ommunications,  and  (anifty,  one  of 

the  world's  leading  Internet  Service 

Providers.  Our  professionals  have 

the  expertise  and  the  tools  to  help 

you  overcome  nearly  every 

business  challenge. 
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NO  TWO  EYES  SEE  THE  SAME  WORLD. 
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AND  NOW  ONE  COMPANY  CREATES 
INTERNET  SOLUTIONS  UNIQUE  TO  YOU. 


Fujitsu,  a  $50  billion  global  provider  of  IT  and  telecommunications  solutions,  we  approach 


every  Internet  challenge  individually.  With  60,000  IT  service  and  support  professionals  and 


operations  in  over  100  countries,  no  matter  where  you  are,  we're  right  at  your  side.  Observing 


your  business  from  your  perspective.  Understanding  your  objectives.  Responding  to  your 


customers.  And  selecting  from  our  complete  range  of  leading-edge  solutions  the  unique 


combination  that  will  deliver  tangible  business  results  for  your  business.  A  one-to-one  solution 


designed  specifically  for  you.  It's  not  just  the  way  we  conduct  business.  It's  in  our  genes. 


FUHTSU 


THE     POSSIBILITIES     ARE     INFINITE 


www.fujitsu.com 


'Source:  IDC,  December  1 999.  Who  Will  be  Leading  the  Global  IT  Services  Industry  in  2000?  A  Competitive  Analysis  by  Mauro  Peres.  Sophie  Janne  Mayo 
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ENRON  SWITCHES 
SIGNALS  IN  INDIA 

After  a  power-plant  debacle,  it  turns  to  trading  electricity 


In  1992,  Enron  Corp.  agreed  to  build  a 
$3  billion  power  plant  at  Dabhol,  in 
India's  Maharashtra  state.  The  facility 
was  to  be  Enron's  triumphant  Indian  de- 
but. Not  only  would  the  plant,  fueled  by 
natural  gas  and  naptha,  bring  electricity 
to  India's  industrial  heartland,  it  also 
would  position  Enron  as  the  foremost 
power  company  on  the  subcontinent.  En- 
ron spoke  of  spending  a  further  $10  bil- 
lion on  Indian  power  generation. 

But  Dabhol  was  controversial  from 
the  start — partly  because  of  Enron's  cow- 
boy operating  style  and  the  antics  of  lo- 
cal politicians.  Critics  slammed  the  com- 
pany for  everything  from  corruption  to 
cultural  insensitivity.  And  when  the  plant 
opened  last  year,  its  energy — which  is 
sold  to  local  utilities — cost  four  times  the 
going  rate.  Maharashtra  officials  agreed 
early  on  to  pay  partly  in  U.S.  dollars 
for  the  power  and  didn't  foresee  the  de- 
cline of  the  rupee  or  a  surge  in  oil  prices. 
Now  those  factors  plus  Enron's  estimat- 
ed 30%  return  on  investment  threaten  to 
bankrupt  the  local  power  authority,  and 
officials  plan  to  review  the  contract.  En- 
ron insists  the  deal  is  fair  and  ironclad, 
but  the  company's  reputation  in  India 
remains  in  tatters. 

It  is  no  surprise,  then,  that  Enron 
has  decided  not  to  build  more  plants  in 
India.  It  is  not,  however,  abandoning 


the  country.  In  recent  years,  Enron  has 
been  moving  out  of  generating  power 
and  into  selling  and  trading  it  as  a  com- 
modity. Today  the  Houston-based  giant 
derives  a  third  of  its  $90  billion  in  rev- 
enues from  power  trading.  In  the  U.  S. 
and  Europe,  Enron  has  successfully  lob- 
bied for  the  kind  of  deregulation  that 
makes  trading  megawatts  legal.  Now  it 
is  doing  the  same  in  India,  which  plans 
to  open  up  its  electricity  market. 
CHAOTIC  GRID.  Power  trading  would 
keep  Enron's  India  play  in  motion,  and 
it  could  also  bring  relief  to  a  chronically 
power-short  nation.  Sanjay  Bhatnagar, 
chairman  of  Enron  India,  says  estab- 
lishing an  electricity  market  would  add 
up  to  3,000  megawatts  to  India's  gener- 
ating capacity  in  the  first  two  years 
alone — by  bringing  power  from  regions 
where  it  is  abundant  to  places  where  it 
is  not.  If  India  overhauls  its  chaotic 
electricity  grid,  the  benefits  of  power 
trading  presumably  would  grow.  Bhat- 
nagar says  once  Enron  receives  official 
approval  it  would  be  able  to  start  trad- 
ing power  in  three  to  six  months. 

A  power  boost  can't  come  soon 
enough.  To  keep  the  economy  growing 
at  its  current  6%  to  X%,  India  needs 
10,000  Mw  of  new  generating  capacity 
each  year.  And  while  the  nation  has 
90,000  Mw  of  installed  capacity,  much  of 


TRY,  TRY  AGAIN 

Enron  is  in  a  dispute  with  Indian  author- 
ities over  the  lofty  price  it  is  charging  for 
electricity  produced  at  its  recently  opened 
power  plant  in  Maharashtra  state. 

„  •  The  company  will  not  build  any  more  In- 
dian plants  but  will  move  into  power  trad- 
ing,  which  would  be  legal  under  planned 
deregulation  of  the  power  industry. 

•  If  Enron  succeeds,  it  will  be  the  first  into 
i  a  newly  deregulated  market.  If  it  brings  re-) 
i  liable  electricity  to  a  power-short  nation,  it 

may  even  salvage  its  reputation  there. 

DATA:  BUSINESS  WEEK 


DABHOL  PLANT:  The  cost  of  power 
helped  ruin  Enron's  image  in  India] 


that  is  stolen  by  individuals  and  sm 
business  or  practically  given  away 
farmers.  As  a  result,  state-owned  uti 
ties  lose  some  $4.25  billion  a  year  ar 
provide  power  to  just  two-thirds  of  tl 
population — and  then  only  intermitter 
ly.  Even  Bangalore,  India's  high-tei 
hub,  endures  daily  brownouts. 

Deregulation  would  go  far  towa: 
sorting  out  the  mess.  And  Enron, 
turns  out,  is  one  of  the  key  playe 
helping  the  government  redraft  the  19 
Electricity  Act.  Why  would  New  Del 
take  advice  from  a  company  that  is 
reviled  in  India?  Because  Enron's  po 
er-trading  expertise  is  unrivaled,  ai 
India  is  desperate  for  juice.  The  bill 
due  to  become  law  in  January.  But  evi 
if  passage  is  delayed,  there  are  pla 
to  ram  through  an  amendment  to  tl 
existing  act  to  allow  private  power  tra 
ing — all  Enron  needs  to  get  started 

Success  is  by  no  means  assured- 
least  in  the  short  term.  Deregulate 
will  take  five  years  to  put  in  place.  Inc 
must  unify  its  power  grid  so  electrici 
can  be  moved  around — an  expensr 
and  complicated  process.  Moreover,  tl 
government  must  appease  unions  feari 
of  layoffs,  convince  utilities  to  privatii 
and  cut  agricultural  subsidies. 

With  no  real  competitors  in  Indj  L 
Enron  can  afford  to  bide  its  time.  A)  L 
as  it  waits,  it's  pursuing  its  trading  bui  kjj 
ness  in  bandwidth  by  building  a  broq  ^ 
band  telecom  network — 15,000  kilom  - 
ters  of  fiber-optic  cable  connecting  fo 
cities.  If  the  power  legislation  gO' 
through,  Enron  will  be  the  first  into 
newly  deregulated  market.  And  if  tl  \ 
company  brings  affordable  electricity 
Indian  homes,  offices,  and  factories,  wlj  | 
knows,  it  may  even  improve  its  imag 
By  Manjeet  Kripalani  in  Bomm 
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The  bigger  the  crowd, 
the  better  the  performance, 


bu're  a  major  player  in  the  securities 
rkets  worldwide,  so  when  it  comes 
:rading,  you  know  what  you  need, 
iquidity. 

l  world  of  buyers  and  sellers  —  ready 
rade.  And  when  you're  trading  elec- 
itiically  you  know  the  place  to  come 
global  liquidity. 
I  istinet. 

Ve  give  you  electronic  access  to  some 
he  broadest, deepest —  most  liquid  — 
ling  opportunities  around  the  world. 


What's  more,  we  don't  have  our 
own  portfolio  so  we  never  compete 
with  your  trades  or  take  a  position 
against  you. 

Our  only  goal  is  to  help  you  get  the 
fastest  trade  at  the  best  price  —  and  we 
handle  the  follow-up  automatically. 

All  of  which  can  add  up  to  better 
performance. 

If  that's  what  you're  looking  for,  by  all 
means  call  toll  free  1-877-INSTINET  or 
visit  www.instinet.com 


Instinet 


A  REUTERS  Company 

Nothing  comes  between  you 
and  the  best  price."" 


agent \  broker,  Instinct  does  nol  tonic  between  its  clients  and  the-  not  price. We  do  not  commit  capital,  make  markets  or  make  profits  on 
ll  Jin  111  Instinct  Corporation  all  rights  reserved.  INSTINCT  and  the  INSTINCT  marque  arc  rcgisii  red  seme,  marks  in  the  I  mini  stales  ami 
countries  throughout  the  world  Instinct  Corporation  is  memher  NASD/SII'C,  and  Instinct  IK  limited  is  regulated  in  the  I    K  In  the  SEA 
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It  wasn't  easy  being  an  above  the  skepticism  had 
to  step  down.  It  has  been  a 

executive  thlS  past  humbling  year. 

year.  Global  growth  ..  Fof  evepry  RicJard  Thoman'  thouF\ 
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maiKeib  leil.  11  lUIIieu  after  13  months  Meanwhile,  Ackerman 

OUt  that  the  New  turned  Corning  Inc.,  a  company  that 


t  wasn't  easy  being  an 
executive  this  past 
year.  Global  growth 
started  slowing,  stock 
markets  fell.  It  turned 
out  that  the  New 
Economy  still  followed  some 
of  the  old  rules  after  all. 
Company  after  company,  cor- 
porate icons  included,  had  to 
concede  that  their  perfor- 
mance was  disappointing. 

Their  leaders  offered  explanations,  revised 
plans,  and  promised  to  be  more  realistic. 
But  boards  weren't  in  a  very  forgiving 
mood:  Many  executives  who  couldn't  rise 


above  the  skepticism  had 
to  step  down.  It  has  been  a 
humbling  year. 

For  every  Richard  Thoman,  though, 
there's  a  Roger  Ackerman.  Thoman's  at- 
tempts to  retool  Xerox  Corp.  for  the  digi- 
tal economy  sputtered,  and  he  resigned 
after  13  months.  Meanwhile,  Ackerman 
turned  Corning  Inc.,  a  company  that 
dates  back  to  the  days  of  Thomas  Edison, 
into  a  leader  among  optical  networking 
businesses.  Ackerman  may  not  be  a 
household  name — many  of  our  Top  25 
managers  for  2000  aren't — but  he  is  as 
good  a  standard-bearer  for  the  group  as 
anyone.  He's  innovative  and  bold,  and  he's 
even  put  a  successor  in  place. 

To  choose  the  year's  25  Top  Managers, 
business  week  surveyed  its  staff  of  some   | 
ISO  writers  and  editors  in  New  York  and 
24  bureaus  around  the  world.  Then  we 
culled  that  list  for  the  truly  outstanding 
leaders.  Some,  such  as  ExxonMobil  Carol 
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•e  R.  Raymond,  made  the  final  cut  by 
nply — and  dramatically — outperforming 
i  competition.  Others,  such  as  Ackerman, 
*ned  a  spot  by  implementing  a  superior 
ategy  or,  as  did  Wayne  R.  Sanders  of 
nberly-Clark  Corp.,  by  revving  up  sales 
a  slow-growth  industry.  With  markets  in 
:h  flux,  stock  prices  alone  were  no  way 
measure  success  in  2000. 
Tech  executives  occupied  a  preeminent 
ce  among  last 
it's  group, 
ose  we've  cho- 
1  in  2000  are  no 
9  successful.  But 

■y  are  perhaps  less  exalted,  certainly 
ne  are  less  extravagant.  Daniel  War- 
nhoven  may  be  the  least-known  billion- 
s  in  Silicon  Valley.  But  his  Network 
pliance  Inc.  is  posing  a  serious  chal- 
ge  to  storage  king  EMC  Corp.  Scott 
iens  has  pushed  Juniper  Networks  to 
'elop  Internet  routers  that  are  faster 
I  more  compact  than  those  of  its 
jhty  rival,  Cisco  Systems  Inc. 
Vlany  managers  earned  a  place  through 


Special  Report 


sheer  determination.  J.  Craig  Venter  beat 
the  U.  S.  government  in  the  race  to  de- 
code the  human  genome.  Noel  Forgeard 
is  pushing  Airbus  Industrie  to  develop 
the  world's  biggest  jet.  L.  Dennis  Ko- 
zlowski  answered  questions  about  dubious 
accounting  practices  at  Tyco  International 
Ltd.  while  continuing  to  build  a  conglom- 
erate that  is  as  efficient  as  it  is  far-flung. 
Carlos  Ghosn  promised  carmaker  Nissan 
Motor  Co.  would 
be  profitable  by 
March  or  he 
would  resign. 
The  company  is 
expected  to  meet  the  target. 

Finally,  in  a  year  in  which  many  CEOs 
were  unceremoniously  ushered  out  the 
door,  we  included  some  who  capped  stel- 
lar careers  with  impeccable  exit  plans. 
Harvey  Golub  of  American  Express, 
Roger  A.  Enrico  of  PepsiCo,  and  Charles 
F.  Knight  of  Emerson  have  made  indeli- 
ble marks  on  their  companies.  They  also 
knew  when  to  hand  over  power.  That's 
the  sign  of  a  true  leader. 
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Begins  on  page  62 
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Begins  on  page  80 
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Begins  on  page  82 
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The Top 

Managers 


; 


Harvey  Golub  and 
Kenneth  I.  Chenault 


KEY  ACCOMPLISHMENTS 


"♦Completed  a  graceful  transition  of 
power  to  chosen  successor  Ken  Chenault 

-♦On  pace  to  set  a  second  consecutive 
annual  earnings  record 

-♦Stock  rose  from  41  to  53  at  yearend 


AMERICAN  EXPRESS 

It  has  become  a  truism  of  management 
practice:  A  ceo  faces  no  more  important 
task  than  grooming  an  eventual  replace- 
ment. Harvey  Golub,  the  chairman  and  chief 
executive  of  American  Express  Co.,  system- 
atically studied  the  succession  practices  of 
many  corporations.  But  unlike 
many  CEOs,  Golub  has  applied 
what  he  learned  to  good  ef- 
fect. At  a  time  when  failed 
succession  plans  are  roiling 
Campbell  Soup,  Xerox,  Lucent 
Technologies,  and  other  well- 
known  companies,  AmEx  is 
moving  seamlessly  from  one 
ceo  to  another. 

Golub's  own  entry  into  the 


.limn 
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corner  office  in  195 
was    anything    bi 
smooth.  His  pred 
cessor,     James 
Robinson,  had  be< 
ousted  after  his  a  1 
tempt  at  reinventir  "\ 
AmEx  as  a  financi 
supermarket  faile 
imperiling  its   su 
vival  as  an  indepe  E! 
dent  company.  In  f 
structuring    AmE 
from  stem  to  ster 
the  hard-driving  G( 
ub  shrewdly  came 
rely  on  Kenneth   ', 
Chenault,  a  first-ra 
marketer  who  hi 
joined     AmEx 
1981.  Golub  rewar 
ed  Chenault's  critic 
contributions  to  tl  [ 
revival  of  the  Ami 
brand  with  a  seri 
of  promotions,  nai  P 
ing    him    preside 
and  chief  operatii 
officer  in  1997. 

Over  the  past  fe 
years,  Golub  h 
shared  more  ai 
more  of  his  duti 
with  Chenault,  w] 
was  eager — but  n 
too  eager — to 
sume  them.  "Oi 
reason  it  work< 
reasonably  well  w 
that  Ken  and  I  had  a  history  of  working  t 
gether  that  was  based  on  trust  and  respe 
for  each  other's  business  space,"  Golub  saj 
In  early  1999,  Golub,  then  60,  announced  th 
he  would  retire  in  April,  2001,  and  that  t 
board  had  accepted  his  recommendation 
Chenault  as  his  successor.  As  it  turned  oi 
Golub  retired  a  bit  ahead  of  schedule,  ste 
ping  down  as  ceo  at  the  end  of  2000.  He  v, 
hand  over  the  chairmanship  to  Chenault,  4 
at  the  annual  meeting  in  April.  Chenault  ir 
herits  a  company  in  excellent  shape.  Witl 
$2.1  billion  in  net  income  on  revenues  o] 
$16.4  billion  through  the  first  nine  months 
of  2000,  AmEx  was  running  about  15% 
ahead  of  its  record-setting  results  for  1999. 
Unlike  many  new  CEOS,  Chenault  will 
not  have  to  look  over  his  shoulder.  Golub 
defines  retiring  as  departing,  not  relocating 
from  the  executive  suite  to  a  permanent 
seat  on  the  board.  "If  Ken  wants  my  input] 
he  knows  where  to  find  me,"  says  Golu 
who  plans  to  involve  himself  in  an  Intern* 
venture,  though  not  as  ceo. 


a 
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'homas  M.  Siebel 


:bel  systems 

4  ppearancea  matter  to  Thomas  M. 
A  Siebel.  Although  he  is  a  brash  Silicon 

A  Valley  CEO  who  flies  his  own  jet  to  his 
mtana  ranch,  he  prefers  his  namesake  soft- 
re  company  sans  flash — buttoned-up  and 
nquil,  more  IBM  than  Oracle. 
But  don't  mistake  the  calm  for  complacen- 

Siebel  Systems  Inc.  has  emerged  as  the 
der  of  the  hottest  tech  sector:  software 
it  manages  customer  relations.  In  just  sev- 

years,  Siebel  has  zoomed  past  the  $1  bil- 
1  mark — faster  than  any  other  software 
ker,  Microsoft  Corp.  included.  Revenues 

2000  are  expected 


sustain  Siebel  Systems'  growth  as  long  as  it 
"shows  respect  for  the  customer,"  Siebel  says. 
Indeed,  he  has  a  ready  explanation  for  the 
company's  growth:  his  well-known  obsession 
with  customer  service.  No  software  gets  writ- 
ten   until    customers 


top  $1.6  billion, 
irly  twice  the  1!)!)!) 
al.  Sales  of  cus- 
ner-management 
tware  should  con- 
le  to  grow  as  much 

70%  in  2001,  say 
dysts,  despite  the 
•rail  slowdown  in 
h  spending.  That 
t  of  demand  should 


KEY  ACCOMPLISHMENTS 


->  Siebel  has  over  a  third  of  the  market 
for  customer-management  software, 
despite  new  competition  from  Oracle 
and  others 

■^Company  shares  traded  at  67  in  late 
December,  about  double  the  company's 
52-week  low 


weigh  in.  Outside  con- 
sultants routinely  poll 
clients  on  their  satis- 
faction, and  compensa- 
tion is  heavily  based 
on  those  reports. 
Siebel,  48,  has  suc- 
ceeded with  a  conserv- 
ative approach  that's 
downright  subversive 
in  Silicon  Valley. 


Craig  Venter 


.ERA  GENOMICS 

.  Craig  Venter  has  a  history  of  proving 
the  conventional  wisdom  wrong.  His  team 
at  Celera  Genomics  Group,  in  Rockville, 
Md.,  speaks  of  the  Venter  Factor.  "He 
knows  the  difference  between  the  re- 
ally outlandish  good  ideas  and  the  im- 
possible ones,  and  he  challenges  peo- 
ple to  accomplish  them,"  says  a  Celera 
Vice-President,  Mark  D.  Adams. 
In  the  early  1990s,  Venter  set 
up  his  own  nonprofit  research 
institute  after  the  National 
Institutes      of      Health 
wouldn't  fund  his  genet- 
ic    research.     Venter 
I     ended    up    becoming 
I  the  first  to  read  the 
entire  genetic  code — 
the  genome — of  a  living 
organism,  a  simple  bac- 
terium in  this  case.   Then 
Venter,  54,  topped  that 
when   Celera,    the 
Ijt      for-profit  compa- 
ny he  set  up  in 
1998,  decoded  the 


I 


human  genome  last  year,  making  headlines 
round  the  world. 

Now  the  onetime  surfer  and  Vietnam  hos- 
pital corpsman  faces  the  challenge  of  turning 
his  scientific  triumphs  into  profits.  "Our  rev- 
enue last  year  was  $43  million,"  he  boasts. 
"Show  me  another  biotech  company  with  real 
revenue  in  its  second  year."  Nevertheless, 
some  on  Wall  Street  say  that  Celera  must 
move  from  generating  revenue  by  selling  sub- 
scriptions to  its  online  database  to  generating 
profits  through  actual  drug  discoveries.  Venter 
says  that  will  happen  when  the  time  is  right. 
Is  that  answer  good  enough?  Well  consider 
this:  So  far,  the  Venter  Factor  has  never 
failed  to  deliver. 


KEY  ACCOMPLISHMENTS 


->Won  the  race  to  read  the  entire 
human  genetic  code 

■>  Forged  alliances  with  other  biotech 
companies  to  probe  genes  such  as  those 
involved  in  embryo  development  and 
surviving  in  extreme  environments 

■■►Signed  up  drug  companies, 
universities,  medical  centers,  and  the 
Australian  government  as  customers 


MANAGERS 
TO  WATCH  IN 

2001 


Garly  Fiorina 

HEWLETT-PACKARD 

Fiorina,  46, 
has  swept 
through  HP 
like  a  hurri- 
cane, boost- 
i  Lmm  ing  sales 
growth  while  shaking  up 
its  inner  workings.  But 
HP  badly  missed  expecta- 
tions for  fourth-quarter 
earnings.  Now,  with  PC 
sales  slowing,  CEO  Fiori- 
na has  to  make  good  on 
talk  of  becoming  a  Net 
computing  power. 

Robert  Pittman 


AMERICA  ONLINE 


All  eyes  are 
on  Pittman, 
47,  AOL's 
day-to-day 
boss.  Now 
he'll  try  to  in- 
tegrate Time  Warner  Inc.'s 
fragmented  and  indepen- 
dent divisions  into  AOL  to 
create  cross-company  busi- 
nesses. Only  if  the  co- 
chief  operating  officer  suc- 
ceeds can  the  merged 
company  truly  marry  Old 
and  New  Media. 

Stanley  O'Neal 


MERRILL  LYNCH 

«  O'Neal,  49, 
has  the  diffi- 
cult job  of 
revving  up 
Merrill's 
brokerage 
network.  He  has  cut 
thousands  of  support 
jobs,  targeted  wealthy 
clients,  and  contributed 
to  a  big  earnings  boost. 
The  betting  is  that  he 
could  succeed  Chairman 
David  H.  Komansky  by 
yearend. 
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KEY  ACCOMPLISHMENTS 


->  Boosted  sales  28%,  to  $29  billion, 
and  earnings  (before  extraordinary 
charges)  46%,  to  $3.7  billion,  in  the 
fiscal  year  ended  Sept.  30 

■♦Shares  more  than  doubled,  to  around 
$52  from  a  low  of  23  in  December, 
1999 


TYCO  INTERNATIONAL 

A  year  ago,  it  looked  as  if  Tyco  Interna- 
tional Ltd.'s  chairman  and  ceo,  L.  Den- 
nis Kozlowski,  was  on  the  ropes.  An 
analyst  had  alleged  that  Tyco  had  hyped  its 
results,  leading  the  Securities  &  Exchange 
Commission  to  launch  an  in- 
quiry. By  December,  1999,  the 
controversy  had  nearly  halved 
the  price  of  Tyco's  once-high- 
flying stock  and  was  threaten- 
ing to  derail  one  of  Corporate 
America's  most  aggressive 
dealmakers. 

But  in  2000,  Kozlowski  came 
charging  back.  In  July  the  SEC, 
in  effect,  gave  the  company  a 
clean  bill  of  health  by  ending 


its  inquiry.  And  sir 
then,  Kozlowski 
kicked  his  dealmak 
machine  back  into 
throttle,  snapping 
some  40  companiei 
2000  for  a  total  of 
billion,  while  pro 
have    soared.    E 
though  Tyco  is  tr 
ing  some  12%  off 
record  high,  it  still  i 
a  market  cap  of  ab 
$93  billion — more  i, 
General  Motors,  Fc, 
and  Sears  combine 
Tyco   is    a   clas 
conglomerate,  mak  , 
everything  from 
alarms  and  valves 
health-care  prodi; 
and  electronic  com 
nents.  Kozlowski, 
a    23-year    comp 
veteran     who 
over  as  ceo  in  If  Ta 
is   free   to   focus   m 
dealmaking    beca 
he  gives  his  manaj  fj  a 
enormous  autono 
At  the  same  time 
enforces  accounta 
ty  by  setting  to 
goals.  That's  how 
gets  away  with  ju 
skeletal    head    of 
staff  in  Exeter,  N 
to    oversee    215 
employees.  He  pre 
managers    who 
"smart,     poor, 
want  to  be  rich,"  he  says.  That's  the  wa; 
was,  growing  up  in  a  working-class  ne 
borhood  in  Newark,  N.J.,  before  atten 
the  local  Catholic  university,  Seton  Hall 
One  of  Kozlowski's  finest  moments  inv 
an  underseas  fiber-optic  cable  busines 
bought  from  AT&T  for  $850  million  in 
Last  July,  Tyco  raised  $2.1  billion  by  flo; 
just  14%  of  this  since-expanded  business, 
known  as  TyCom  Ltd.,  effectively  valuin 
at  more  than  14  times  what  he  had  paid 
This  Midas  touch  in  deal  after  deal  has 
transformed   Tyco  from  an  obscure 
manufacturer    into    a    powerhouse 
worth  50  times  more  than  when 
Kozlowski  took  charge  eight  yean 
ago.  It's  an  achievement  that  has 
led   some  to  compare   Kozlowski 
with  General  Electric  Co.'s  Jack 
Welch.    But   unlike   Welch,   Ko- 
zlowski shows  no  sij;ns  of  slow- 
ing down  anytime  soon. 


:. 
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eiji  Tachikawa 


*  DoCoMo 

T  eiji  Tachikawa,  and  the  company  he 
%.  runs,  ntt  DoCoMo  Inc.,  are  fast  becom- 
if\.ing  household  names.  A  year  ago,  the 
'ear-old  engineer  was  unknown  outside  the 
jless  industry.  But  today,  top  U.  S.  and  Eu- 
aan  tech  execs  are  trekking  to  Tokyo  to 
;t  Tachikawa  and  check  out  Japan's  most 
:essful  company. 

achikawa,  an  open-minded  manager  who 

led  an  MHA  at  Massachusetts  Institute  of 

nj  inology  and  worked  at  DoCoMo's  parent 


le  F.  Raymond 


ON  MOBIL 

ee  F.  Raymond  is  the  anticelebrity  ceo. 

Exxon  Mobil  Corp.'s  boss  shuns  the 

■^  press,  seldom  grants  audiences  to  Wall 

;et  analysts,  and  rarely  makes  public  ap- 

rances.  But  in  2000,  Raymond,  62,  found 

himself  caught  in  the  limelight  that  he 

has  spent  his  career  avoiding.  In 

the  second  quarter,  Exxon  earned 

$4.15  billion,  the  highest  quarterly 

profit  ever  recorded  by  a  U.S. 

company.    In   the   third   quarter, 

Exxon  not  only  set  a  new  quarterly 

record  of  $4.29  billion  but  also  boost- 


KEY  ACCOMPLISHMENTS 


■^Earned  $11.79  billion  for  the 
first  three  quarters  of  2000,  more 

than  any  company  has  earned  in  a 

full  year 

■*  Absorbed  Mobil  through  record- 
setting  $85  billion  acquisition, 
generating  $4.6  billion  in  annual 
cost  savings 


company,  Nippon  Telegraph  &  Telephone  Corp., 
for  35  years,  helped  pioneer  the  wireless  Net. 
DoCoMo's  wildly  popular  i-mode  service  has  at- 
tracted more  than  17  million  users  and  30,000 
content  providers  in  the  two  years  since  its 
launch.  Now,  Tachikawa  wants  to  turn  the 
company  into  a  global  force. 

His  relentless  pace  stands  out  even  among 
Japan's  workaholic  execs.  In  2000,  he  tied  up 
with  America  Online  Inc.  and  bought  stakes 
in  AT&T  Wireless  and  KPN  Mobile  of  the 
Netherlands,  among  others.  DoCoMo's  share 
price  has  fallen  in  the  tech  turmoil — it's  down 
about  50%  since  its  February  peak.  But 
Tachikawa  is  undaunted.  In  May,  DoCoMo 
will  launch  the  first  so-called  Third  Generation 
service,  which  will  allow  users  to  send  video 
and  music  clips  on  handheld  gadgets.  "We'll 
achieve  another  growth  boost  thanks  to  that 
evolution,"  says  Tachikawa,  ever  confident. 


KEY  ACCOMPLISHMENTS 


■♦Expanded  Japanese  subscriber  base  in 
past  year  by  22%,  to  34  million  users,  or 
about  60%  of  the  cell-phone  market 

■♦Net  profits  are  expected  to  jump  38% 
in  fiscal  2000,  ended  Mar.  30 


ed  its  year-to-date  profits  to  $11.79  billion — 
more  than  any  corporation  has  ever  netted  in 
a  full  year. 

Exxon  Mobil  benefited  greatly  in  2000  from 
forces  beyond  Raymond's  control — notably 
sharply  rising  oil  and  gas  prices.  But  the 
company  was  better-positioned  than  any  oth- 
er oil  giant  to  capitalize  on  the  price  surge, 
and  that  was  largely  Raymond's  doing.  Under 
Raymond,  a  PhD  chemical  engineer  named 
chairman  and  CEO  in  1994,  the  company  has 
set  new  standards  of  capital  and  cost  effi- 
ciency in  an  industry  that  has  been  careening 
from  boom  to  bust  for  more  than  a  century. 
"Exxon  is  the  Rolls  Royce  engine  of  the  oil 
business — extremely  efficient,"  says  Fadel 
Gheit,  a  Fahnestock  &  Co.  analyst. 

In  1999,  Raymond  boldly  switched  to  ex- 
pansion mode  with  the  $85  billion 
acquisition  of  Mobil  Corp.  With 
the  assimilation  of  Mobil  now  well 
in  hand,  Raymond  is  attempting 
to  substantially  boost  Exxon's  out- 
put of  oil  and  gas — no  small  task 
for  a  company  that  already  out- 
produces many  opec  nations.  If 
Exxon  can  make  good  on  its  goal 
of  at  least  3%  annual  growth 
through  2005,  then  only  retire- 
ment can  save  Lee  Raymond 
from  the  limelight. 


MANAGERS 
TO  WATCH  IN 


2001 


John  Lampe 

BRIDGESTONE/FIRESTONE 

What  a  way 
to  get  a 
promotion. 
Lampe,  53, 
jumped  from 
president  to 
CEO  of  Bridgestone 
Corp.'s  U.S.  unit  follow- 
ing blowouts  in  Firestone 
tires  that  were  linked  to 
148  deaths.  Lampe's  job: 
Win  back  the  confidence 
of  consumers  and  Ford 
Motor  Co.,  his  biggest 
customer. 

Richard  Li 


PACIFIC  CENTURY  CYBERWORKS 

Li,  34,  took 
over  Cable  & 
Wireless  HKT 
last  year 
when  Pacific 
Century's 
stock  was  pumped  up  by 
dot-com  investments. 
Now  those  holdings  have 
tanked,  along  with  HKT's 
profits,  and  Pacific  Centu- 
ry has  slowed  costly 
plans  for  Web-based  TV. 
CEO  Li  may  be  in  over 
his  head. 

Rod  Eddington 

BRITISH  AIRWAYS 

CEO  Edding- 
ton, 50, 
seems  to 
have  the 
struggling 
carrier  climb- 
ing again.  But  the  real 
test  is  whether  he  can 
revamp  BA's  unprofitable 
European  routes  and  re- 
place a  collapsed  merger 
with  KLM  Royal  Dutch 
Airlines.  He'll  need  siz- 
able savings  to  keep  this 
bird  aloft. 
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Carlos  Ghosn 


KEY  ACCOMPLISHMENTS 


-^  Rebounding  from  seven  years  of 
losses,  Nissan  expects  to  post  record 
profit  of  $2.3  billion  for  the  year  ending 
Mar.  31 

-■►Cut  costs  to  trim  Nissan's  debt 
load  from  $13  billion  to  $10 
billion 

•*  Boosted  Nissan's  stock  price 
38%  in  2000,  to 
about  11 


NISSAN  MOTOR 

Carlos  Ghosn,  the  troubleshooter 
charged  with  reviving  Nissan  Motor 
Co.,  likes  to  be  called  the  "Icebreaker." 
It's  a  nickname  he  got  from  DaimlerChrysler 
Chairman  Jiirgen  E.  Schrempp  for  his  skill  at 
ignoring  local  business  practices  that  stand  in 
the  way  of  making  money.  The  46-year-old 
Brazilian-born  Ghosn  has  worked  in  turn- 
around situations  at  Renault  in  France  and  at 
Michelin's  U.S.  operations.  He  moved  to  Nis- 
san in  Japan  in  1999  and  has  vowed  to  quit  if 
the  auto  maker  isn't  profitable  by  March. 

His  so-called  Nissan  Revival  seems  to  be 
working.  But  Ghosn  is  definitely  an  iconoclast. 
He  passes  up  power  breakfasts  to  stay  home 
and  eat  with  his  four  kids.  He  defies  Japanese 
business  etiquette  and  shakes  hands  with 
every     employee     he 
meets,    not   just    top 
managers.  And  he  has 
cut  thousands  of  Nis- 
san jobs,  shut  the 
first  of  five  domes- 


tic plants,  and  auctioned  off  prized  assets  e 
as  Nissan's  aerospace  unit.  Result?  Nissan 
in  the  black  for  the  six  months  ended  in  I 
tember  and  expects  record  profits  of  $2.3 
lion  for  fiscal  2001. 

But  his  radical  moves  have  made 
Public  Enemy  No.  1  to  Japanese  traditio 
ists,  not  to  mention  the  influential  Japan 
Parts  Industries  Assn.,  which  has  pub] 
rebuked  Nissan's  new  management.  W 
Ghosn  skipped  a  New  Year's  party  hos 
by  Nissan's  own  parts  suppliers,  it  was  < 
sidered  a  sign  of  bad  fc 
That  was  "a  good  less 
says  a  chastened  Gh 
who  vows  to  attend 
2001  party. 
If  the  Icebreaker 
ceeds  in  restoring 
san's  health,  indu 
talk  is  that 
may  ret 
to  Ren 
as  its 
Then 
can  br<  L 
F  r  e  r 
etique 
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eonard  D.  Schaeffer 


LLPOINT  HEALTH  NETWORKS 


Vi 


ellPoint  Health  Networks  Inc.  CEO 
Leonard  D.  Schaeffer  has  a  well- 
earned  reputation  as  a  fierce  com- 
itor.  He  once  cheered  on  employees  who 
•ched  into  a  budget  meeting  wearing  cam- 
age  outfits  and  war  paint.  When  a  bid- 
\  war  erupted  for  Cerulean  Health  Cos. 
November,  Schaeffer  pounced,  raising  his 
r  from  $500  million  to  $700  million.  Just 


ephen  W.  Sanger 


I JERAL  MILLS 

Stephen  W.  Sanger,  say  his  friends,  is 
^your  typical  middle-aged  sports  guy:  a 
'respectable  tennis  player,  a  loyal  college 
•setball  fan,  and  a  bad  golfer.  So  when  the 
.eral  Mills  ceo  sought  to  improve  produc- 
ty  a  while  back,  he  sent  technicians  to 
ch  the  pit  crews  during  a  nascar  race. 
t  inspired  the  techies,  who  then  figured 
how  to  reduce  the  time  it  takes  to  switch 
ant  line  from  five  hours  to  20  minutes, 
"hat  competitive  spirit  works.  Since  taking 
r  as  ceo  in  1995,  Sanger  has  made  price 
;s  stick  on  such  brands  as  Wheaties  and 


KEY  ACCOMPLISHMENTS 


Hammered  out  a  $10.5  billion  merger 
reement  with  Pillsbury  that  will  double 
les,  to  $13  billion,  and  quadruple 
arket  share  in  the  fast-growing  food 
■vice  business 


JE 


Boosted  sales  volume  of  Big  G  cereal 
2%  in  the  face  of  a  1%  decline  in 
5  U.S.  market 


a  day  later,  WellPoint  emerged  victorious. 
That  acquisition  capped  a  banner  year  for 
Thousand  Oaks  (Calif.)-based  WellPoint.  While 
other  managed-care  providers  suffered  weak 
profits,  WellPoint  is  expected  to  report  earn- 
ings growth  of  22%  in  2000,  to  nearly  $340 
million.  Schaeffer  credits  WellPoint's  success 
to  its  focus  on  innovation.  WellPoint,  for  ex- 
ample, offers  even  small  companies  more 
choices  of  health  plans  than  most  other  in- 
surers. And  earlier  this  year,  WellPoint  asked 
the  Food  &  Drug  Administration  to  make 
the  allergy  drug  Claritin  available  over  the 
counter — which  would  reduce  doctor  visits 
and  save  WellPoint  money.  It  may  be  the 
first  time  that  an  insurer  has  approached  the 
FDA  with  this  kind  of  request.  "They  were 
kind  of  stunned,"  he  says.  But  facing  this 
health-care  warrior,  the  agency  agreed  to 
consider  it. 


KEY  ACCOMPLISHMENTS 


■♦WellPoint's  member  base  climbed 
from  7.3  million  to  9.5  million  in  2000 

■>  Shares  jumped  57%  through  early 
December,  handily  beating  the  27%  rise 
in  the  S&P  Health  Care  Index 


Trix  and  pushed  General  Mills  Inc.  past  rival 
Kellogg  Co.  to  lead  the  U.S.  cereal  market. 
And  when  General  Mills  closes  on  its  deal  to 
buy  Pillsbury  Co.  in  early  2001,  it  will  become 
the  world's  fifth-largest  food  company. 

That's  not  a  bad  record  for  a  former  pop 
music  concert  promoter.  Sanger  will  often  re- 
cite song  lyrics  at  meetings,  even  stopping  to 
go  online  to  find  lines  he  has  forgotten.  It's 
corny,  but  sweet.  Says  Duane  Benson,  who 
runs  the  Minnesota  Business  Partnership, 
"He's  like  a  Doris  Day  of  guys."  And  these 
days,  he  has  General  Mills  humming. 


MANAGERS 
TO  WATCH  IN 

2001 


Robert  Johnson 


BET  HOLDINGS 

Bl   He  will  be- 
I  come  a  bil- 
'b  lionaire  by 
W  selling  to  Vi- 
WA  acorn  Inc. 
M  the  largest 
cable  channel  aimed  at 
African  Americans.  Now, 
Johnson,  54,  wants  to 
build  a  regional  airline 
spun  off  from  a  merger 
of  UAL  Corp.  and  US  Air- 
ways Group  Inc.  But  get- 
ting it  off  the  ground  will 
be  no  easy  feat. 

Charles  Conaway 


KMART 

Conaway,  40, 
brought  new 
energy  to 
tired  Kmart 
last  summer, 
attacking 
chronic  ills  such  as  poor 
inventory  management 
and  a  fuzzy  customer  fo- 
cus. The  CEO  gave  him- 
self 24  months  for  a 
turnaround.  But  that  may 
be  ambitious,  given  the 
depth  of  the  discounter's 
problems. 

Jean-Marie  Messier 

VIVENDI  UNIVERSAL 

Messier's 
$25  billion 
acquisition  of 
Seagram  Co. 
transformed 
Vivendi  into 
the  world's  No.  2  media 
company.  Now,  CEO 
Messier,  44,  must 
squeeze  out  synergies  be- 
tween Seagram's  film  and 
music  businesses  and 
such  Vivendi  holdings  as 
European  pay-TV  giant 
Canal+. 
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Margaret  C.  Whitman 


KEY  ACCOMPLISHMENTS 


•♦Produced  an  almost  fivefold  increase 
in  profits,  to  an  estimated  $60  million, 
on  sales  of  $420  million  in  2000 

•♦Kept  eBay's  share  of  the  person-to- 
person  auction  market  at  about  80% 

■♦Improved  the  stability  of  eBay's  site, 
which  often  crashed  in  1999 


EBAY 

When  Margaret  C.  Whitman  signed 
up  as  ceo  of  eBay  Inc.  three  years 
ago,  the  Long  Island  (N.  Y.)  native's 
preppy  appearance  and  Old  Economy  experi- 
ence didn't  seem  to  fit  the  online  flea  market's 
freewheeling  culture.  So  what?  Whitman,  an 
alumna  of  Hasbro  toys, 
Florists  Transworld  Delivery, 
and  children's  shoemaker 
Stride  Rite,  was  just  what  the 
funky  upstart  needed — espe- 
cially as  dozens  of  dot-coms 
crashed  and  burned  last  year. 
In  contrast,  eBay  has  man- 
aged to  make  money  while  still 
growing  like  a  weed.  Its  2000 
revenues  were  expected  to 
jump  87%,  to  $420  million— its 
cut  of  nearly  $5.3  billion   in 


merchandise  sales  in  its  250  million  aucti 
When  she  joined,  Whitman  had  a  gut  fee 
eBay  could  be  big,  but  admits:  "It  has 
passed  my  wildest  expectations." 

And  everyone  else's,  thanks  in  par 
Whitman's  marketing  savvy,  honed  while  r 
aging  lines  such  as  Hasbro's  Mr.  Potato 
She  also  imposed  old-fashioned  discip 
managing  cash  and  booting  off  fraud 
sellers.  She  even  got  her  hands  dirty 
the  Web  site  continually  crashed  in  1 
pulling  all-nighters  alongside  her  staff, 
year,  Whitman  has  plunged  eBay  into 
gories  such  as  autos,  which  now  accoun 
30%  of  gross  sales,  and  into  new  coun 
But  newer  customers  are  producing  less 
enue  than  older  ones.  That  worries  inves 
who  have  slashed  the  stock  price  by 
from  its  high  of  $1 1 1  a  share  in  March. 

In  2001,  Whitman,  44,  plans  fewer 
moves.  That  might  give  her  more  linvj 
spend  with  her  husband  and  two  tee 
boys  and  indulge  her  passion,  lly-lishi 
with  gear  bought  on  eBay,  of  course. 
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:ott  Kriens 


sllPER  NETWORKS 

>(  ometimes,  timing  is  everything.  In  Jan- 

)uary,  1996,  Scott  Kriens  left  the  net- 
working company  where  he  had  worked 
10  years.  Three  months  later,  Cisco  Sys- 
— the  800-pound  gorilla  of  Internet 
lipment  makers — bought  the  company. 
Kriens  stayed,  he  would  have  been  sub- 
,  to  a  noncompete  clause  from  Cisco.  In- 
ad,  Kriens  was  able  to  accept  the  top 
t  at  Juniper  Networks,  an  upstart  maker 
Internet  routers  that's  now  giving  the 
ilia  fits. 

uniper   has   gained   about   30%   of  the 
"ket   for   Internet 
ters,  the  big  com- 
ers that  zip  data 
mnd   the  Web.   It 
persuaded  compa- 
5   such   as   World- 
Ill  Inc.  and  Cable  & 
<eless  plc  to  use  its 
ducts.  And  reflect- 
that  success,  its 
;k    rose    96%    in 
D.  Says  Kriens  of 


Juniper's  success:  "It's  focus,  not  magic."  Ju- 
niper, he  says,  has  never  strayed  from  its 
simple  goal  of  just  building  the  best  Internet 
equipment.  And  it  helps,  says  director  Vinod 
Khosla,  who  lured  him  to  Juniper,  that  Kriens 
is  a  gifted  strategist  and  team-builder. 
As  an  undergraduate,  Kriens,  43,  fixed 
cars  to  meet  expens- 


KEY  ACCOMPLISHMENTS 


-» Boosted  sales  550%,  to  $650  million  in 
2000,  the  first  full  year  as  a  public  company 

-> Posted  net  income  of  about  $160 
million,  compared  with  a  loss  in  1999 

->  Captured  more  than  30%  of  the  market 
for  Internet  routers,  up  from  17%  in  1999 


es  at  California  State 
University  at  Hay- 
ward.  Now  he  collects 
European  sports  cars. 
One  of  his  favorite 
models  is  the  Aston 
Martin — James  Bond's 
car.  Like  the  fictional 
spy,  Juniper  seems  to 
be  speeding  ahead  of 
its  rivals  with  ease. 


ayne  R.  Sanders 


eel 


'BERLY-CLARK 

"^  or  most  of  his  25  years  at  Kimberly- 
|  Clark  Corp.,  Wayne  R.  Sanders,  53,  has 
watched  his  company  operate  in  the 
low  of  consumer-products  rival  Procter 
amble  Co.,  which  has  three  times  the  rev- 
as.  But  these  days,  it's  Kimberly-Clark 
.'s  in  the  spotlight.  "We're  out-growing 
and  out-innovating 
our  competition," 
boasts  Sanders. 
Over  the  past  five 
quarters,  Kimber- 
ly-Clark's  net  in- 
come has  soared 
by  an  average  of 
nearly  30%,  while 
the  stock  has  risen 
3%  in  the  past 
year's  down  mar- 
ket, to  about  $66. 
That's  quite  a 
comeback  from  the 
tough  times  of  just 
three  years  ago. 

Yet    trying    to 
beat   the   odds   is 


nothing  new  for  Sanders,  who  owns  eight 
thoroughbred  horses.  After  coming  to  Kim- 
berly-Clark's  infant-care  unit  in  1987,  the 
lanky  former  Illinois  Institute  of  Technology 
basketball  player  scored  big  by  helping  de- 
velop what  is  now  one  of  the  company's  best- 
selling  products,  Huggies  Pull-Ups.  He  be- 
came ceo  in  1991,  chairman  in  1992,  and 
oversaw  a  major  restructuring  while  digesting 
the  $9.4  billion  acquisition  of  Scott  Paper  Co. 
Performance  suffered  during  that  time, 
but  Sanders  turned  the  situation  around  by 
focusing  on  just  three  categories:  tissues,  per- 
sonal care,  and  health  care.  And  Kimberly- 
Clark  has  managed  to  up  its  market  share  in 
those  fields,  despite  difficulties  posed  by  a 
weak  euro  and  rising  oil  and  pulp  prices. 
"Our  competitors  have  not  done  well  in  this 
environment,"  says  Sanders.  "We  view  this 
as  an  opportunity  to  continue  to  take  market 
share."  And,  perhaps,  become  as  big  as  P&G. 


KEY  ACCOMPLISHMENTS 


•^Invested  big  in  logistics  technology, 
cutting  costs  by  $275  million  over  the 
past  two  years 

-»  Profits  should  grow  9.6%  in  2000,  to 
$1.98  billion 


MANAGERS 
TO  WATCH  IN 

2001 


Andrea  Jung 

AVON  PRODUCTS 

Jung,  42, 
has  ordered 
a  complete 
makeover. 
She  wants  to 
push  e-tail- 
ing  and  a  string  of  mini- 
boutiques  in  J.C.  Penney 
and  Sears  stores.  But  the 
retail  partnerships  will  be 
tough  to  pull  off.  For 
now,  CEO  Jung's  success 
is  still  very  much  in  the 
hands  of  the  Avon  repre- 
sentatives. 

David  Wetherell 


CMGI 

In  1999,  we 
crowned 
Wetherell, 
46,  the  "In- 
ternet evan- 
gelist." Last 
year,  he  was  taken  to  the 
woodshed  as  the  Internet 
incubator's  once  high-flying 
stock  collapsed.  Wetherell 
recently  asked  the  board  if 
he  should  step  down.  The 
board  said  no.  This  fallen 
dot-com  guru  may  need  a 
new  mantra. 

Pekka  Ala-Pietila 


NOKIA 

tls  there  life 
beyond  cell 
phones  for 
Nokia?  Pekka 
Ala-Pietila, 
43,  its  vi- 
sionary president,  has 
spent  months  in  Silicon 
Valley  exploring  Web  ap- 
plications. That  direction 
pits  Nokia  against  other 
big  tech  stars.  But  if  he 
pulls  it  off,  Ala-Pietila 
may  eventually  succeed 
CEO  Jorma  Ollila,  50. 
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David  S.  Pottruck  and 
Charles  R.  Schwab 


CHARLES  SCHWAB 

Charles  R.  Schwab  and  David  S.  Pot- 
truck  want  to  do  more  than  just  op- 
erate the  nation's  largest  online  bro- 
kerage. Don't  get  them  wrong:  Providing 
discount    trading    services    for    Middle 
America  has  been  satisfying,  not  to 
mention  financially  rewarding.  But 
the  co-ceos  of  Charles  Schwab 
Corp.  think  the  firm  can  do  bet- 
ter. They'd  like  to  cater  to  an  up- 
market clientele,  folks  with  a  few 
million  to  invest.  They  want  to 
court  serious  online  traders,  and 
keep    their    Main    Street    cus- 
tomers happy.  "We're  trying  to 
address  all  kinds  of  needs,"  says 
Pottruck. 

No  one  ever  said  Schwab  and 
Pottruck  lack  ambition.  They've 
been  co-CEOs  for  three  years,  an 
arrangement    that    both    in- 
vestors and  analysts  say  works 
surprisingly  well.  Schwab,  63, 
^^       sets  the  direction  of  the 
E^      company  with  the  passion 
you'd  expect  of  a  man 
who  has  been  building 
his  namesake  firm  for 
i      almost  three  decades. 
^      Pottruck,      52,      is 
Schwab's  heir  ap- 
parent and  runs 
the     day- 


•' 


to-day  operations  with  the  energy  that  bel 
the  honorary  captain  of  the  U.S.  wreslli 
team  at  the  Sydney  2000  Olympics. 

The   pair   surprised   rivals   in  2000 
shelling  out  a  cool  $2.7  billion  for  U.S.  Tri 
Corp.,  a  147-year-old  company  that  is  a  t 
estate  planner  for  the  wealthy.  Three  we<  \ 
later,  Schwab  and  Pottruck  said  they  woi 
pay  $488  million  for  CyberCorp  Inc.,  a  Tej  I 
brokerage    that    offers    active    onli 
traders    sophisticated    quotes    and    stcpJ 
screening  tools. 

The  pair  isn't  afraid  to  move  fast  whip-"' 


KEY  ACCOMPLISHMENTS 


♦  Revenue  should  jump  to  $5.8  billion 
in  2000,  up  47% 


■♦Increased  number  of  accounts  by 
17%,  to  more  than  7.4  million 


conditions  change,  either.  In  mid-Decemfc 
with  the  market  tanking,  Schwab  and  P 
truck  took  swift  action.  They  slashed  th  Kl 
own  salaries  in  half,  cut  executives'  salar  » 
for  two  months,  and  encouraged  employees  nl 
take  unpaid  leave.  With  the  market  in  t 
moil,  2001  is  likely  to  be  an  even  bigger  t  % 
of  this  pair's  management  prowess. 


Li  Ka-shing 


HUTCHISON  WHAMPOA 

In  Hong  Kong,  72-year-old 
Li  Ka-shing  is  called  Su- 
perman. The  soft-spoken, 
mild-mannered   Li  is  one  of 
the  few  Asian  tycoons  who 
has  managed  to  move  suc- 
cessfully outside  a  protected 
home  market.  His  conglom- 
erate, Hutchison  Whampoa 
Ltd.,  is  the  world's  largest 
independent  port  operator, 
with  facilities  everywhere 
from  China  to  Panama  to 
Britain.  Control  of  Cana- 
da's Husky  Energy  Inc. 
k        has  given  Li  a  big  boost 
from    rising   oil    prices. 
And  his  decision  to  sell 
his  stake  in  the  British 
telecom  company  Orange 
PLC  in  late  1999  sparked  a  rush  into  1 
ropean  telecoms.  By  the  time  the  dj 
making  was  complete  in  February, 
and  other  Hutchison  shareholders  1 
netted  a  $22  billion  profit, 

Despite  his  foothold  in  such  in 


bm  McKillop 


TRAZENECA 

"IT  Then  Sweden's  Astra  merged  with 
A/  Britain's  Zeneca  in  April,  1999,  to 
1  T  create  the  world's  No.  5  drugmaker, 
ne  critics  wondered  whether  newly  ap- 
ntcd  ceo  Tom  McKillop  was  up  to  the 
k.  After  all,  the  30-year  Zeneca  veteran,  a 
mist  with  a  PhD,  had  never  run  a  big 
poration.  In  fact,  while  growing  up  in  Glas- 
v,  the  miner's  son  never  figured  he  would 
•ome  a  businessman.  But  he  has  surprised 
doubters — and  himself. 
McKillop,  57,  who  says  he  functions  on  just 
r  hours  of  sleep,  completed  the  new  com- 
ly's  integration  in  a  whirlwind  80  days. 
die  other  drug  megamergers — such  as 
tain's  Glaxo-Smith- 
ne — are  still  works 
progress,    Astra- 


manager,  found  few  turf  battles.  He  even 
managed  a  public  spin-off  of  the  company's 
agrochemical  business  in  conjunction  with  ri- 
val Novartis. 

McKillop  has  big  hopes  for  such  new  prod- 
ucts as  schizophrenia  drug  Seroquel  and 
prostate-cancer  treatment  Casodex.  Generic 
versions  of  the  compa- 


KEY  ACCOMPLISHMENTS 


leca  PLC  is  already 
lizing  big  savings 
m  its  merger.  It 
ped  that  McKillop, 
o  prides  himself  on 
ng  a  plainspoken, 
nonsense,  hands-on 


■^Successfully  spun  off  agrochemicals 
business  to  focus  on  high-margin 
pharmaceuticals 

->  Realized  merger-related  savings  of 
$600  million  in  2000 


ny's  blockbuster  ulcer 
treatment  Prilosec  will 
be  available  in  2001. 
"You  have  to  reinvent 
the  business  every 
decade,"  he  says.  This 
is  one  scientist  who  is 
not  stuck  in  the  ivory 
tower. 


businesses,  Li  heads  an  old-fashioned  con- 
nerate  that  mixes  East  with  West.  The 
ipany's  modest  dining  room  at  Hutchison 
lse  in  Hong  Kong's  central  business  dis- 
t  is  decorated  with  English  landscape 
itings,  reminders  that  Hutchison  was 


British-owned  until  Li  snatched  it  up  two 
decades  ago.  Although  the  table  is  still  set 
with  English  silver,  the  menu  is  Chinese.  In- 
deed, Li  runs  the  group  like  a  Chinese  pa- 
terfamilias, with  eldest  son  Victor  on  the 
board.  His  other  son,  Richard,  head  of  Pacific 
Century  CyberWorks,  stepped  down  recently. 
Li,  a  refugee  from  China  who  started  out 
selling  plastic  flowers  in  the  1950s,  isn't  hung 
up  on  telecoms,  either.  He  is  a  cold-blooded 
asset  swapper.  After  a  hard-won  battle  for  a 
German  telecom  license,  Li  backed  out  of  the 
deal  in  August,  saying  it  was  too  costly.  Since 
then,  telecom  stocks  around  the  world  have 
tumbled.  Li's  ability  to  sniff  out  good  deals 
and  walk  away  from  bad  ones  has  made 
Hutchison  one  of  Hong  Kong's  largest  com- 
panies. And  although  he  operates  in  a  privi- 
leged environment  at  home,  Li  has  proven 
that  he  can  do  well  in  the  wider  world,  too. 


KEY  ACCOMPLISHMENTS 


^ Hefty  war  chest  of  some  $25  billion 
in  cash  and  stock  gives  Hutchison 
firepower  for  a  new  round  of  acquisitions 

->  Company  has  returned  an  average 
27.3%  a  year  to  shareholders  over  the 
past  decade 


MANAGERS 
TO  WATCH  IN 

2001 


Gary  Wendt 


The  finan- 
cial-services 
company 
paid  more 
than  $100 
million  to 
hire  General  Electric  Co.'s 
star  alumnus.  But  CEO 
Wendt,  58,  hasn't  deliv- 
ered a  quick  turnaround. 
He  slashed  jobs  and  jetti- 
soned five  lines  of  busi- 
ness, but  more  fixes  are 
needed  to  pull  Conseco 
out  of  the  red. 

Steven  Jobs 


APPLE  COMPUTER 

Jobs,  45,  led 
a  remarkable 
turnaround 
from  death's 
door.  But 
lately  Apple 
has  stunned  Wall  Street 
with  weak  sales  of  its 
sleek  G4  cube  and  of 
computers  to  schools. 
CEO  Jobs  needs  to  show 
that  he's  got  more  an- 
swers up  his  sleeve  or  it 
could  be  curtains  for  this 
magic  act. 

Michael  Armstrong 


AT&T 


mm 


After  buying 
up  cable  as- 
HP  sets,  Arm- 

&L  strons- 62- 

found  out 
that  his 
huge  long-distance 
phone  business  was  de- 
clining faster  than  ex- 
pected. That  hit  over- 
shadowed gains  in 
wireless  and  other  new 
ventures.  Now,  Armstrong 
must  manage  his  way 
out  of  the  muddle. 
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Martha  Stewart 


MARTHA  STEWART  LIVING  OMNIMEDIA 

Who  but  Martha  Stewart  could  face  a 
room  full  of  Wall  Street  analysts 
and  describe  her  company  as  "viva- 
cious"? But  don't  be  fooled  by  Stewart's 
warm  and  fuzzy  approach  to  numbers.  The 
doyenne  of  all  things 


erage  of  20%  for  t 
year,  Martha  Ste 
art  stock  was  ho 
ing  steady. 

Stewart,  founc 
and  ceo,  has  a  sij( 
pie  sense  of  miss 
for  her  compa 
"We  are  the  leadi 
authority  for  t 
home,"  she  sa 
But  that  can  be 
pretty  broad  ms 
date.  More  than 
year  after  going  pi  1 1 
lie,  her  company 
expanding  its  re£ 
well  beyond  t 
garden  and  kitch 
Her  recent  hoh 
TV  special  featur 
singer  Tony  Benne 
Back  in  Augu 
Stewart,  59,  travel 
to  Alaska's  Yuk< 
strapped  on  a  pair 
crampons,  and  w 
cameras  rolling  w( 
ice  climbing.  She  a 
went  dog  sleddi 
with  a  top  mush 
Of  course,  bei 
Martha,  she  to 
time  out  to  ma  In, 
sourdough  waffl 
using  a  recipe  dati 
from  Alaska's  G( 
Rush.  Footage  of  t  ) 
trip  aired  on  her  d 
ly  TV  show. 

What  investc 
particularly  like  is  Stewart's  ability  to  £ 
the  most  out  of  her  content.  Just  as  s 
would  never  let  a  scrap  of  cookie  dough  go 
waste,  Stewart  has  learned  to  stretch  inf< 
mation  over  several  media.  Material  fro: 
special  Halloween  issue  of  her  magazine  re; 
peared  on  her  TV  show,  Web  site,  and  syn! 
cated  newspaper  column.  "That  strategy 
lows  her  not  to  be  dependent  on  o] 
medium,"  says  Merrill  Lynch  &  Co.  anal 
Karl  Choi.  "It  shou 


domestic  had  plenty  of 
good  news  to  share  at 
the  recent  meeting 
outlining  the  accom- 
plishments of  Martha 
Stewart  Living  Omni- 
media.  Revenues  were 
expected  to  climb  20% 
in  2000.  And  while 
other  media  compa- 
nies' shares  fell  an  av- 


KEY  ACCOMPLISHMENTS 


->  Profits  in  2000  are  expected  to  jump 
by  73%,  to  $20  million,  on  sales  of 
$286  million 

->  Introduced  Martha  Stewart  Everyday 
Kitchen,  a  housewares  line  for  Kmart 
Corp.  with  700  products  from  cookware 
to  cutlery 


be  a  model  for  othe 
companies." 

Meanwhile,  Stewl 
art  is  continuing  tq 
develop  more  mag-j 
azine  and  TV  spe-1 
cials.  She  shows  nol 
signs  of  slowing  al 
she  cooks,  plants,  ;i| 
mushes  her  way 
medi.-i  moguldom. 
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erbert  D.  Kelleher 


JTHWEST  AIRLINES 

^  EO  Herbert  D.  Kelleher  hasn't  stopped 
having  fun  since  1971,  the  year  he 
J  helped  start  Dallas-based  Southwest 
lines  Co.  Neither  have  his  investors,  who 
;  Southwest  shares  nearly  double  in  price 
,  year,  recently  hitting  $31.  In  an  industry 
afuod  with  passenger  discontent  and  labor 
jbles,  the  short-hop,  low-fare  carrier  has 
ned  a  profit  every  year  for  the  past  28 
rs.  It  also  has  never  laid  off  anyone  and 
become  an  icon  of  offbeat  customer  ser- 
;.  Its  flight  attendants,  for  example,  some- 
es  sing  the  flight  safety  instructions. 


KEY  ACCOMPLISHMENTS 


I  Profits  in  2000  should  rise  more  than 
)%,  to  about  $622  million,  with  an 
1%  operating  margin,  more  than  double 
e  industry  average 


•  Southwest's  unit  costs  remain  the 
/vest  among  the  big  carriers  and  some 
)%  below  the  industry  average 


oger  A.  Enrico 


'SICO 

">|  ould  Roger  A.  Enrico  really  be  willing 
to  give  up  the  limelight?  At  56,  Enrico 
-^  still  enjoys  a  good  late-night  party, 
»ning  Sinatra  tunes  on  the  karaoke  ma- 
chine that  PepsiCo  Chief  Financial  Officer 
Indra  K.  Nooyi  gave  him — and  run- 
ning the  world's  second-largest  soft 
drink  concern.  But  when  Enrico  an- 
nounced PepsiCo's  $13  billion  acqui- 
sition of  Quaker  Oats  Co.  in  Decem- 
ber, he  surprised  many  by  saying 
that  he  would  step  down 
as   ceo  in  the   spring, 
when  the  Quaker  deal 
was  done.  He  will  be- 
come one  of  two  Pepsi- 
Co vice-chairmen,  leav- 
ing the  corner  office 
about  18  months  earli- 
er than  he  had  planned. 
While  he  works  on 
improving  investor  rela- 
tions and  pushing  Pepsi- 
Co    into     China,     his 
successor,      President 
Steven  S.  Reinemund, 


Nurturing  the  "Southwest  spirit"  may  be- 
come a  little  tougher  in  2001.  Southwest's  ca- 
pacity is  expected  to  grow  by  10.5%,  in  part 
because  it  is  adding  more  long-haul  flights. 
Still,  the  chain-smoking  Kelleher,  who  suc- 
cessfully battled  prostate  cancer  last  year  ("I 
don't  smoke  with  my  prostate,"  he  jokes)  is  a 
shrewd  manager  who  can  spot  an  opportunity 
anywhere.  Since  it  began  operations,  South- 
west has  dropped  service  in  only  two  cities. 
It's  not  a  slowing  economy  or  high  fuel  prices 
that  make  him  nervous.  "What  I  worry  about 
at  night  is  messing  things  up  ourselves,"  he 
says.  That's  not  likely  if  Kelleher,  69,  has  a 
say.  After  all,  it  wouldn't  be  any  fun. 


will  be  running  the  company.  Deciding  who 
would  be  the  next  ceo,  Enrico  says,  was  one 
of  his  most  important  responsibilities. 

Enrico,  who  came  to  PepsiCo  in  1971  and 
became  ceo  in  1996,  has  had  a  great  run. 
His  dealmaking  prowess  in  beating  out  Coca- 
Cola  Co.  for  Quaker  Oats  and  his  overall 
marketing  savvy  has  helped  boost  PepsiCo 
stock  36%  this  year.  But  he  says  he  had  nev- 
er planned  to  be  the  boss:  "I  thought  it  would 
be  boring.  I  thought:  'ceos,  they  have  nothing 
to  do.  The  president  runs  the  company.'  It 
was  a  lot  more  exciting  than  I  bet  on."  Enri- 
co does  expect  ultimately  to  launch  a  post- 
Pepsi  career.  But  don't  ask  him  what  it  will 
be.  "If  I  planned  it  now,"  he  says,  "it  wouldn't 
be  much  of  an  adventure."  If  it's  half  as  good 
as  the  Pepsi  adventure,  it  won't  be  bad  at  all. 


KEY  ACCOMPLISHMENTS 


->  Operating  profit  for  2000  should  be 
up  across  all  business  lines,  from  Pepsi- 
Cola  North  America,  up  8%  for  the  year, 
to  Tropicana,  up  32% 

•*  Bested  nemesis  Coke  in  acquisition  of 
edgy,  fast-growing  SoBe  beverages.  Then 
did  it  again  with  a  $13  billion  deal  to 
purchase  Quaker  and  its  Gatorade  brand 


MANAGERS 
TO  WATCH  IN 


2001 


Daniel  Carp 

EASTMAN  KODAK 

Kodak's  film 
business  has 
tailed  off 
sharply  and 
the  company 
has  scaled 
back  profit  expectations. 
Carp,  52,  will  keep  trying 
to  build  new  technologies 
to  boost  digital  and  tradi- 
tional imaging.  But  if  the 
picture  doesn't  brighten 
soon,  he  may  have  to 
change  course. 

Craig  Barrett 


INTEL 

Barrett,  61, 
is  trying  to 
diversify  the 
chipmaker 
into  services 
and  commu- 
nications businesses.  And 
for  good  reason:  Micro- 
processor sales  growth  is 
flattening.  But  Intel  has 
suffered  a  string  of  sna- 
fus, and  CEO  Barrett's 
strategy  has  to  pay  big- 
ger dividends. 

Jiirgen  Schrempp 
Dieter  Zetsche 


DAIMLERCHRYSLER 

Could  things 
get  worse  for 
CEO  Schrempp, 
56?  His 
takeover  of 
^f^i   Chrysler  looks 

^fcfrd  ug'|er  by tne 

^&r^  day.  Zetsche, 
Pt     47,  his  man 
^^^™  on  the  ground 
in  Michigan,  is  slashing 
costs.  But  losses  could 
mushroom  if  the  U.  S. 
auto  downturn  acceler- 
ates. Their  machine  is 
sputtering. 
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WHAT  A  GREAT  LOCATIO) 


Introducing  the  e-marketplace  alliance:  IBM,  i2  and  Ariba.  Three 


\       A\  i^i        Eh         ItI  AY  IT   liV  Ca    I  La  A"\'V#  Eh 


st  names  in  e-business  working  together  to  help  make  your  business 
efficiently  —  whether  you  buy  or  sell  ships,  sleds  or  seafood.  It's  b2b*3. 


www.ibm-i2-ariba.com  or  call  877  426  2676;  priority  code:  emarketl 


The  Top 

Managers 


Airbus,  the  consor- 
tium of  European 
aerospace    compa- 
nies   based    in    Toulouse, 
France,  has  too  often  re- 
sembled   the    proverbial 
horse  designed  by  a  com- 
mittee. But  Noel  Forgeard 
has  taken  a  big  stride  to- 
ward transforming  this  in- 
dustrial camel  into  a  swift- 
winged  Pegasus.  With  his 
diplomatic  and  managerial 
skills,  Airbus  has  pulled 
even  with  archrival  Boe- 
ing to  command  half  the 
global  market  for  commer- 
cial aircraft.  And  with  a 
long-needed  management 
overhaul      under      way, 
Forgeard  is  now  ramp- 
ing up  Airbus  to  produce 
the    A380,    the    world's 
largest  commercial  air- 
craft, by  2006. 

Forgeard  got  the  top 
spot  at  Aii-bus  in  ear 
ly  1998.  Much  of  his 
on-the-job    train- 
ing,      however, 
came     during 


11  years  at  Lagardere  Group,  a  French  cc 
glomerate  with  interests  ranging  from  pi 
lishing  to  missiles.  There,  he  learned  how 
forge  joint  ventures  between  traditionally 
cretive  European  and  U.S.  defense  comf 
nies.  Says  a  former  Lagardere  colleague:  "I 
appears  low-key,  but  he  can  be  very  toug 
and  when  he  has  set  a  goal,  nothing  can  dl 
tract  him  from  it.  He  has  an  impre 
sive  ability  to  set  priorities,  to  foe 
on  his  goals,  and  then  set  up  a  ve  m/ 
strong  team  to  achieve  these  goals."  '  r. 
With  his  keen  political  sensitiviti*  ^ 
Mr       Forgeard  has  also  defused  cros 
/ -..  border  rivalries  at  Airbus,  allottii 

I        construction  projects  so  that  all  natio    ■ 
feel  they  have  been  treated  equitab  ttr 
Formerly  a  loose  alliance  of  Britis  p 
French,  German,  and  Spanish  compani<  p 
Airbus  became  a  unifi  p 
company  on  Jan.  1,  20(  |-fl 
80%-owned  by  the  Eui  ton 
pean  Aeronautic  Defen  Ids 
&  Space  Co.  (eads)  ai  m 
20%-owned    by    Britaii  lidn 
BAE  Systems. 

Forgeard  has  honed  A  bit 
bus'  competitive  edge    |pa 
improving  productivity  a 
attracting  top  engineeri: 
and  marketing  talent.  A 
even  as  Airbus  booked  mi 
record  $25  billion  in  orders  in  2000,  Forgea  1 
pushed  ahead  with  an  audacious  $10.7  billi  Lna 
plan  to  build  a  jet  that  will  be  one-third  lai 
er  than  the  Boeing  747.  Forgeard  predi<  \> 
that  the  new  jet,  formerly  known  as  the  A3:  p 
will  soon  replace  the  747  as  the  aircraft   ran 
choice  on  long-haul  routes.  "We  will  inti  lib 
duce  a  new  way  of  flying,"  he  promises.      He 
Forgeard  will  have  to  keep  up  his  powt  i:» 
of  persuasion  in  2001.  Although  Airbus     I 
ready  has  already 
booked  50  orders 
for    the    A380,    it 
needs  to  sell  250 
jets  to  break  even. 
Meanwhile,  the 
new  Bush  Admin- 
istration is  likely 
to   back   Boeing 
complaints   that 
Airbus  gets  unfair 
trade   subsidies 
the    form    of 
low-interest  loans 
from    European 
governments.  De- 
fusing that  issue 
will  be  just  anoth- 
er   test    for    the 
high-flying  indus- 
trial diplomat. 
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mold  B.  Zetcher 


.BOTS 

n  a  year  that  many  retailers  would  rather 
forget,  Talbots  Inc.  stood  out  as  clearly  as 
its  trademark  bright-red  doors.  Sales  of  its 
•isic  outfits  for  women  soared  21%  through 
vember.  And  with  a  staggering  70%  of  its 
:hes  selling  at  full 


fitting  that  ceo  Arnold  B.  Zetcher,  the  man 
responsible  for  this  outsize  performance,  is 
hardly  a  typical  retailer.  In  an  industry  noto- 
rious for  job-hopping,  Zetcher,  60,  has  been  at 
the  helm  of  Talbots  since  1988.  And  in  con- 
trast to  his  more  flamboyant  colleagues, 
Zetcher  is  mild-mannered  and  almost  mad- 
deningly methodical.  He  spent  months  tin- 
kering with  the  prototype  of  Talbots.com,  for 
instance.  It  was  his  idea  to  substitute  a  shop- 
ping bag  for  the  usual  shopping  cart  icon, 
and  to  feature  those  red  doors  on  the  "splash 
page."  The  online  store,  which  opened  in  late 
1999,  has  been  profitable  from  the  start. 

Zetcher  sees  plenty  of  room  for  the  Talbots 
brand  to  grow.  He's  charging  into  the  under- 
served  market  for  larger  women.  He  points 
out,  however,  that  the  most  common  sugges- 
tion he  gets  is  to  move  Talbots  into  men's 
clothes.  Zetcher  says 


:e — even  as  the  de- 
•tment  stores  of- 
id  deep  discounts — 
apany  earnings 
uld  rise  85%  in  the 
al  year  ending  in 
uary. 
So  perhaps  it's  only 


KEY  ACCOMPLISHMENTS 


->  Same-store  sales 
November 


soared  18%  through 


->  Stock  price  rose 
2000,  to  40 


more  than  80%  in 


he  sees  "significant  po- 
tential" in  the  idea, 
but  he  isn't  about  to 
make  a  rash  decision. 
After  all,  when  you 
have  a  classic  formula 
that  works,  you  tinker 
with  care. 


aniel  J.  Warmenhoven 


TWORK  APPLIANCE 


aniel  J.  Warmenhoven,  the  chief  execu- 
tive of  eight-year-old  Network  Appli- 
ance Inc.,  may  be  reprising  the  role  of 
n  Chambers.  A  decade  ago  Chambers'  Cis- 
Systems  Corp.  began  beating  up  on  IBM 
a  faster,  cheaper  ways  to  tie  computers  to- 
her.  Now,  Warmenhoven  is  poised  for  a 


similar  run  against  mighty  rival  EMC  Corp.  A 
veteran  of  IBM  himself  and  also  Hewlett- 
Packard  Co.,  Warmenhoven,  50,  is  brilliantly 
executing  a  strategy  to  exploit  a  more  cost- 
effective  way  to  store  and  distribute  computer 
files.  While  EMC  sells  $1  million-plus,  main- 
frame-style products  that  store  files  and  Net 
traffic,  NetApp  makes  under-$200,000  devices 
for  particular  storage  jobs — say,  caching  Net 
content.  Under  Warmenhoven's  leadership, 
NetApp  has  posted  20  straight  quarters  of 
70%-plus  growth.  "We  kick  their  butt  all  the 
time,"  he  says.  For  its  part,  emc  says  it'll 
overtake  NetApp  in  its  core  market  by  2002. 
Warmenhoven's  strength  is  coupling  Net- 
style  hypergrowth  with  old-school  business 
discipline.  He  has  religiously  invested  in  sales 
to  capture  more  of  the  booming  storage  busi- 
ness. Says  Merrill  Lynch  &  Co.  analyst  Steve 
Milunovich:  "He's  not  some  dot-com  guy,  going 
for  the  short  term.  He's  building  for  the  long 
term."  And  that  may  be  a  problem  for  emc. 


KEY  ACCOMPLISHMENTS 


->  Though  shares  were  hammered  in  recent 
tech  sell-off,  stock  was  still  up  50%  for  2000 

->  Expanded  in  two  directions,  with  new 
higher-capacity  gear  to  go  head-to-head 
with  EMC  and  smaller  machines  used  to 
cache  Net  traffic  around  the  globe 


MANAGERS 
TO  WATCH  IN 

2001 


Thomas  Middelhoff 


BERTELSMANN 


CEO  Middel- 
hoff, 47, 
placed  his 
boldest  bet 
when  he 
teamed  up 
with  renegade  music  ser- 
vice Napster.  Middelhoff 
hopes  to  turn  it  into  a 
paid  subscription  service 
distributing  all  sorts  of 
online  media.  But  can  he 
convince  other  big  music 
labels  to  play  nice  with 
Napster? 

James  Dimon 


BANK  ONE 

The  former 
Citigroup 
honcho  rode 
to  Bank 
One's  rescue 
with  a  long 
to-do  list.  He  has  to  trim 
costs  and  revive  a  once- 
stellar  credit-card  arm,  all 
while  credit  is  tightening. 
CEO  Dimon,  44,  may 
also  have  to  dodge  ac- 
quisitive rivals  who  are 
tempted  by  Bank  One's 
depressed  stock  price. 

William 
Harrison  Jr. 


CHASE  MANHATTAN 


LI 


57, 


Harrison, 
has  the 
daunting  job 
of  knitting 
together 
Chase  with 
white-shoe  investment 
bank  J.  P.  Morgan  &  Co. 
He  wins  high  praise  from 
J. P.  Morgan  execs.  That 
may  mean  that  the  CEO 
can  ease  culture  clashes 
and  pull  off  a  rare  con- 
vergence of  bankers. 
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KEY  ACCOMPLISHMENTS 


->  Income  was  up  30%,  to  $9.7  billion, 
on  revenues  of  $50.6  billion  through 
September,  2000. 

->  Expanded  overseas.  Now  about  25% 
of  revenues  for  Salomon  Smith  Barney 
unit  come  from  outside  the  U.S. 


t  this  year's  Alvin  Ailey  American  Dance 
Theater  benefit,  Citigroup  CEO  Sanford  I. 
Weill  danced  cheek-to-cheek  with  his 
wife,  Joan,  who  chairs  the  foun- 
dation. The  dance  floor  was  filled 
with  luminaries  from  business, 
the  arts,  and  politics,  including 
Jesse  Jackson.  In  the  low  light 
of  the  hotel  ballroom,  you  could 
just  make  out  an  enameled  pin 
on  Jackson's  lapel — a  red  um- 
brella, Citigroup's  logo.  The  long 
arm  of  Sandy  Weill,  it  seems, 
reaches  everywhere. 


Nonstop  drive  has  ser 
Weill  well.  At  67,  an  age  w 
most  executives  are  read; 
put  in  some  quality  tim« 
the  golf  links,  he  is  more     " 
ble    than    ever.    The    h    L 
driving  Weill  made  Citigi 
his  own  in  2000,  elbowing  ^ 
co-ceo  John    Reed    and    t 
stalling  his  numbers-obse   ) 
loyalists  in  key  spots.  It    i 
also  the  year  Citigroup  s  is-i 
rose  by  20%,  to  a  recent  $  *i 
share.  Now  that  he's  tj  w\ 
full  control,  Weill  must  n  m 
Citigroup  perform  at  peak  [par 
tential.  Created  in  1998  i  rs 
the  merger  of  his  hardscra  >  [ft 
Travelers  Group  Inc.  and  idu 
old-line  bank  Citicorp  Inc. 
colossus  spans  100  coun 
and  serves  over  100  mi 
customers. 

Weill  has  been  workin 
ward      this      moment 
decades.   In  the   1960s 
Brooklyn  native  built  u 
curities  firm  Shearson 
Rhodes.  After  selling  i 
American    Express    Co 
1981,  he  bought  Comme 
Credit  Co.,  an  ailing  fin 
company,  then  added  Am 
esque       financial       plai 
Primerica,  insurer  Trave 
and  Salomon  Smith  Bai 
creating  one  of  the  best 
forming       financial-sen 
firms  in  the  business.  Tht 
billion  merger  with  Citi 
unprecedented  in  the  b 
ing  business.  But  since 
some  of  the  biggest  pla   kj 
have     followed     Citigrc 
lead;  most  recently,  Chase  and  J.  P.  Mo 
said  in  September  they'd  merge. 

Of  course,  Weill  didn't  get  everythin| 
wanted  in  2000.  Longtime  Weill  loyalist 
Lipp  left  in  December  to  pursue  philant 
ic  work.  Citigroup's  $85  billion  purcha 
lender  Associates  First  Capital  Corp.  e 
jeers  from  activists,  who  challenged  its 
tice  of  targeting  low-income  households 
high  interest  rate  loans.  And  critics  0] 
worry  that  Weill  doesn't  have  a  succe 
plan  in  place.  But  that  may  just  be  his 
to-the  vest  way  of  doing  things.  "He's 
much  strategically  focused  on  where  th 
stitution  needs  to  go,  even  t  hough  he  <1« 
always  articulate  it,"  explains  his  C0-< 
former  U.S.  Treasury  Secretary  Robert 
bin.  And  why  should  he?   His  track  n 
speaks  loud  and  clear. 


Wrti 


'■! 
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Charles  F.  Knight 
)avid  N.  Farr 


IERSON 

*~>J  eneral  Electric  Co.'s  John  F.  Welch 

---wasn't  the  only  long-tenured  corpo- 

*_J  rate  giant  to  announce  his  retirement 

;t  year.  After  27  years  at  the  helm  of  St. 

mis-based  electronics  manufacturer  Emer- 

4  n  (formerly  Emerson  Electric  Co.),  Charles 

I    Knight  stepped  down  as  ceo  in  October. 

light  won  renown  for  keeping  alive  the 

mpany's  remarkable  record — 43  straight 

ars  of  earnings  increases.  When  Knight 

it  3k  the  top  job  in   1973,  after  a  year  as 

:e-chairman  and  a  career  at  his  father's 


KEY  ACCOMPLISHMENTS 


►Restructured  to  focus  on  the  network 
ower  market  serving  telecommunications 
nd  the  Internet 


►  Earnings  climbed  8%  to  $1.4  billion 
n  sales  of  $15.5  billion  for  year  ended 
ept.  30 


llel  Karmazin 


|0M 

/iacom  Inc.  President  and  Chief  Oper- 
ating Officer  Mel  Karmazin  quips  that 
his  biggest  role  in  last  summer's  cbs 
Survivor  was  to  fly  to  the  South  China 
a.  island  ahead  of  filming  and  chow  down  on 
•ouple  of  rats.  "They  wanted  to  make  sure 
*y  were  all  right  for  the  participants.  Hey, 
iat  can  I  say?  I'm  a  hands-on  manager." 


consulting  firm,  he  vowed  not  to  break  the 
the  winning  streak.  "I  was  determined  not  to 
be  second-string  at  anything  in  life,"  he  says. 

At  Emerson,  Knight  became  legendary 
for  his  quick  temper.  "If  someone's  not  well 
prepared,  he'll  get  torn  apart,"  says  Albert 
E.  Suter,  an  Emerson  executive.  That's  a 
trait  employees  won't  have  to  worry  about 
with  the  new  boss,  45-year-old  David  N. 
Farr,  the  former  chief  operating  officer.  "He 
won't  have  quite  as  much  temper  as  I  have," 
Knight  says  of  Farr.  "I  never  made  it  per- 
sonal, but  sometimes  it  got  carried  away." 

Knight  will  stay  on  at  the  company  as  chair- 
man, but  hell  have  more  time  for  one  of  his  fa- 
vorite hobbies:  duck  hunting.  Given  his  record 
of  hitting  targets  at  Emerson,  there  ought  to 
be  a  lot  of  nervous  ducks  in  Missouri. 


Rat  stew  notwithstanding,  it  was  a  daz- 
zling year  for  Karmazin  and  Viacom.  Viacom 
closed  on  its  $90  billion  acquisition  of  CBS 
Corp.,  where  Karmazin  was  once  a  radio  ad 
salesman.  It  spent  an  additional  $1.4  billion  to 
buy  18  radio  stations  from  Clear  Channel 
Communications.  Karmazin  then  scooped  up 
cable-TV  outfit  bet  Holdings  for  $3  billion. 
And  he  did  it  all  while  keeping  Viacom's 
share  price  stable  in  a  market  that  saw  many 
media  stocks  fall  20%. 

The  big  story  of  the  year  for  Viacom 
though,  was  Survivor.  Karmazin  approved  it. 
But  the  self-effacing  exec,  who  shuns  the 
celebrity  lifestyle  enjoyed  by  many  of  his 
peers,  credits  cbs  TV  President  Leslie 
Moonves  for  its  buzz.  With  both  the  Super 
Bowl  and  the  Australian-set  Survivor  II  air- 
ing on  Jan.  28,  Karmazin  hopes  2001  is  as 
good  as  2000.  Roast  snake,  anybody? 


KEY  ACCOMPLISHMENTS 


•^Closed  the  Viacom-CBS  merger, 
creating  a  media  colossus  with  combined 
sales  of  $24  billion 

■^Median  age  of  CBS  viewers  dropped 
nine  years,  from  53  to  44,  largely  on  the 
strength  of  Survivor 


MANAGERS 
TO  WATCH  IN 


2001 


George  David 

UNITED  TECHNOLOGIES 

David,  58, 
just  missed 
hitting  a 
grand  slam 
when  Gener- 
al Electric 
Co.  stole  Honeywell  Inter- 
national Inc.  from  him. 
Now  CEO  David  has  to 
improve  on  strong  perfor- 
mance in  elevator,  air- 
conditioner,  and  jet-en- 
gine businesses.  Can  he 
still  score  with  singles 
and  doubles? 

Douglas  Daft 


-v     I 


COCA-COLA 

This  is  the 
make-or- 
break  year 
for  Daft,  57. 
He  cut  staff 
by  20%, 
handed  authority  to  mid- 
dle managers,  and  is  try- 
ing to  push  more  noncar- 
bonated  drinks.  But  the 
board  killed  his  Quaker 
Oats  deal.  If  the  chief 
executive  can't  deliver  a 
turnaround  soon,  he,  too, 
may  be  history. 

Millard  "Mickey" 
Drexler 


GAP 

After  a  year 
of  poor  sales 
and  earnings, 
CEO  Drexler 
under  in- 
creasing 
pressure  to  fix  the  Gap. 
Its  three  retail  units  are 
stumbling  on  everything 
from  fashion  to  expan- 
sion. Several  top  execs 
have  also  left.  Drexler, 
56,  will  have  to  scramble 
to  get  back  on  course. 
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Roger  G.  Ackerman 
John  W.  Loose 


CORNING 

Roger  G.  Ackerman  has  accomplished 
what  executives  at  such  companies  as 
AT&T,  Kodak,  and  Xerox  haven't  been 
able  to:  He  has  transformed  a  lagging  giant  of 
the  Old  Economy  into  one  of  the  bright  stars 
of  the  digital  age.  When  Ackerman  took  over 
as  ceo  in  1996,  Corning  Inc.  was  best  known 
for  its  cookware.  Now,  as  he  steps  down,  it's 
the  world's  leading  supplier  of  optical  fiber 
and  other  high-tech  parts.  Put  another  way: 
Four  years  ago,  Coming's  market  value  was 
about  $9  billion;  today  it's  around  $50  billion. 
Ackerman,  62,  is  a  sort  of  stealth  revolu- 
tionary. The  engineer,  who  took  tolls  on  the 
New  Jersey  turnpike 


But  after  becoming  ceo,  he  decided  to  change 
Corning  fundamentally.  "We  weren't  winning 
with  the  hand  we  had,"  he  says.  First,  he 
sold  the  consumer  business,  including  Coming 
Ware,  a  cornerstone  of  the  company's  identi- 
ty. "We  had  agonized  over  that  [move]  for 
at  least  10  years,"  says  John  W.  Loose,  Ack- 
erman's  second-in-command. 

At  the  same  time,  Ackerman  invested  se- 
rious money  in  optical  fiber,  which  Corning  in- 
vented in  1970.  The  real  test  came  in  1998, 
when  the  Asian  financial  crisis  sent  fiber 
prices  plunging,  and  Coming's  stock  fell  two- 
thirds.  Many  ceos  would  have  retreated.  But 
Ackerman  stayed  the  course,  even  boosting 
R&D  spending  from  $175  million  in  1995  to 
$560  million  in  2000. 

Now  that  the  new  Corning  is  established, 
Ackerman  is  turning  over  his  job  to  Loose  on 
Jan.  1  and  completing  his  turn  as  Corning 
Chairman  in  June.  Like  Ackerman,  Loose  is  a 
lifer  who  has  been  at 


while  earning  his  de- 
gree from  Rutgers, 
joined  Corning  in  1962, 
toiling  in  such  prosaic 
businesses  as  ceramics 
and  medical  testing. 
He  has  lived  in  Corn- 
ing, the  tiny  upstate 
New  York  town  where 
the  company  is  based, 
for  some  two  decades. 


KEY  ACCOMPLISHMENTS 


-»  Sales  for  2000  expected  to  hit  $7 
billion,  up  40%,  while  earnings — before 
extraordinary  charges — catapulted  an 
estimated  75% 

•>  Despite  the  tech  slump,  Corning  stock 
is  selling  for  about  $58,  still  up  strongly 
from  a  year  ago 


Corning  since  1964. 
Before  becoming  pres- 
ident, he  headed  Com- 
ing's fiber-related  tele- 
com businesses,  which 
now  account  for  some 
75%  of  sales.  And  like 
Ackerman,  he  firmly 
believes  that  old  com- 
panies can  and  must 
reinvent  themselves. 


Arthur  Levitt  Jr. 


SECURITIES  &  EXCHANGE 
COMMISSION 

It's  hard  to 
name  a  big 
U.S.  compa- 
ny that  was 
not  affected 
by  Levitt  in 
2000.  From  restrictions 
on  auditors  acting  as  con- 
sultants to  a  ban  on  se- 
lective leaks  of  market- 
moving  information,  Levitt, 
69,  was  everywhere.  But 
come  February,  the  Chair- 
man steps  down. 

Charles  Jeffress 


OCCUPATIONAL  SAFETY  & 
HEALTH  ADMINISTRATION 

Jeffress  is- 
sued contro- 
versial er- 
gonomic 
standards  to 
prevent  work- 
place injuries  caused  by 
repetitive  motions.  Jef- 
fress, 52,  estimates  the 
regs  will  prevent  some 
460,000  injuries  a  year, 
saving  corporations  an 
annual  $9  billion.  But 
critics  say  complying 
could  cost  10  times  that. 

Joel  Klein 


FORMER  ASSISTANT 
ATTORNEY  GENERAL 


\A 


Klein,  54, 
who  resigned 
his  post  in 
October,  put 
the  bite  back 
in  antitrust 
enforcement.  He  won  more 
than  $1  billion  in  fines 
and  settlements.  He  sued 
amr's  American  Airlines, 
halted  MCI  WorldCom's 
merger  with  Sprint,  and, 
of  course,  won  a  court  or- 
der to  break  up  Microsoft. 
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Shopping  on  Madison  Avenue. 
(Tickets  to  a  Broadway  show. 

And  a  hot  dog  in  the  park.  |   Define  luxury  for  yourself. 


Lincoln  LS  |  Your  definition  of  luxury  is  your  own.  So,  experience  the  combination  of 
a  3.9  litre  32-valve  V8  with  near  50/50  weight  distribution.  And  see  how  much  fun 
avoiding  potholes  can  be.  Visit  lincolnvehicles.com,  or  call  800-688-8898. 


LINCOLN 

AMERICAN        LUXURY 


J 


They're  not 
only  creating 
products  in 
hot  demand. 
They  're  also 
building 
businesses  that 
seem  to  have 
stayingpower 


Special  Report 


JoMei  Chang 


VITRIA  TECHNOLOGY 

In  just  one  year,  48-year-old  JoMei  Chang 
has  gone  from  ceo  of  an  obscure  soft- 
ware maker  to  the  boss  of  one  of  the 
hottest  tech  properties  in  Silicon  Valley.  Her 
company,  Vitria  Technology  Inc.,  grew  more 
than  400%  in  2000,  to  an  estimated  $150  mil- 
lion, and  is  even  eking  out  a  profit. 

Vitria  is  the  culmination  of  years  of  re- 
search for  Chang,  who  moved  from  Taiwan 
to  the  U.  S.  in  1974  to  get  a  PhD  in  com- 
puter management  systems.  Vitria  makes 
the  software  that  acts  as  a  bridge  for  old, 
hard-to-replace  systems  to  accommodate 
Internet  software.  "They  are  counting 
on  us,"  Chang  says  of  her  clients.  There's 
still  work  to  be  done:  Wall  Street,  zero- 
ing in  on  small  tech  stocks,  has  battered 
Vitria  shares  recently.  But  the  company 
seems  to  have  found  a  niche.  Indeed, 
many  of  its  customers  wouldn't 
have  an  e-business  strategy  with- 
out Chang's  technology. 


Mark  J.  Levin 


MILLENNIUM  PHARMACEUTICALS 

Mark  J.  Levin  and  his  wife  are 
fixing  up  a  33-room  mansion 
in  Rhode  Island.  There's  also  a 
llama,  two  peacocks,  and  nine  African 
sika  deer  to  care  for.  But  those  proj- 
ects are  nothing  compared  to  Levin's 
transformation  of  tiny  biotech  startup 
Millennium  Pharmaceuticals  Inc. 
Levin,  50,  plans  to  use  the  knowledge 
contained  in  the  human  genome  to 
revolutionize  the  pharmaceutical 
industry.  Millennium,  which 
has  five  drugs  in  clinical  A 
trials,  will  market  its  d^ 
first,  for  leukemia,  | 
in  early  2001.  He 
has  raised  about 
$1.8  billion  from 
big  drug  companies  and 
others.  Some  of  that 
will  no  doubt  be  used 
to  buy  up  competi- 
tors and  extend 
the  house  that 
Levin  built. 


neurs 


d: 


Dan  Lauer 

1AYSTACK  TOYS 

an  Lauer,  39,  is  serious  about  toys.  In 
1988,  he  left  a  10-year  career  in  banking 
to  try  to  sell  a  line  of  water-filled  dolls 
he  had  designed.  After  some  700  submission 
letters  went  unanswered,  Lauer  raised  $250,000 
from  friends  and  family  to  make  and  distribute 
the  doll  himself.  His  Waterbabies  became  the 
second-biggest-selling  baby  doll  ever  and 
made  Lauer  a  millionaire.  Last  year  he 
launched  a  new  venture,  Haystack 
Toys.  It  uses  the  Internet 
to  talk  to  parents  about 
the  kinds  of  toys  they     (M 
want   to   buy   and   then 
scours    the    country    for 
great  ideas  that  fit  the  bill. 
His  first  line — including  child- 
size  butterfly  wings  and  plush 
fish — is  already  selling  out  at 
some    Zany    Brainy    and    fao 
Schwarz  stores. 


Gino  Tsai 


When  Gino  Tsai  added  a  sleek  alu- 
minum frame  and  neon-colored 
wheels  to  a  70-year-old  toy,  he 
inadvertently   created   the   must-have 
product  of  the  year:  the  Razor  Scooter. 
But  all  the  44-year-old  president  of  JD 
Corp.  wanted  was  a  quick  way  to  ne- 
gotiate his  sprawling  bicycle  factory 
floor  in  Chang  Hua,  Taiwan.  "My  legs 
are  too  short,  and  my  walking  speed 
always  seems  too  slow,"  he  says.  Tsai,  a 
mechanical  engineer,  was  quick  to  see 
the  potential.  In  the  summer  of  1998, 
he  took  the  scooter  to  a  convention  in 
Chicago.  Sharper  Image  Corp.  ordered 
4,000  of  them.  By  August,  1999,  jd 
could  not  keep  up  with  demand.  Tsai 
boosted  output  to  1  million  in  Novem- 
ber, 2000.  Last  year,  the  company  more 
than  doubled  its  1999  revenue  of  $40 
million.  Tsai  has  designed  a  battery-op- 
erated scooter;  a  longer,  more  stable  ver- 
sion; and  a  shorter  one  for  daredevils.  But 
Tsai  won't  sell  them  until  after  the  holi- 
days^— when  he  figures  the  fad  might  start 
to  fade. 
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The  JJ  Oy  Entrepreneurs 


For  these 
startups, 
execution, 
not  just  a 
good  idea, 
is  key 


Gururaj  Desphande 
and  Daniel  E.  Smith 


SYCAMORE  NETWORKS 

You  might  call  them  the  tech  world's 
dynamic  duo.  Gururaj  Desphande  and 
Daniel  E.  Smith  built  Cascade  Com- 
munications into  an  early  rival  of  Cisco  Sys- 
tems Inc. — then  sold  the  data-switch  company 
for  $3.7  billion  in  1997.  A  year  later,  they 
teamed  up  to  build  Sycamore  Networks  Inc., 
an  optical  networking  pioneer.  The  two  are  an 
odd  couple.  Desphande,  50  and  the  chairman, 
is  a  visionary  from  India.  Smith,  51  and  the 
CEO,  is  a  Harvard  MBA  who  served  on  a  Navy 
destroyer.  "People  are  surprised  at  how  well 
we  work  together,"  says  Desphande.  And 
how.  Sycamore  earned  $20  million  on  rev- 
enues of  $198  million  in  the  year  ended  July 
31.  And  despite  the  tech  stock  rout,  which 
trimmed  Sycamore's  shares  some  85%,  the 
company  is  still  worth  a  cool  $10  billion. 


David  G.  Neeleman 


JETBLUE  AIRWAYS 

When  a  new- 
bie  airline 
like  JetBlue 
Airways  Corp.  can  turn 
a  profit  and  win  praise 
from  the  legendary 
Herbert  D.  Kelleher, 
who  heads  up  South- 
west Airlines,  you  know 
it's  on  to  something  big. 
JetBlue  ceo  David 
G.  Neeleman,  41,  initial- 
ly raised  $128  million — 
a  record  for  a  startup 
airline.  A  devout  Mor- 
mon with  nine  children, 
he  started  flying  the 
low-fare,  low-cost  carri- 
er out  of  New  York's 
John  F.  Kennedy  Inter- 
national Airport  last 
February.  Now,  JetBlue 
is  filling  more  than  80%  of  its  seats,  and  il 
turned  its  first  profit  in  August.  No  wondei 
Kelleher  is  impressed.  "Keep  an  eye  on  Jet- 
Blue," he  says.  "That  could  prove  to  be  a  sue 
cessful  operation."  Maybe  even  a  competitor. 


Sunil  B.  Mittal 


BHARTI  TELECOM 

Sunil  B.  Mittal  transformed  his  small  bi 
cycle-parts  business  into  a  telephone- 
equipment  maker,  and  now  India's  pre 
mier  cellular  operator.  In  1994,  Bharti  Telecon 
Ltd.  resisted  bidding  on  government  licenses 
in  south  India.  But  by  1999,  many  rivals  hac 
faltered.  Mittal  spent  $225  million  for  thre 
licenses,  spurring  consolidation.  Impressed 
Singapore  Telecom  paid  $400  million  for  20*8 
of  Bharti.  Bharti  is  growing  at  50%  a  year 
and  unlike  most  competitors,  makes  a  profit 
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In  our  mission  to  help  families  all  across  the  country  live 

the  American  Dream  of  homeownership,  we  never  lose  sight 

of  our  family  right  here  at  home.  At  Fannie  Mae,  we've  made 

our  employees  a  top  priority.  By  fostering  a  diverse  work  force 
and  by  offering  world-class  benefits.  We  recognize  and  value 
every  individual's  unique  skills  and  perspectives.  And,  in  turn,  our 
diverse  work  force  helps  us  see  and  serve  new  markets,  making  us 
a  more  responsive,  responsible,  and  profitable  corporation.  Along 
the  way,  others  have  taken  notice  by  honoring  us  with  awards 
such  as  Fortune  magazine's  "America's  50  Best  Companies  for 
Minorities"  to  Money  Magazine's  "America's  Best  Company 
Benefits."  If  you'd  like  to  find  out  if  Fannie  Mae  could  be  the 
home  for  you,  visit  fanniemae.com/careers. 


SI  FannieMae 

www.fanniemae.com 


You  can  see  Fannie  Mae  breaking  down  barriers  all  across  America. 
You  can  also  see  us  doing  it  right  here  in  our  home. 


mffll 


Fortune*  magazine's  America's  50  Best  Companies  for  Minorities'1"  •  Fortune  magazine's  America's  Most  Admired  Companies  •  Money*  Magazine's  America's 

Best  Company  Benefits  •  Working  Mother™  magazine's  100  Best  Companies  for  Working  Mothers  •  Latina  Style'  magazine's  50  Best  Places  for  Latinas  to  Work 

for  in  the  U.S.  •  Computerworld's"  100  Best  Places  to  Work  in  IT  •  Asian  Enterprise's  Top  10  Best  Companies  for  Asian  Americans  •  Advocate*  magazine's 

Gay-Friendly  Companies  •  Working  Woman"  magazine's  Top  25  Companies  for  Executive  Women  •  Business  Ethics  magazine's  100  Best  Corporate  Citizens 


fanniemae.com/careers 


I1 

J 


THE  BLUES 


What  happens 
when  the  stock 
sinks,  tech 
tanks,  the  deal 
disintegrates? 
These  execs 
can  tell  a  few 
tales  of  woe 


Special  Report 


THE 

GOLDEN 

HANDSHAKE 


Getting  bounced  from  the 

corner  office  isn't  all  bad. 

These  five  former  CEOs 

hit  it  big  in  2000 

DOUG  IVESTER  walked 
away  from  Coca-Cola  with 
$120  million  severance  pay 
after  28  months 

JILL  BARAD  resigned  from 
Mattel  with  $50  million  after 
37  months 

RICK  THOMAN  departed 
Xerox  with  $35  million  after 
13  months 

DURK  JAGER  left  Procter  & 
Gamble  with  $9.5  million 
after  17  months 

DALE  MORRISON  quit 
Campbell  with  $4  million 
after  33  months 


Linda  Wachner 


WARNACO 

Linda  Wachner,  CEO  at  apparel  maker 
Warnaco  Group  Inc.  since  1986,  has  al- 
ways been  known  as  a  tough  manager 
and  a  fast  talker.  When  Warnaco  was  doing 
well,  those  were  considered  compliments. 
They're  not  anymore.  Warnaco  surprised  in- 
vestors in  November  when  it  said  that  it  had 
lost  $24  million  in  the  third  quarter  and  would 
lose  money  for  the  year.  The  stock  dropped 
30%  in  one  day.  By  late  December,  it  was 
off  87%  for  the  year.  And  it's  not  just  in- 
vestors who  have  had  enough.  Designer 
Calvin  Klein,  with  whom  Wachner  has  a  li- 
censing agreement,  sued  her  for  mishandling 
his  brand.  He  described  Wachner,  54,  as  hav- 
ing a  "vulgar  and  unprofessional  management 
style."  Wachner,  true  to  form,  countersued. 
But  don't  look  for  the  board  to  push  Wach- 
ner out.  Ever  the  dealmaker,  she  cut 
an  agreement  in  1991  that  gives  her 
$43  million  if  Warnaco  fires  her. 


Michael  J.  Saylor 


MICROSTRATEGY 

Super  Bowl  Sunday  2000  gave  Michael 
J.  Saylor,  35,  a  hint  of  things  to  come. 
The  CEO  of  software  maker  MicroStrat- 
egy  Inc.  had  rented  out  FedEx  Field,  home  of 
the  Washington  Redskins,  for  a  game-day 
bash — but  the  weather  turned  out  to  be  cold, 
wet,  and  nasty.  The  party  would  soon  be  over 

a  more  ways  than  one.  Mi- 
croStrategy  shares,  $266 
in  March,  have  fallen  to 
about    $11    after    the 
company  was  forced  to 
restate  1997-1999  earn- 
\     ings,  wiping  out  prof- 
its. Now,  after  share- 
holder   lawsuits    and 
the  settlement  of  SEC 
charges,  a  newly  chas- 
tened Saylor  admits: 
"I  let  down  a  lot 
of  people." 
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IBill  Gross 


DEALAB! 

Bill  Gross,  43,  is  credited  with  creating  a 
new  type  of  investment  firm,  the  In- 
ternet "incubator,"  which  provides  office 
space  and  professional  services  to  fledgling 
companies.  Since  it  began  in  1996,  idealab!, 
based  in  Pasadena,  Calif.,  has  cranked  out 
dozens  of  consumer  e-businesses,  such  as 
CarsDirect  and  Goto.com.  Gross  opened  of- 
fices in  Silicon  Valley,  Boston,  New  York,  and 
London.  With  others  copying  his  methods, 
he  was  hailed  as  an  Internet  genius. 

But  lately,  his  incubator  has  hatched  noth- 
ing but  rotten  eggs.  On  average,  stocks  of  the 
seven  public  idealab!  companies  are  96%  be- 
low their  52-week  highs.  Cosmetics  site 
Eve.com  has  gone  belly-up,  and  cash-strapped 
eToys  may  be  on  the  block.  So  Gross  is  now 
backing  business-to-business  Net  companies, 
burning  through  $6.5  million  a  month  in  over- 
head to  do  it.  He  still  believes  in  idealab!, 
but  admits  the  model  doesn't  work  "if  you're 
not  starting  the  right  kinds  of  businesses." 
That's  a  lesson  learned  the  hard  way. 


WORST  FIRING  /  WORST  HIRING 


•Auction  house  Christie's  eased  out 
CEO  CHRISTOPHER  DAVIDGE,  who 

then  turned  over  notes  about  a  six- 
year  price-fixing  scheme  with  Sotheby's 
to  U.S.  prosecutors.  Christie's  and 
Sotheby's  were  each  fined  $512  million. 

•Sotheby's   then-chairman,    Alfred 
iaubman,  appointed  DIANA  BROOKS 

CEO  in  1994.  Brooks  pleaded  guilty  to  a 

single  charge  of  violating  antitrust 

laws  in  October,  laid  blame  for  her 

participation  in  the  price-fixing  conspiracy  squarely 

on  her  former  mentor,  and  agreed  to  assist  the 

government  in  its  continuing  probe  of  Taubman. 


James  E.  Goodwin 


UAL 

In  May,  James  E.  Goodwin,  the  new  chair- 
man and  ceo  of  UAL  Corp.,  stunned  the 
industry  by  agreeing  to  buy  us  Airways 
Group  Inc.  for  $11.6  billion.  Since  then,  how- 
ever, UAL  has  been  the  one  in  shock. 

The  proposed  deal  brought  wage  discon- 
tent among  UAL  pilots  to  a  head.  They  staged 
a  summer  work  slowdown  that  disrupted 
schedules,  cost  ual's  United  Airlines  tens  of 
millions  of  dollars,  and  infuriated  passengers. 
The  pilots  ended  up  with  big  pay  raises.  But 
their  slowdown  has  emboldened  other  unions- — 
both  at  UAL  and  other 
carriers — to  threaten 
similar  job  actions.  And 
to  top  it  all  off,  Good- 
win, 56,  still  hasn't  got- 
ten the  antitrust  O.K. 
needed  to  clinch  the  U  s 
Airways  deal.  As  a  re- 
sult, ual  shares  fell  by 
more  than  50%  in  2000. 
That's  some  record  for 
your  first  full  year 
as  ceo. 


Bernard  J.  Ebbers 


WORLDCOM 

What  a  difference  a  year  can  make. 
Bernard  J.  Ebbers  began  2000  right- 
fully believing  the  world  was  his  oys- 
ter. By  spring  he  expected  to  close  his  $120  bil- 
lion purchase  of  rival  long-distance  carrier 
Sprint  Corp.,  transforming  WorldCom  Inc.  into 
a  leading  player  in  both  wireless  telephone 
service  and  the  burgeoning  market  of  Internet 
services.  But  the  deal  was  nixed  by  federal  an- 
titrust regulators  and  Ebbers'  company  has 
been  in  a  free  fall  ever  since.  WorldCom's  core 
long-distance  business  is  plummeting.  Its  Net 
strategist,  John  Sidg- 
more,  may  be  leaving. 
And  the  company's 
stock  is  off  more  than 
70%  since  January, 
2000,  to  around  $15  a 
share. 

And  the  usually  self- 
assured  Ebbers?  The 
59-year-old  said  recent- 
ly that  he  may  not 
even  be  the  best  per- 
son to  run  WorldCom. 


DOT.GONNED 


George  Shaheen 


CEO,  WEBVAN 

Shaheen,  56, 
left  Andersen 
Consulting 
for  WebVan, 
now  danger- 
ously low  on 
cash.  Meanwhile,  Ander- 
sen could  go  public — val- 
ued at  $25  billion. 

Heidi  Miller 


FORMER  CFO,  PRICELINE.COM 

She  was  one 
of  the  top 
corporate  de- 
fectors in 
2000.  Miller, 
47,  resigned 
as  Citigroup  CFO  to  join 
Priceline.  Eight  months 
later,  she  quit,  seeking  "a 
more  established  business 
environment." 

1  Rebecca  Mark 

I  FORMER  CEO,  AZURIX 

As  a  high- 
profile  Enron 
exec  and 
possible  heir 
to  then-CEO 
Kenneth  Lay, 
Mark  pushed  to  create 
Azurix,  an  online  water 
exchange,  in  1998.  Mark, 
46,  burned  up  cash,  and 
Azurix'  stock  tanked.  She 
resigned  in  August. 

Ellen  Marram 


FORMER  CEO,  EFDEX  INC. 


After  leaving 
the  top  job 
at  Tropicana, 
Marram,  53, 
moved  to 
EFDEX,  an 
online  commodities  ex- 
change. Growth  stalled, 
its  IPO  was  halted,  and 
she  quit  within  the  year. 
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As  growth  decelerates  and  consumers  tighten  their  belts,  competition 
for  increasingly  scarce  dollars  will  be  hotter  than  ever.  And  while 
the  economic  expansion  will  continue,  it's  looking  more  vulnerable 

usiness  executives  will  need  to  fight  harder  for  growth  ii 
2001.  During  the  past  five  years,  healthy  financial  market s 
and  rapid  increases  in  technology  spending  have  propelle( 
the  U.S.  economy  forward.  The  growth  cycle  has  provec 
surprisingly  sturdy,  even  in  the  face  of  external  shocks 
such  as  the  1997  Asian  financial  crisis  and  the  Russian  credit 
market  panic  of  1998.  In  the  aftermath  of  both  crises,  out- 
put continued  to  expand,  despite  fears  of  a  slowdown. 

But  going  into  the  New  Year,  America's  record-breaking 

expansion  grows  more  vulnerable  than  ever.  Technology 

demand  is  weakening  much  faster  than  expected,  as  customers 

cancel  orders.  Projections  of  2001  sales  and  profits  have  been  re   p 

vised  down  at  company  after  company,  including  such  giants  as  Mi 

crosoft  Corp.  and  SBC  Communications  Inc.  Announcements  of  big 
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SLOWER  GROWTH 

Managers  in  every  industry 
will  have  to  navigate  a  tricky 
path  in  2001  as  investment, 
profits,  and  the  overall 
economy  wind  down. 
Here's  what's  in  store: 


OUTPUT  GROWTH  WILL  SLOW.. 

REAL  GDP  ANNUAL 
GROWTH  RATE 


...AS  CONSUMPTION  MODERATES AND  INVESTMENT  WEAK  J  ■• , 

6  16- 


'97  '98  '99 

A  PERCENT  CHANGE 


'00 -EST- '01  °  '97    '98 

▲  PERCENT  CHANGE 


'00 -EST.- '01   '97     '98      '99 
A  PERCENT  CHANGE 


88  BUSINESS  WEEK  /  JANUARY  8,  2001 


2    0   0    1 


LEADERS 


INFORMATION 


93 

FINANCE 


111 

MANUFACTURING 


workforce  cuts  are  coming  more  frequently — 
5,000  will  be  trimmed  at  Aetna  Inc.  and  10,000  cut 
in  North  America  at  General  Motors  Corp.  And 
Charles  Schwab  Corp.  is  slashing  executive  pay 
IUU  and  encouraging  employees  to  take  unpaid  leave. 

LIFE  SCIENCE  It  is  clear  the  economy  will  see  a  substantial  de- 
celeration of  growth  in  2001.  "The  slowdown  is 
here,"  says  David  Wyss,  chief  economist  at  Stan- 
dard &  Poor's,  a  unit  of  business  week's  pub- 
lisher, The  McGraw-Hill  Companies. 

Every  sector  will  contribute  to  the  reduction  in 
growth.  Consumers  won't  increase  spending  at 
the  same  rate  as  last  year.  In  fact,  auto  sales  are 
anticipated  to  fall,  perhaps  sharply,  from  2000's 
record  level.  Business  purchases  of  new  equipment 
will  moderate:  s&p's  dri  forecasts  investment  to  grow  6.9%  this 
year,  down  from  14.5%  in  2000.  And  prospects  for  exports  will  dim 
as  the  expansion  slows  in  Europe  and  Asia.  That  doesn't  neces- 
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SOFTWARE  B2B  software 
sales  are  holding  up  while 
retail  sales  disappoint. 


COMPUTERS  PC  sales  are 
slowing,  but  digital  devices 
could  take  up  the  slack. 


DRUGS  New  products — and 
the  promise  of  Medicare  drug 
benefits — may  boost  sales. 


EDUCATION  More  public 
spending  and  more  training 
demand  mean  solid  growth. 
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BANKING  Economic  jitters 
and  falling  stocks  mean 
layoffs  and  slower  growth. 


AUTOS  After  output  peaked 
in  2000,  the  Big  Three  will 
struggle  in  2001. 


ADVERTISING  Old  Economy 
advertisers  are  the  best  hope 
as  dot-coms  self-destruct. 


TRAVEL  Risks  include  steep 
energy  prices,  labor  trouble, 
and  sluggish  demand. 
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sarily  mean  a  recession.  According  to  DRI,  in- 
flation-adjusted gross  domestic  product  will 
rise  3.1%  in  2001 — a  rate  that  "would  have 
been  considered  a  boom  year  in  the  1980s," 
Wyss  adds.  Still,  it  means  growth  will  be  less 
than  3.5%  for  the  first  time  since  1995.  "The 
economy's  performance  will  feel  painful  be- 
cause it's  such  a  comedown  from  where  we've 


GLOBAL  ^s  ®'e  ^  ^'  economy  y°es> so  S°es  ^e  m'  °f^  world.  Slowing 

cnnunuv      growth  in  the  U.  S.  will  dampen  demand  for  exports  everywhere, 
fcuUNUM  Y      hurting  growth  overseas. 
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-2000  AND  2001  FIGURES  ARE  ESTIMATES 

been  in  the  past  five  years,"  says  Mark  M. 
Zandi,  chief  economist  at  Economy.com  Inc. 

What's  worse,  with  growth  slowing,  there's 
less  margin  for  error.  A  negative  shock — a  Mid- 
dle East  crisis  that  drives  up  oil  prices,  say,  or  a 
continuing  stock  market  slide — could  push  the 
economy  into  negative  territory.  Interest-rate 
cuts  by  the  Federal  Reserve  may  not  help  soon 
enough,  since  it  takes  12  to  18  months  for  mon- 
etary policy  to  swing  into  full  effect. 
BATTLE  PLANS.  Whether  2001  brings  a  slow- 
down or  a  real  slump,  companies  are  preparing 
to  battle  the  situation  by  releasing  new  prod- 
ucts and  services  and  intensifying  efforts  to 
boost  the  efficiency  of  their  operations.  To 
counter  the  expected  fall  in  auto  sales,  for  ex- 
ample, carmakers  are  trying  to  lure  consumers 
into  showrooms  with  new  models  such  as  the 
sleek  Ford  Thunderbird.  Increased  efficiency 
will  come  via  consolidation  within  industries 
and  also  by  the  adoption  of  technological  and 
management  innovations. 

The  spotlight  in  this  slowdown  will  be 
trained  on  the  same  high-tech  industries  that 
led  the  boom.  Computers  and  semiconductors 
are  likely  to  enjoy  only  moderate  growth  of 
13.9%  in  2001,  down  from  18.2%  in  2000,  based 
on  DRI  forecasts.  But  a  widespread  economic 
slump  could  hold  down  tech  growth  even  more. 
Already  besieged  telecoms  such  as  AT&T  are 
coming  under  ever  greater  pressure,  while 
companies  that  specialize  in  building  Web  sites 
and  helping  companies  develop  Internet  strat- 
egy are  slicing  jobs  left  and  right. 

Slower  growth  also  will  be  felt  in  traditional 
areas  of  the  economy.  Auto  companies  are  strug- 
gling to  cut  costs  in  the  face  of  weakening  de- 
mand. Advertising  will  see  its  lowest  growth 
since  the  mid-19!M)s,  while  financial-services  com- 
panies, riding  high  for  years,  are  expected  to 
make  large  job  cuts.  In  retail,  the  slowdown  will 


be  compounded  by  recent  overexpansion  among 
office-supply  chains  and  other  specialty  retailers, 
and  by  a  lackluster  fashion  season  early  in  2001.  ■"• 
Retail  analysts  expect  some  specialty  stores  to  i! 
close.  And  high-end  retailers  will  be  hit,  "partic- 
ularly those  not  offering  anything  unusual,"  says 
Wendy  Liebmann,  president  of  wsl  Strategic 
Retail,  a  New  York  consulting  firm. 

Businesses  that  sell  to  families  with  modest 
incomes  will  also  struggle,  as  wage  growth 
slows  and  unemployment  rises.  Debt  levels     ■ 
have  never  been  higher  among  households  with 
annual  incomes  under  $50,000,  and  lenders  wil 
"batten  down  the  hatches"  in  response  to  in-  tl! 
creasing  delinquencies  and  bankruptcies,  warns  ll,  '[!- 
Zandi.  Moreover,  many  families  are  already 
struggling  with  higher  energy  bills. 
NEW  STUFF.  To  compete  for  scarce  dollars,  com- 
panies  in  nearly  every  industry  are  rolling  out    ! 
new  goods  and  services.  Computer  makers  arc 
attracting  attention  with  new  handheld  units  P 
Food  producers  are  creating  products  to  be  ;  ■ 
eaten  on  the  run.  And  drugmakers  are  unveil-  M 
ing  new  medicines.  Eli  Lilly  &  Co.,  for  in  m 
stance,  plans  a  treatment  for  damage  caused  bj  f  SB 
serious  infections. 

Expect  new  services  in  fields  ranging  fron  fcj 
accounting  to  entertainment.  More  consulting 
firms  will  offer  environmental  and  social  au  IfH 
dits.  Media  companies  will  promote  digital  tele 
vision  and  Web-based  services:  "The  Internet  is  p  i 
being  integrated  into  the  thinking  and  strate 
gy"  of  established  entertainment  firms,  says 
Peter  Kreisky,  head  of  the  media  practice  a   mba 
Mercer  Management  Consulting  Inc. 

At  the  same  time,  businesses  will  seek  t(  Bill 
boost  profits  by  becoming  more  efficient.  Ii  tool 
many  industries,  cost  savings  will  come  fron 
recent  mergers  and  acquisitions,  such  as  Via 
com  Inc.'s  purchase  of  cbs  Corp.  Savings  arc 
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list i  expected  from  recent  consolidations  among 
Broads,  drug  companies,  and  energy  compa- 
res, with  more  mergers  expected  in  industries 
;uch  as  telecommunications  and  insurance.  In 
es,  the  goal  will  be  "to  wring  out  costs 
)y  marrying  blocs  of  business,"  says  John  S. 
■heid,  a  partner  in  global  insurance-industry 
Irvicea  at  PricewaterhouseCoopers  LLP.  Other 
■ompanies  will  want  an  expanded  base  of  opera- 

i  ions  to  "get  the  most  mileage  out  of  new  tech- 

I  lologies,"  Bays  Jeanne  G.  Terrile,  director  of 
itrategic  research  at  Merrill  Lynch  &  Co. 

Even  without  consolidation,  managers  are  us- 
ng  information  technology  to  revolutionize  how 
.hey  buy,  make,  and  distribute  what  they  sell. 
\t  United  Technologies  Corp.,  for  example, 
Sent  Brittan,  vice-president  for  supply  man- 
igement,  needed  to  cut  purchasing  by  $750  mil- 
ieu in  2000.  He  beat  that  by  $100  million— by 
)uying  materials  through  Internet-based  auc- 
ions  and  by  using  the  company's  internal  Web 
Bte  to  coordinate  and  track  all  purchases.  "We're 
>n  a  roll  here,  and  we're  just  going  to  keep  ex- 
janding  this  search  for  efficiencies,"  says  Brit- 
ain. Similarly,  General  Mills  Inc.  expects  to  re- 
luce  per-case  shipping  costs  as  much  as  7%  by 

I  xwling  deliveries  through  its  new  Web-based  al- 
iance  of  carriers  and  manufacturers. 
1ELP  FROM  THE  FED.  While  greater  efficiency 
will  help  the  economy  grow,  managers  know 
:heir  individual  efforts  may  not  be  enough. 
Whatever  the  government  can  do  to  stimulate 
'he  economy  will  make  the  year  a  little  better  for 
jverybody,"  says  Thomas  G.  Elliott,  executive 
vice-president  of  Honda  of  America.  And  it  looks 

I  ike  the  Federal  Reserve  will  oblige  by  reducing 
uterest  rates.  William  C.  Dudley,  chief  U.S. 
sconomist  at  Goldman,  Sachs  &  Co.,  expects  the 
federal  funds  rate  to  fall  from  its  current  level  of 
5.5%  to  5.75%  by  the  middle  of  the  year. 


One  significant  danger  to  growth  would  be  an 
unexpected  surge  in  energy  costs.  Oil  and  gas 
prices  are  projected  to  fall  during  2001.  But  a 
serious  conflict  in  the  Middle  East  could  send 
prices  sharply  in  the  other  direction,  damaging 
the  many  businesses  that  can't  raise  prices  to 
offset  increasing  fuel  costs.  Higher  energy  prices 
would  also  force  a  wider  cutback  in  consumer 
spending  than  currently  expected.  Because  such 
a  hike  would  stoke  inflation,  the  Fed  would  find 
it  harder  to  keep  the  economy  buoyant:  Fed 
officials  would  fear  that  any  interest-rate  cut 
would  only  add  to  the  inflation. 

Financial  markets  are  also  vulnerable  to  a 
downward  spiral  of  expectations.  If  profit 
news  in  2001  is  worse  than  expected,  then 
stock  prices  could  tumble  further,  the  terms 
on  business  loans  would  tighten,  and  venture 
capital  would  dry  up.  That  would  bring  in- 
vestment and  productivity  gains  to  a  halt — re- 
versing the  virtuous  cycle  that  drove  the  cur- 
rent expansion. 

An  American  recession  would  be  bad  news 
for  the  global  economy.  That's  because  "the 
U.S.  economy  is  playing  supercharged  locomo- 
tive to  the  world,"  says  David  A.  Levy,  director 
of  forecasting  at  the  Levy  Institute  Forecasting 
Center.  Since  trade  and  international  invest- 
ment are  so  integrated,  Levy  argues  that  "the 
entire  global  economy  is  headed  for  a  severe  fi- 
nancial crisis"  if  the  U.  S.  fails  to  grow. 

Still,  many  economists  expect  growth  to  pick 
up  again  in  the  second  half  of  2001,  especially  if 
the  Fed  cuts  rates  early  in  the  year.  For  busi- 
nesses trying  to  cope  with  the  slowdown,  that 
outcome  would  be  very  good  news  indeed. 

By  Charles  J.  Whalen  in  New  York,  with 
Aixa  M.  Pascual  in  Atlanta,  Tom  Lowry  in 
New  York,  Joann  Muller  in  Detroit,  and  bu- 
reau reports 
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. . .  while  cost-cutters  use  into 
tech  to  achieve  new  efficiencies 
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If  you're  ready  to  dive  into  a  new  way  of  doing  business,  you  can  count  on  Lawson.  Our  e-business  solutions' 
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POSITIVES 

■  It  will  be  a  big  year 
for  small  devices: 
handheld  computers, 
MP3  music  players, 
and  digital  cameras. 

■  Makers  of  the 
specialty  chips  that 
run  those  devices 
should  see  revenues 
and  profits  climb. 

NEGATIVES 

■  The  long-term 
flattening  of  PC  sales 
will  continue. 

■  Midyear  may  bring  a 
glut  of  memory  chips 
and  microprocessors. 


It's  hard  to  imagine  that  a  product  selling  more  than  15( 
million  units  a  year  could  be  past  its  prime.  But  looking 
at    the    plunging    shares    of   onetime    highfliers    lik( 
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SALES  OF  PERSONAL  COMPUTERS 

■  LAPTOPS 

■  DESKTOPS 


computer  industry  has  one  foot  in  the  grave 

So  what,  exactly,  is  spooking  Wall  Street? 
The  simple  fact  that  after  years  as  the  bell- 
wether of  the  technology  sector,  PC  sales 
growth  is  slowing.  The  industry  is  poised  to 
grow  16.6%  in  2001,  according  to  market  re- 
searcher International  Data  Corp.  That's  a 
great  number  if  you're  selling  cars.  But  if  you 
sell  PCs,  which  have  seen  average  growth  of 
more  than  20%  for  nearly  a  decade,  it's  like  a 
punch  in  the  face.  "The  computers  people  have 
today  are  adequate,  so  that  turns  them  into  a 
discretionary  purchase,"  says 
Forrester  Research  analyst 
Carl  Howe. 

Even  as  the  PC  takes  it  on 
the  chin,  though,  the  tech  in- 
dustry as  a  whole  isn't  neces- 
sarily heading  for  a  tko.  Step 
outside  the  world  of  desktop 
PCs,  and  you'll  find  a  number  of 
niches,  including  laptops,  that 
will  continue  to  expand  at  20% 
or  better.  That's  good  news  for 
PC  makers,  since  portables  offer 
higher  margins  than  desktops. 
What's  more,  consumer  devices 
ranging  from  Palm-style  hand- 
helds  to  MP3  music  players  to 
digital  cameras  should  get  a  lift  as  prices  come 
down  and  features  proliferate. 

PC  makers  will  share  in  the  success  of  such 
devices  and  the  peripherals  that  enhance  them. 
A  year  ago,  only  five  manufacturers  sold  digital 
music  players,  for  example — none  of  them 
mainstream  PC  makers.  Today,  more  than  50 
companies  sell  them,  including  industry  stal- 
warts such  as  Dell  Computer  Corp.,  which  of- 
fers a  $300  home  digital  jukebox,  and  Com- 
paq Computer  Corp.,  which  will  set  you  up 
with  an  u\>:\  player  built  into  its  iPaq  handheld 
for  $500.  Even  chipmaking  giant  Intel  Corp.  is 
planning  a  digital  music  player  amid  expecta- 
tions that  sales  this  year  will  grow  59%,  to  $1 
billion,  according  to  Cahners  In-Stat  Group. 
They'll  face  tough  competition,  though,  from 
upstarts  such  as  SonicBlue  Inc.,  which  sells 
the  market-leading  Rio  MP:s  player  for  $200. 

Handheld  computers  will  also  reach  a  wider 
audience  in  2001,  as  the  likes  of  Compaq  and 
Hewlett-Packard  duke  it  out  with  Palm,  Casio, 
and  upstart  Handspring.  Sales  of  the  devices 
this  year  are  expected  to  surge  31%,  to  8.7 
million  units,  Cahners  says.  These  devices  will 


sav 

liMc 
prima 

nine; 
it;  : 
to » 
1st  Ca 


Ikers 


e:  "" 

I 


'97      '98       '99 
MILLIONS  OF  UNITS 

DATA:  IOC 


00-EST- 


grow  more  powerful  and  spawn  a  host  of  pe 
ripherals.  Already,  thanks  to  lightweight  wire 
less  modems  and  memory  cards,  the  $14! 
Handspring  Visor  can  be  turned  in  to  an  MP 
player,  cell  phone,  or  global  positioning  de 
vice — a  far  cry  from  the  simple  task-schedulinj 
machines  available  little  more  than  a  year  ago 
It's  not  just  consumer  devices  that  will  pro 
liferate  over  the  next  12  months.  This  shouk 
be  a  decent  year  for  makers  of  hefty  servei 
computers  that  power  the  Internet  and  e-com 
merce.  In  spite  of  the  ongoing  dot-com  havoc 
Forrester  Research  sayi 
servers  costing  from  $100,00(  H 
to  $1  million  that  run  the  Uni 
operating  system  will  se< 
strong  growth.  Barring  a  gen 
eral  economic  downturn,  com 
panies  from  CitiBank  to  Gen 
eral  Motors  Corp.  will  likeb 
lay  in  extra  servers  to  run  ex 
panding  e-businesses.  Forreste:  ^ 
expects  sales  of  such  machine: 
to  surge  by  nearly  a  thir 
pushing  revenues  in  the  secto: 
up  by  25%.  That's  good  newi 
for  Unix  leader  Sun  Microsys 
terns  Inc.;  Chase  H&Q  believe 
Sun  will  see  sales  growth  o 
nearly  40%  and  a  43%  increase  in  profits  in  fis 
cal  2001,  which  ends  in  June.  "Demand  is  jus' 
blowing  us  away,"  says  Sun  Vice-Presiden 
John  S.  McFarlane. 

The  hottest  growth  in  servers,  though,  wil 
be  for  computers  that  do  only  one  thing  bu 
are  designed  to  do  it  cheaply  and  efficiently 
Sales  of  so-called  server  appliances  will  near! 
double,  to  $5.2  billion,  in  2001,  me  says.  Thes< 
machines  perform  tasks  such  as  dishing  uf 
Web  pages,  caching  often-used  pages  for  quid 
retrieval,  or  managing  a  site's  security.  Rid 
ing  that  wave  will  be  upstarts  such  as  Networi 
Appliance  Inc.,  which  analysts  expect  to  mor< 
than  double  its  sales  this  year. 
STORAGE  BOOM.  Network  Appliance  is  well  |>< 
sitioned  to  catch  another  wave,  too:  The  boom  ii 
sales  of  devices  thai  store  the  oceans  of  data  be 
ing  spawned  by  the  Internet  revolution.  Thai 
trend  also  spells  opportunity  for  the  likes  a 

EMC  Corp.,  which  Credit    Suisse    First    Itostoi 

expects  to  post  profits  of  $2..".  billion  on  sales  a 
$12.1  billion  in  2001— both  up  more  than  a  thin 
from  last  year-.  The  world's  data  storage  leadei 
is  almost  certain  to  continue  its  dominance  o 
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his  space.  But  look  for  a  strong  challenge  from 
i  reinvigorated  IBM,  as  well  as  from  Hitachi 
)ata  Systems,  which  has  shuttered  its  main- 
rame  business  to  concentrate  on  storage. 

If  these  different  sectors  live  up  to  expecta- 
ions,  the  chipmakers  who  serve  the  whole 
ech  sector  will  also  have  a  good  year — at  least 
n  terms  of  revenue  growth.  Market  researcher 
)ataquest  Inc.  figures  semiconductor  sales 
hould  see  a  27.5%  increase  this  year.  Profits 
nay  be  harder  to  come  by.  The  chip  indus- 
ry's  financial  results  depend  on  the  delicate 
•alance  between  production  capacity  and  de- 
nand.  Anticipating  strong  sales  in  2001,  man- 
ifacturers  last  year  spent  billions  building  new 
oundries.  Maybe  they  went  too  far.  Analysts 
tow  say  capacity  could  exceed  demand  by  mid- 
001 — some  12  months  sooner  than  many  had 
•reviously  figured.  So  despite  the  strong  sales, 
arnings  are  expected  to  climb  just  11% — a 
ar  cry  from  their  94%  growth  in  2000,  accord- 
fig  to  the  latest  consensus  estimates  from 
'""irst  Call  Corp.  "You  have  a  malignant  pricing 
nvironment,"  says  Ashok  Kumar,  an  analyst 
pith  U.S.  Bancorp  Piper  Jaffray. 

The  pain  won't  be  evenly  spread.  Even  as 
nakers  of  commodity  parts  suffer,  companies 
elling  specialty  chips  will  likely  show  revenue 
ncreases  of  30%  or  better.  Both  Texas  Instru- 
nents  Inc.  and  Analog  Devices  Inc.,  for  ex- 
ample, make  digital  signal  processors,  which 
nanage  the  torrents  of  data  coursing  through 
everything  from  cars  to  televisions.  These  dsps 
hould  see  strong  gains  as  more  and  more 
•roducts  go  digital.  Likewise,  National  Semi- 
onductor  Corp.,  STMicroelectronics,  and  oth- 


ers will  continue  to  profit  from  a  boom  in  ana- 
log chips,  which  are  used  in  devices  such  as  cell 
phones  to  help  dsp  systems  translate  analog 
signals — a  caller's  voice,  for  example — into  dig- 
ital blips  for  transmission  over  the  network. 
Merrill  Lynch  figures  communications  chip- 
makers  Broadcom  and  PMC-Sierra  should  see 
66%  and  86%  revenue  growth,  respectively, 
thanks  to  continued  high  demand  for  network- 
ing and  communications  equipment. 
ENOUGH  MEMORY?  The  same  can't  be  said  for 
makers  of  memory  chips  and  microprocessors, 
the  brains  in  Pes,  handhelds,  and  myriad  other 
gizmos.  Falling  prices  for  those  chips  are  taking 
a  bite  out  of  revenue  growth.  Intel,  for  exam- 
ple, could  see  sales  rise  by  less  than  10%  in 
2001 — not  even  half  the  rate  it  enjoyed  in  the 
late  1990s.  It's  pinning  its  hopes  on  the  zippy 
new  Pentium  4  processor,  which  will  run  some 
50%  faster  than  the  previous  generation.  Con- 
sumers, though,  may  not  want  to  pay  for  more 
speed  when  today's  chips  can  handle  virtually 
any  application  users  can  throw  at  them. 

The  picture  for  Pes  and  chips,  in  short,  is  a 
mixed  one.  PC  makers  were  clearly  sucker- 
punched  by  lower  than  expected  demand  as 
the  economy  slowed — and  sales  growth  won't 
likely  recover  anytime  soon.  Nonetheless,  the 
industry  has  some  bright  niches  where  strong 
players  continue  to  fight  for  a  piece  of  growing 
sales.  Even  if  the  PC  heads  into  retirement, 
there  should  be  plenty  of  fresh  contenders  for 
the  title  of  industry  champ. 

By  David  Rocks  in  New  York,  with  Peter 
Burrows,  Cliff  Edwards,  and  Andy  Reinhardt 
in  San  Mateo,  Calif. 


The  urge  to 
have  the 
fastest  chip  on 
the  block  may 
be  waning.  Do 
you  really  need 
a  Pentium  4 
when  today's 
chips  can 
handle  most 


YEAR  OF  THE  OUTSOURCER 


Personal  computers.  Networking 
equipment.  Cellular  phones.  The 
law  of  gravity  is  asserting  itself  in 
these  once  booming  electronics 
sectors.  So  it  stands  to  reason 
that  2001  should  also  be  harsh  for 
companies  like  Solectron,  Flextron- 
ics, and  Celestica,  which  have 
grown  explosively  as  contract 
manufacturers  of  this  hardware. 

But  it  probably  won't.  Analysts 
expect  at  least  25%  growth  in 
electronics  manufacturing  services 
(ems),  to  some  $127  billion.  In  fact, 
the  biggest  ems  companies,  which 

boast  dozens  of  factories  worldwide  and  make  everything  from 
servers  to  set-top  boxes,  could  expand  by  35%,  predicts 
Alameda  (Calif.)-based  Technology  Forecasters  Inc. 

The  reason:  Even  though  overall  demand  may  slow  for  tech 
products,  financial  pressure  will  increase  on  the  likes  of 
Hewlett-Packard,  Lucent,  and  Motorola  to  cut  costs.  "Getting 
rid  of  factories  is  a  great  way  to  do  it,"  says  ceo  Michael  E. 
Marks  of  Flextronics  International  Ltd.  While  Marks  concedes 
the  first  half  of  2001  could  be  quiet,  he  expects  big  new  con- 
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tracts  to  take  up  the  slack.  Chief 
Financial  Officer  Susan  S.  Wong  of 
Solectron  Corp.,  which  struck  a 
four-year,  $10  billion  production 
deal  with  Nortel  Networks  Corp., 
concurs:  "There  are  a  lot  more 
deals  in  the  pipeline,"  she  says. 
Despite  already  rapid  growth, 
analysts  say  outsourcing  still  is 
gaining  momentum.  Technology 
Forecasters  says  worldwide  elec- 
tronics companies  outsourced  13% 
of  the  $772  billion  of  goods  they 
sold  in  2000.  European  and  Japan- 
ese giants,  from  Siemens  to  Sony, 
have  just  started.  "In  my  mind,  Asia  is  the  next  big  wave,"  says 
J.  Marvin  MaGee,  Celestica  Inc.'s  global  vice-president. 

The  diverse  product  range  of  major  ems  providers  also  should 
provide  a  cushion.  As  demand  for  pes  or  cell  phones  tapers  off, 
many  contractors  can  shift  production  to  handheld  devices, 
data-storage  equipment,  or  whatever  else  is  hot.  So,  however 
2001  shapes  up,  ems  companies  look  likely  to  benefit. 

By  Pete  Engardio  in  New  York,  with  Peter  Burrows  in  San  Mateo, 
Calif. 
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PROGNOSIS  2001 


OUTPUT 

BILLIONS  OF  '00  DOLLARS 


321.0 

AVERAGE  YEARLY  GROWTH 

17.1% 

PRODUCTIVITY 

THOUSANDS  OF  '00  DOLLARS  PER  EMPOLYEE 
1997  2001  EST. 

$209.0    |    $231.1 

AVERAGE  YEARLY  GROWTH 

2.1% 


EMPLOYMENT 

#  =  250,000 
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2.6  MILLION 

DATA:  STANDARD  &  POOR'S  DRI 

POSITIVES 

■  CRM  software  will 
grow  as  companies 
concentrate  on 
improving  service. 

■  "Middleware" 
software  sales  will  be 
strong. 


NEGATIVES 

■  Companies  aren't 
buying  "Big  Iron,"  so 
mainframe  software 
sales  will  suffer. 

■  Microsoft  and  other 
software  vendors  may 
be  hurt  by  slumping 
PC  sales. 


Just  one  year  ago,  executives  at  Vitria  Technology  Inc.  were 
doing  their  best  impression  of  a  hobo  in  Waiting  for 
Godot.  They  believed  a  market  would  arrive  for  their 
whizbang  product — a  new  computer  program  that  makes  a 
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critical  connection  between  Internet  software 
and  a  company's  regular  digital  tools  for  such 
business  processes  as  ordering  and  customer 
service.  They  just  didn't  know  when.  At  the 
end  of  1999,  annual  revenues  were  stuck  at  a 
measly  $27  million. 

Then  it  happened:  The  market  arrived  with  a 
bang.  Vitria's  revenues  took  off  as  corpora- 
tions rushed  to  take  their  businesses  online. 
As  the  end  of  2000  approached,  sales  were 
jumping  400%,  to  an  estimated  $150  million. 
"It  took  some  time,"  concedes  Vitria  Chief  Ex- 
ecutive JoMei  Chang.  But  with 
the  full-fledged  arrival  of  the 
new  order,  "companies  need  us 
now,"  she  adds.  "We  have  be- 
come very  important  to  them." 

Expect  the  hot  growth  to 
continue  this  year.  Barring  an 
unforeseen  recession,  e-business 
software  companies  look  to  be 
the  industry's  shining  stars. 
Their  products  run  the  gamut 
from  infrastructure  for  e-com- 
merce  transactions  to  manag- 
ing supply  chains  and  customer 
relationships.  Those  three  cate- 
gories are  growing  at  an  annual 
clip  of  50%  or  better. 

business  week  also  made  bullish  predictions 
about  e-business  software  last  year — and  2000 
was  indeed  a  blockbuster.  Sales  of  e-commerce 
software  skyrocketed  to  $3.9  billion,  from  $1.7 
billion,  according  to  amr  Research  Inc.,  a  mar- 
ket watcher  in  Boston.  This  year,  AMR  expects 
the  same  categories  to  top  $6.4  billion  as  com- 
panies continue  to  depend  on  software-based 
automation  to  cut  costs  and  increase  revenues. 
"It's  amazing  to  me  the  things  you  can  do  over 
the  Internet  in  order  to  drive  out  internal 
costs,"  says  Mary  Pat  McCarthy,  global  vice- 
chairwoman  at  consulting  firm  kpmg. 

Not  all  software  ships  managed  to  get  on 
the  hot  Gulf  Current,  though.  The  overall  in- 
dustry is  lagging  way  behind  the  Net's  young 
software  stars,  which  account  for  about  13%  of 
the  market.  Worldwide  software  sales  in  2001 
are  expected  to  grow  about  18%,  to  $207  bil- 
lion, according  to  International  Data  Corp. 
That's  about  in  line  with  2000  but  a  tick  below 
1999's  growth. 

The  huge  but  lumbering  mainframe  busi- 
ness is  part  of  the  problem.  Now  that  Y2K 
worries  are  long  past,  global  corporations  are 
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showing  little  interest  in  mainframe  software 
unless  it  directly  bears  on  their  online  opera   \ 
tions.  As  a  result,  expect  software  sales  at 
mainframe  companies  such  as  Computer  Asso 
ciates  International  Inc.  and  Compuware  Corp 
to  be  relatively  stagnant  in  2001.  Sales  of  big 
enterprise  systems — the  sort  provided  by  Ger- 
man giant  sap — are  also  likely  to  be  flat.  That's   ' 
why  sap  is  banking  on  online  services  to  bol 
ster  revenues.  Analysts  applaud  sap's  moves 
and  forecast  growth  of  more  than  20%. 
The  outlook  for  retail  PC  software  is  disap 
pointing — again.    Market   re 
searcher  PC  Data  Inc.  predictec 
20%  growth  for  2000,  but  the    ■ 
sector  managed  only  9.5%,  tc  jto 
about  $5.9  billion.  Next  yeai 
could  be  worse.  "Things  are  It 
looking  rather  grim  at  the  mo     ■ 
ment,"  says  PC  Data  analys 
Roger  Lanctot,  who  blames  the 
PC  software  slowdown  on 
lack  of  innovative  programs. 

Still,  e-business  systems  vi 
brate  with  excitement.  Why' 
They  save  money.  Ariba  Inc.'s 
procurement  software,  for  ex 
ample,  can  reduce  purchasing 
costs  for  office  supplies  by  uf 
to  20%,  as  various  surveys  have  documented 
Another  big  cost-cutter  is  supply-chain  man 
agement  software.  Companies  that  have  in 
stalled  these  programs  say  they  slice  inventory 
costs  by  10%  to  20%.  So  look  for  sales  of  sup 
ply-chain  tools  to  jump  from  $5.4  billion  las 
year  to  $7.8  billion  in  2001.  Leading  this  sectoi 
is  i2  Technologies  Inc.,  which  doubled  in  size 
last  year — and  should  notch  a  healthy  509i 
hike  in  2001. 

TORRID  PACE.  Where  e-biz  software  shines  is  ir 
nurturing  new  online  relationships  outside  tra 
ditional  supply  chains — business-to-business  ex 
changes  being  the  premier  example.  Just  twe 
years  ago,  revenues  from  exchange-related  soft 
ware  were  a  tiny  $66  million,  according  to  AMR 
But  last  year  those  sales  doubled — and  th< 
same  is  expected  this  year.  Sales  of  program 
for  customer-relationship  management,  a  mar 
ket  that  is  dominated  by  Siebel  Systems  Inc 
will  also  continue  last  year's  torrid  growth 
Such  programs  make  it  easier  to  track  cus 
tomer  satisfaction  and  cement  long-term  loyal 
ty.  The  crm  software  market  should  increase 
44%,  to  $9.8  billion  this  year,  according  to  AMR 
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Even  put  together,  those  big  chunks  of  soft- 
wire  represent  only  part  of  the  digital  tapestry 
hat  e-business  software  has  become.  To  help 
11  the  pieces  work  together  efficiently,  a  new- 
r  breed  of  programs  is  becoming  popular. 
Tiese  tools  come  from  software  vendors  with 
ames  like  Vitria  and  WebMethods  Inc.  and 
eeBeyond  Technology  Corp.  They  specialize  in 
ruly  geeky  stuff — software  that  can  link  busi- 
ess  systems  that  weren't  originally  designed 
j  interact  with  one  another.  This  may  sound 
reary,  but  it's  turning  out  to  be  critical.  By  in- 
alling  such  "integration  software,"  a  company 
in  connect  its  old  business  systems  with  Net- 
ased  systems.  "These  companies  fulfill  a  vital 
eed,  especially  for  brick-and-mortar  compa- 
ies,"  says  McCarthy.  Customers  agree.  "[Vit- 
al is  the  most  important  critical  element  in 
or  new  infrastructure,"  says  Francis  A. 
•ramis  Jr.,  chief  information  officer  of  Bell- 
outh  Corp. 
Software  industry  giants  are  taking  notice  of 
lese  upstarts.  After  watching  them  reel  in 
ew  business,  big  infrastructure  software  play- 
re  such  as  Microsoft,  IBM,  and  Hewlett- 
ackard  have  kick-started  their  own  efforts  in 
itegration  software.  Among  the  Old  Guard, 
racle  Corp.  may  be  in  the  best  position  to 
like  advantage  of  the  shift  to  e-business.  Its 
atabase  software  remains  the  vital  underpin- 
ing  to  other  business  software  systems,  rang- 
ig  from  e-commerce  to  supply  chain  manage- 
lent.  On  Dec.  14,  when  Microsoft  Corp.  cut  its 
seal  2001  earnings  estimates  5%,  Oracle  exec- 
tives  said  they  are  still  gathering  steam  and 
Kpect  the  company  to  maintain  its  30%  uphill 


trend  well  into  2002.  "We  are  in  a  tech  sector 
that  is  much  more  immune  to  economic  issues 
than  others,"  says  Oracle  Chief  Financial  Offi- 
cer Jeff  Henley. 

A  final  software  bright  spot  is  in  security. 
With  hacking  incidents  on  the  rise,  corpora- 
tions are  flocking  to  security  specialists  such  as 
VeriSign  Inc.  and  Check  Point  Software  Tech- 
nologies Inc.  These  companies  and  their  rivals 
offer  the  first  line  of  defense  against  malicious 
or  criminal  attacks.  With  companies  becoming 
increasingly  reliant  on  the  Net,  market  re- 
searcher Dataquest  Inc.  predicts  that  sales  of 
security  software  will  rise  22%  or  more  annu- 
ally for  each  of  the  next  three  years,  starting 
from  $2.5  billion  in  2000. 

Every  year  has  a  wild  card.  This  time,  it  is 
shaping  up  as  Microsoft's  new  Windows  2000 
operating  system.  Boosters  thought  W2K,  as 
pundits  call  it,  would  change  the  face  of  the 
software  industry.  Didn't  happen.  The  new 
operating  system  for  business  servers  and 
PCs  was  released  later  than  expected.  And 
those  all-important  partners  that  sell  pro- 
grams on  top  of  Microsoft's  software  have  so 
far  yawned  at  W2K.  But  W2K  is  now  picking  up 
steam.  In  two  years,  AMR  forecasts,  Microsoft 
software  will  be  running  59%  of  PC  servers — 
up  nearly  9%  from  last  year.  Despite  its  grow- 
ing domination  of  operating  systems,  Microsoft 
no  longer  is  the  thermometer  for  the  entire 
software  industry.  Equally  important  are  Net- 
centric  giants  such  as  Oracle  and  Siebel  and 
the  upstarts  with  snazzy  new  e-business 
wares. 

By  Jim  Kerstetter  in  San  Mateo,  Calif. 


With  companies 
becoming  more 
reliant  on  the 
Net,  sales  of 
software  that 
connects  them 
to  it  is  growing 
at  a  torrid  pace 


THE  HOTTEST  OF  THE  HOT  SPOTS 


Siebel  Systems  Chief  Executive  Thomas 
M.  Siebel  recently  made  history.  Last  spring, 
just  seven  years  after  he  founded  the  compa- 
ny in  a  dingy  office  in  low-rent  East  Palo  Alto, 
Calif.,  Siebel  Systems  Inc.  passed  the  $1  bil- 
lion-a-year  sales  milestone.  It  was  a  new 
record  for  a  software  maker.  "Never  in  my 
wildest  dreams  did  I  anticipate  the  market 
opportunity,"  says  Siebel. 

How  did  he  do  it?  By  betting  that  the  cus- 
tomer would  be  king  in  an  online  market- 
place. Seven  years  ago,  there  were  nearly  400 
companies  competing  to  sell  programs  that 
help  keep  track  of  customers,  a  niche  known 
as  customer  relationship  management  (CRM). 
Today,  only  half  of  those  vendors  survive,  and 
Siebel  is  on  top  of  the  heap  with  35%  market 
share.  Even  better,  the  market  is  growing  at  least  50%  annually 
and  is  expected  to  top  $9.8  billion  in  2001.  A  recent  survey  of 
500  companies  by  market  researcher  Hurwitz  Group  Inc.  found 
that  nearly  all  planned  to  spend  half  of  their  budgets  for  new 
information  technology  on  CRM  software.  So  Siebel's  good  times 
should  continue  to  roll.  Even  after  topping  $1  billion,  Siebel 
posted  a  130%  expansion  in  2000,  with  sales  expected  to  top 


ACTION:  Customer-management 
software  is  nearing  $10  billion 


$1.6  billion.  Analysts  say  $2  billion  should  be 
a  no-brainer  in  the  new  year. 

Siebel  isn't  the  only  company  whose  for- 
tunes have  been  lifted  by  CRM  software.  In 
1999,  PeopleSoft  Inc.  was  struggling  to  com- 
pete in  such  fat  but  low-growth  markets  as 
enterprise  resource  planning  and  human 
resources  automation.  Then  PeopleSoft 
bought  Vantive  Corp.,  one  of  Siebel's  chief 
CRM  rivals.  Today,  CRM  software  is  People- 
Soft's  top  seller — and  a  big  reason  why  Peo- 
pleSoft's  fortunes  have  improved  dramatical- 
ly. "Vantive  was  incredibly  important  for  us," 
says  PeopleSoft  CEO  Craig  A.  Conway.  At 
Oracle  Corp.,  CRM  software  also  is  hot.  But 
the  biggest  threat  to  Siebel  may  come  from 
upstarts  such  as  E.piphany  Inc.  and  Kana 
Communications  Inc.  These  newcomers,  unlike  Siebel,  have 
built  their  software  from  the  ground  up  for  the  Internet. 

Could  the  slowing  economy  derail  Siebel?  Probably  not.  "We 
believe  2000  was  just  a  planning  year  for  CRM,"  says  Liz 
Shanham,  an  analyst  at  market  researcher  Meta  Group  Inc. 
"2001  will  be  a  deployment  year." 

— Jim  Kerstetter 
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AVERAGE  YEARLY  GROWTH 

7.0% 
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$216.2    !    $244.0 
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POSITIVES 

■  Prices  for  wireless 
service  will  fall  as 
market  penetration 
reaches  40%. 

■  Services  such  as  the 
Wireless  Web  will 
continue  to  gain 
acceptance. 

NEGATIVES 

■  Large  carriers  and 
equipment  makers 
will  miss  financial 
targets. 

■  A  flurry  of 
bankruptcies  could 
wipe  out  small 
telecom  carriers. 


The  red  Lincoln  Town  Car  idled  in  the  rain  near  51st  Streei 
and  Lexington  Avenue  in  New  York  City.  It  was  8  p.m.,  anc 
driver  Pargav  Asatrian  was  waiting  for  a  customer,  a  Philij 
Morris  Co.  employee  bound  for  tony  Montclair,  N.J.  The 
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customer  was  already  half  an  hour  late.  So 
Asatrian  picked  up  a  stylus  and  dashed  off  an 
e-mail  on  the  keyboard  of  a  tiny  computer  pro- 
truding from  the  dashboard.  The  device,  con- 
nected to  the  Internet  with  a  wireless  modem, 
zapped  the  message  to  a  dispatcher  at  Citicar 
Transportation  in  Queens.  The  response  ar- 
rived a  moment  later:  "Job  canceled." 

The  installation  of  this  system  reflects  the 
force  that  swept  through  the  telecom  market  in 
2000.  Drivers  say  they  prefer  it  because  it  is 
quieter  and  actually  faster  than  the  old  radio. 
In  a  pinch,  headquarters  can 
even  e-mail  a  map  to  a  driver. 

Demand  for  new  services 
based  on  wireless  technology 
and  the  Internet  is  growing. 
But  the  transition  is  wreaking 
havoc  throughout  the  market. 
William  Yip,  the  42-year-old 
chairman  and  principal  owner 
of  Citicar,  didn't  rely  on  a  tra- 
ditional telecom  vendor  such 
as  Motorola  Inc.  when  he  or- 
dered his  $1.3  million  dispatch 
system.  Citicar's  fleet  of  170 
vehicles  is  equipped  with  de- 
vices made  by  computer  pow- 
erhouse Hewlett-Packard  Co.,  a 
new  player  in  the  telecom  market.  Competition 
is  rising  as  the  lines  between  telecom,  com- 
puting, and  data-networking  blur. 

The  number  and  variety  of  threats  facing 
telecom  players  exploded  in  2000.  A  slowdown 
in  economic  growth  and  a  March  meltdown  in 
Internet  stocks  created  a  profound  change  in 
market  psychology.  The  public  markets 
slammed  the  capital  windows  shut,  and  cash- 
strapped  carriers  found  it  difficult  to  raise 
money.  Investors  who  had  tolerated  years  of 
losses  from  startups  suddenly  put  a  new  pre- 
mium on  profits.  Meanwhile,  revenue  growth 
slowed.  AT&T  and  WorldCom  Inc.  missed  tar- 
gets, and  their  stocks  fell  60%  or  more.  Carri- 
ers began  to  cut  back  on  capital  spending, 
which  crimped  the  outlook  for  equipment  ven- 
dors. Manufacturers  such  as  Lucent  Technolo- 
gies worried  that  loans  to  troubled  customers 
wouldn't  be  repaid.  Telecom  carrier  ICG  Com- 
munications Inc.  filed  for  bankruptcy  protection. 
Lucent  ceo  Richard  A.  McGinn  was  fired. 

Beneath  the  turmoil,  a  new  industry  model 
has  emerged.  The  consolidation  that  created 
"one-stop  shops"  in  telecom  has  slowed.  The 
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value  of  telecom  deals  for  the  year  throug 
Dec.  19  was  $469.05  billion,  down  from  $656.2  W 
billion  in  full  year  1999.  There  are  few  buyer  p 
because  the  volatile  market  makes  it  too  diffi 
cult  to  value  a  takeover  target.  "Focus"  is  th 
new  mantra,  and  the  new  leaders  are  compa 
nies  such  as  Vodafone,  which  concentrates  o:  M 
wireless.  That's  why  AT&T  is  breaking  uj  p 
"We're  less  of  a  soup-to-nuts  supplier  as  w 
grow,"  says  John  A.  Roth,  ceo     of    vendo 
Nortel  Networks  Inc. 

No  one  is  immune  to  telecom  turmoil.  Play 
ers  in  the  high-growth  wire 
less  market  and  carriers  in  th 
dying  long-distance  phone  busi  I 
ness  are  both  at  risk.  Some  ar  pi 
alysts  go  so  far  as  to  predic  nil 
that  during  the  coming  yea:  III, 
only  a  handful   of  well-posi 
tioned,  well-funded,  and  we! 
run  companies  will  thrive 

On  a  global  basis,  teleco 
revenue    growth    will    slo 
There  was  an  explosion  of  d 
mand  after  a  global  wave 
telecom  deregulation  in  199( 
Services    revenue    rose   26 
from  1998  to  1999,  accordin 
to  Merrill  Lynch  &  Co.  Bu 
last  year  growth  slipped  to  an  estimated  12.79! 
according  to  Merrill,  and  it  will  be  only  8.6%  i 
2002.  Meanwhile,  carriers  are  clamping  down  o 
capital  spending,  causing  shares  of  equipmer 
makers  to  tumble.  After  soaring  31.3%  in  200( 
capital  spending  will  decline  1.1%  in  2001 
RISKY  OUTLOOK.  As  for  long-suffering  long 
distance  carriers,  many  analysts  feel  they  hav 
already  hit  bottom.  "We  believe  that  the  ir 
cumbent  long-distance  players  offer  value, 
says  Merrill  telecom  analyst  Adam  Quintoi 
although  he  thinks  that  the  longer-term  outloo 
is  still  risky.  AT&T  says  revenue  in  the  cor 
sumer  long-distance  unit  shrank  about  10%  i 
2000.  That  figure  will  reach  the  mid-to-hig 
teens  in  2001,  increasing  the  pressure  on  ne^ 
ventures  such  as  high-speed  Internet  accesi 
AT&T  also  faces  a  mounting  challenge  from  th 
Bells,  which  are  sure  to  enter  the  long-dis 
tance  market  in  more  states  in  2001. 
The  outlook  for  the  rival  Bells  u 


just  a 
tough.  True,  they  are  taking  share  from  ATA 
and  others  as  they  enter  the  long-distance  mai    " 
ket.  But  prices  and  margins  arc  dropping. 
Meanwhile,  the  Bells  arc  having  a   mug 
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imc  deploying  high-speed  digital  subscriber 
<  ('< unmunications  Inc.  was  expected  to 
n  its  yearend  target  of  1  million  customers 
or  this  high-speed  Internet  access  service  by 
50,000.  Cable-modem  sales  rose,  however.  "I 
lelieve  that  2001  is  the  year  that  broadband  ca- 
de will  really  enter  the  mass  market,"  says 
Jyron  Smith,  chief  marketing  officer  of  high- 
peed  Internet  service  Excite@Home. 

The  Bells  will  face  more  competition  in  2001 
rom  rivals  offering  high-speed  office  connec- 
ions  that  bypass  their  local  Bell  networks. 
"!he  optical  revolution  that  began  transforming 
he  long-distance  network  in  the  1980s  is  about 

0  go  local.  Telseon  Inc.  of  San  Francisco  and 
fipes  Communications  Inc.  of  Denver  are  of- 
ering  10-megabit  local  lines  for  about  one- 
hird  the  price  that  the  Bells  charge  for  slow- 

1  connections. 

The  prospects  for  most  of  the  startups  that 
ompete  with  the  Bells,  however,  are  not  so 
heery.  Nearly  40  of  these  carriers  have  been 
lunched  across  the  U.S.  since  the  1980s.  But 
ally  one-quarter  of  them,  strapped  for  cash 
nd  unable  to  raise  fresh  capital,  could  end  up 
l  bankruptcy  court  during  the  coming  months. 

Among  the  upstarts  in  local  and  long  dis- 
ance,  a  few  select  companies  such  as  Qwest 
Communications,  xo  Communications,  McCloud, 
nd  perhaps  Global  Crossing  will  maintain  the 
onfidence  of  investors.  WinStar  Communica- 
ions  Inc.  expects  to  turn  cash-flow  positive  in 
ICOI.  ceo  William  J.  Rouhana  Jr.  says  data 
evenue  is  doubling  every  five  months  and  will 
ccount  for  60%  of  its  total  revenue  of  about 
800  million  in  2000. 


Wireless  revenue  growth,  though  still  strong, 
will  slow  this  year.  Globally,  the  industry  soared 
50%,  to  $128.9  billion,  in  2000,  Merrill  says. 
But  it  sees  23%  in  2001.  Having  spent  $100  bil- 
lion on  spectrum  licenses  in  Europe,  carriers 
are  preparing  to  spend  an  equal  sum  to  build 
high-speed  networks.  "There's  no  question  that 
high-speed  wireless  services  will  arrive.  The 
question  is  whether  anyone  will  ever  make  a 
profit  selling  them,"  says  Graham  M.  Wallace, 
ceo  of  Cable  &  Wireless  PLC.  c&w  opted  to 
sell  its  wireless  businesses. 

The  industry  will  carefully  watch  the  initial 
deployment  of  high-speed  third-generation,  or 
3G,  wireless  networks,  which  are  many  times 
faster  than  dial-up  Net  connections.  Japan  will 
be  first,  and  Europe  will  follow  in  the  second 
half  of  the  year.  A  somewhat  slower  version  of 
these  high-speed  services  will  appear  in  the 
U.  S.  The  hitch  will  be  the  availability  of  hand- 
sets, Nortel's  Roth  says.  He  expects  sales  of  3G 
gear  to  start  contributing  to  revenues  in  2001 
and  2002.  Deployment  will  get  a  boost  in  the 
U.S.  from  NTT  DoCoMo's  $9.8  billion  invest- 
ment in  AT&T  Wireless  and  by  Deutsche 
Telekom's  acquisition  of  VoiceStream. 

As  new  wireless  and  Internet  services  enter 
the  market,  they  will  continue  to  shape  the 
way  people  live.  Just  ask  Citicar's  Yip.  For 
the  first  time,  dispatchers  can  communicate 
with  more  than  one  car  at  a  time,  eliminating 
repetitious  tasks.  In  some  cases,  customers  can 
can  even  dispatch  cars  themselves  on  the  Web. 
The  result?  Citicar's  productivity  has  soared 
25%.  Who  says  the  telecom  revolution  is  over? 
By  Steve  Rosenbush  in  New  York 


The  Bells  will 
face  more 
competition  in 
2001  from  rivals 
who  offer  high- 
speed office 
connections 


FOR  BROADBAND  CARRIERS,  A  WINTER  OF  DISCONTENT 


Broadband  service  providers  are  suffering  a 
severe  case  of  schizophrenia.  Take  Verizon 
Communications  Inc.,  which  scrapped  a  $1.4 
billion  deal  to  combine  its  digital  subscriber 
line  unit  with  upstart  DSL  company  NorthPoint 
Communications  Inc.  Unveiled  in  August,  the 
merger  was  dead  by  November,  when  North- 
Point had  to  restate  earnings  because  of 
uncollected  revenue. 

The  confusion  plaguing  these  carriers  is  the 
result  of  a  harsh  reality:  There  has  been  no 
profit  in  offering  basic  high-speed  Internet 
access.  In  the  first  three  quarters  of  2000,  the 
three  national  providers  of  DSL  service — 
NorthPoint,  Rhythms  NetConnections,  and 
Covad  Communications  Group — lost  a  com- 
bined $1.15  billion  on  sales  of  $279  million. 
Cable  modem  service  ©Home  is  expected  to  lose  money  until 
2002  at  least.  While  such  losses  were  glossed  over  when  capi- 
tal markets  were  booming,  investors  are  now  hungry  for  a  pay- 
off— and  to  show  it,  they've  been  driving  down  shares  of 
Rhythms,  NorthPoint,  and  Covad.  "We're  in  the  middle  of  the 
perfect  storm,"  says  Rhythms  CEO  Catherine  M.  Hapka. 

Oddly  enough,  the  industry  is  reeling  even  as  broadband 


LAYING  CABLE:  No  profits  yet 
from  high-speed  Net  services 


demand  soars.  The  number  of  U.  S.  homes 
with  cable  modems  is  expected  to  rise  to  7.2 
million  in  2003  from  2.9  million  this  year.  U.S. 
DSL  subscribers —  including  businesses  and 
consumers — are  expected  to  reach  11.3  mil- 
lion by  then,  up  from  2.3  million  in  2000. 

To  make  money  off  those  numbers,  broad- 
band providers  will  have  to  deliver  premium 
services  like  video  conferencing  and  interac- 
tive TV.  Yet  competition  may  make  it  hard  to 
charge  extra  for  those  add-ons.  "People 
thought  broadband  was  a  blue-sky  proposi- 
tion," says  David  Helfrich,  partner  with  the 
venture  firm  ComVentures  in  Palo  Alto,  Calif. 
But  it's  not  turning  out  to  be  so  easy. 

Given  the  competitive  landscape,  bigger 
will  be  better.  That  means  Rhythms,  Covad, 
and  NorthPoint  will  stay  in  play.  Suitors  may  include  the  Bells 
or  a  big  overseas  provider — but  all  that  hinges  on  how  federal 
regulators  choose  to  open  up  AOL  Time  Warner's  broadband 
pipes.  One  day,  dial-up  ISPS  like  EarthLink  Network  may  use 
those  pipes  instead  of  ordinary  phone  lines.  Then,  once  again, 
all  eyes  will  be  on  the  cable  modem  rollout  at  AT&T  Broadband. 

By  John  Shmal  in  San  Mateo 
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PROGNOSIS  2001 


OUTPUT 

BILLIONS  OF  '00  DOLLARS 


347.: 
290.7  IST 

AVERAGE  YEARLY  GROWTH 


3.9% 


PRODUCTIVITY 

THOUSANDS  OF  '00  DOLLARS  PER  EMPLOYEE 


1997 

$174.0 


2001  EST. 

$197.1 


AVERAGE  YEARLY  GROWTH 

2.7% 

EMPLOYMENT 

#  =  250,000 

mini' 

1.8  MILLION 

DATA:  STANDARD  &  POOR'S  DRI 

POSITIVES 

■  Old  Media  finds  new 
vigor  by  picking  up 
failing  Web  ventures. 

■  Big  mergers  plus 
ongoing  deregulation 
overseas  are  fueling 
new  interest  on  global 
stock  markets. 

NEGATIVES 

■  Ad  sales  won't  have 
props  like  last  year's 
Olympics,  elections, 
and  dot-com  frenzy. 

■  New  Media  moguls 
have  yet  to  show  they 
can  make  good  on 
promised  benefits. 


The  media  world  ushered  in  the  new  millennium  with  a  grea 
flourish.  Just  10  days  into  2000,  America  Online  Inc 
announced  it  would  buy  Time  Warner  Inc.,  creating  i 
partnership  between  new  and  old  media  on  an  unrivalec 


u 
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scale.  At  the  time,  Internet  companies  were 
still  highly  valued,  and  old-line  media  companies 
were  looking  for  deals  to  ensure  their  survival. 
And  what  better  way  to  help  promote  Time 
Warner's  sprawling  assets — from  Bugs  Bunny 
and  Time  magazine  to  hbo's  The  Sopranos  and 
CNN's  Crossfire — than  through  an  Internet  ser- 
vice that  reaches  25  million-plus  subscribers? 

Since  then,  the  New  Economy  has  been 
knocked  down  a  notch — even  as  "convergence" 
races  forward.  The  deal  between  aol  and  Time 
Warner  finally  got  approval  from  the  Federal 
Trade  Commission  in  December, 
after  the  company  agreed  to 
open  its  services  to  competitors. 
And  while  success  is  still  un- 
certain, the  logic  behind  the 
merger  is  guiding  a  restructur- 
ing of  the  whole  media  industry. 

A  slew  of  blockbuster  media 
deals  has  been  set  in  motion, 
all  with  a  common  goal:  to  con- 
trol and  leverage  as  many  news 
and  entertainment  channels  as 
possible.  All  told,  media  deals 
worth  more  than  $261  billion 
were  announced  in  2000— up 
12%  from  1999,  according  to 
Thomson  Financial  Securities 
Data.  While  there  were  fewer  deals  than  in 
1999,  they  were  larger,  further  tilting  the  land- 
scape to  a  handful  of  outsized  players.  Among 
the  highlights:  French  water  and  wireless  com- 
pany Vivendi  bought  Seagram  Co.  to  get  its 
Universal  movie  and  music  operations.  News- 
paper publisher  and  TV  station  owner  Tribune 
Co.  bought  Times  Mirror  Co.  And  Viacom 
closed  its  purchase  of  CBS — and  bought  the  re- 
maining part  of  radio  giant  Infinity  Broadcast- 
ing Corp.  that  it  didn't  already  own.  While  the 
field  will  continue  to  narrow  in  2001,  analysts  ex- 
pect to  see  at  least  a  few  more  megadeals  in  the 
coming  months. 

HARD  PART.  The  challenge  now  is  to  realize  the 
promise  of  these  mergers.  It  won't  be  easy.  The 
sheer  scale  of  the  deals  may  prove  unwieldy. 
What  looks  good  on  paper  can  turn  into  an  or- 
ganizational nightmare,  especially  if  old  and  new 
media  cultures  clash.  "2001  is  the  year  of  exe- 
cution," says  Edward  T  Hatch,  a  media  ana- 
lyst at  S(J  Cowen  Securities  Corp.  Adds  Viacom 
President  and  Chief  Operating  Officer  Mel  Kar- 
mazin:  "Buying  these  businesses  is  easy.  Running 
them  is  the  hard  part." 
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Complicating  matters  is  an  expected  down 
turn  in  advertising,  the  lifeblood  of  most  medii 
companies.  After  a  record  year,  ad  revenue 
growth  is  expected  to  plummet  in  2001  to  abou 
6%,  from  nearly  10%  in  2000,  according  to  medi;  ■ 
buying  firm  Universal  McCann.  Television  net 
works  will  be  especially  hard  hit  now  that  th(  "* 
dot-com  boom  has  gone  bust  and  the  election 
are  finally  over.  Reduced  revenues  won't  helj 
matters  on  Wall  Street  either.  Investors  shunnec 
media  companies  in  2000;  on  average,  thei 
stocks  are  down  about  20%  for  the  year. 

Still  another  blow  to  the  bot 
torn  line  may  arrive  in  the  fom   • 
of  strikes  later  this  year  b;  j& 
both  the  Writers   Guild   an 
Screen  Actors  Guild.  Such  walk  U 
outs  would  affect  companie;  )6ral 
with  either  film-production  o  l'i> 
television  properties.  On  th 
bright  side,  a  protracted  strik 
and  a  nation  weary  of  rerun} 
could  spell  a  real  opportunity 
for  nonunion  cable  broadcaste: 
such  as  Discovery  and  Horn 
&  Garden  Television  to  build  ul^i 
their  viewer  bases. 

Meanwhile,  turf  wars  wil 
rage  as  satellite  companies  lur 
away  cable  subscribers  with  the  promise  o 
more  channels  and  a  clearer  picture.  Media  in 
vestment  banking  firm  Veronis  Suhler  project 
that  the  satellite  camp  will  grow  by  12.3%,  t  | 
13.8  million  subscribers,  an  increase  of  abou 
1.7  million.  The  cable  camp,  in  contrast,  wil 
grow  to  68.5  million,  a  1.3%  hike  representinj 
700,000  new  users,  the  company  predicts 

All  of  this  is  part  of  the  race  to  convergence  *1 1'l 
But  the  pipes  and  distribution  have  to  be  i]  M) 
place  to  sell  the  product — programming.  Am 
while  the  promise  of  interactive  entertainmen 
has  yet  to  be  realized,  media  companies  ar 
betting  on  its  ultimate  success.  Even  broadcas 
networks  have  a  role  to  play,  insofar  as  the; 
now  control  precious  spectrum  for  digital  broad 
casting.  So  far,  high  equipment  costs  and  tech 
nical  glitches  have  stymied  digital  televisioi 
But  consumer  electronics  companies  that  niak 
the  gear  hope  to  address  these  issues  in  th 
coming  12  months 

Until  digital  convergence  truly  conies  of  agt 
media  properties  can  still  bo  used  in  a  game  < 
cross-leveraging.   For  example,  alter  the  an 
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nc.  began  selling  subscriptions  for  its  numerous 
■gazines  on  AOL.  In  five  months,  500,000  sub- 
notions had  been  sold.  Likewise,  Viacom  has 
een  (|uick  to  exploit  its  cache  of  media  proper- 
e.>.  Its  CBS  Sports  channel  rebroadcasts  boxing 
Itches  that  are  originally  shown  on  its  Show- 
mi  •  premium  cable  service.  Nickelodeon,  an- 
ker \1acom  unit,  supplies  ens  with  its  Saturday 
loming  lineup.  And  the  mtv  Networks  unit  is 
mviding  material  for  the  ever  popular  Super 
owl  halftime  show  this  year,  which  will  be 
roadcast  on  corporate  crown  jewel  cbs. 
Not  only  are  there  synergies  to  be  mined  on 
»e  production  side,  but  on  the  ad  side  as  well. 
rogramming  across  several  media  channels  can 
2  bundled  and  sold  as  packages  to  advertisers, 
iacom  boasts  that  the  company's  octopus-like 
;ach  extends  "from  [radio  host]  Don  Imus  at 
reakfast  to  Letterman  before  bed  and  every- 
ling  in  between:  on  the  Web,  on  cable,  on 
roadcast  TV,  on  radio,  on  buses,  and  billboards." 
IGH  HURDLES.  Media  companies  are  also  look- 
ig  to  extend  their  reach  through  broadcast 
ltlets.  Under  George  W.  Bush,  many  hope  reg- 
lations  will  be  eased — particularly  Federal 
ommunications  Commission  rules  limiting  the 
jmber  of  TV  stations  one  company  can  operate 
.  a  market.  Expect,  also,  to  see  a  push  for 
ss  stringent  antitrust  reviews  in  reaction  to  the 
grdles  aol  and  Time  Warner  had  to  clear. 
■  While  2001  may  not  equal  last  year's  over- 
jated  pace,  there  are  still  big  deals  to  be  made, 
•eneral  Motors  Corp.'s  Hughes  Electronics 
orp.  is  the  most  closely  watched  for  its  satellite 
.isiness,  DirecTV.  One  likely  bidder  is  News 
orp.'s  Rupert  Murdoch,  who  could  use  DirecTV 


to  build  a  U.S.  satellite  presence  under  a 
planned  worldwide  satellite  unit.  But  Viacom, 
Comcast,  and  General  Electric  are  possible  bid- 
ders, too.  Cablevision's  Rainbow  Media  Hold- 
ings Inc.,  which  operates  cable  channels  Ameri- 
can Movie  Classics,  Bravo,  and  the  Independent 
Film  Channel,  is  also  attracting  interest.  These 
assets  might  fit  well  with  Viacom,  NBC,  movie 
studio  mgm,  or  Barry  Diller's  usa  Networks. 

Speaking  of  Diller,  some  people  expect  the 
mogul  to  make  a  run  at  GE's  NBC,  especially 
now  that  he's  cash  rich  from  the  recent  $1.1 
billion  sale  of  several  television  stations.  John  F. 
Welch  Jr.'s  heir,  Jeffrey  R.  Immelt,  has  said 
nbc  isn't  for  sale — but  he  may  get  an  offer  he 
can't  refuse.  A  broadcast  network  is  alluring  to 
any  number  of  the  emerging  media  juggernauts. 

But  at  least  in  the  short  term,  it's  AOL-Time 
Warner  that  will  steal  the  show.  While  forced,  as 
terms  of  the  merger,  to  open  up  its  high-speed 
pipes  to  competitors  and  concede  some  of  its 
monolithic  clout,  the  mega-company  is  still  po- 
sitioned to  generate  mega-revenues. 

As  if  there  weren't  enough  subplots  for 
2001,  here's  one  more:  Big  music  companies 
have  to  deal  with  Bertelsmann's  plans  to  turn 
Napster  into  a  paid-subscriber  service.  Last 
year,  millions  of  kids  helped  themselves  to 
free  music  using  file-sharing  technology  de- 
veloped by  Napster  founder  Shawn  Fanning. 
While  Bertelsmann  ponders  how  to  make 
money  from  Napster,  other  media  executives 
must  be  wondering  when  the  next  Shawn 
Fanning  will  unleash  some  new  scheme  to 
turn  their  businesses  upside  down. 

By  Tom  Lowry  in  New  York 


There  are  deals 
to  be  done,  and 
one  of  them 
just  may  be  for 
NBC,  though  GE 
says  it's  not 
for  sale 


HOLLYWOOD  RUSHES  TO  BEAT  A  STRIKE 


Will  Smith  figures  to  make  a  quick  change 
from  boxing  trunks  to  a  black  suit  and  shades 
this  spring.  With  Hollywood  bracing  for  an 
expected  strike  this  summer,  studios  and  net- 
works will  spend  much  of  the  first  half  of  2001 
rushing  films  and  TV  shows  into  production. 
For  Smith,  that  means  finishing  up  AH,  the 
boxing  film  he's  making  for  Sony  Corp.'s 
Columbia  Pictures,  then  rushing  to  the  set  of 
the  sequel  to  his  1997  smash  Men  in  Black. 
By  late  June,  Hollywood's  writers  and  actors 
may  both  be  walking  picket  lines.  So  TV 
executives  are  rustling  up  new  episodes  for 
existing  shows  and  polishing  up  faltering 
series  for  another  try.  Studios  already  have 
increased  by  20%  the  number  of  films  they 
plan  to  make  in  2001,  according  to  film 
tracking  site  IFilm.com.  But  signs  of  a  crisis  loom  every- 
where. NBC  ordered  extra  episodes  of  Friends,  Will  &  Grace, 
and  Law  &  Order,  but  was  unable  to  get  more  of  West  Wing, 
ER,  and  Third  Watch.  The  reason:  Those  shows'  creator,  John 
Wells,  is  president  of  the  Writers  Guild.  "There  is  little  rea- 
son to  be  optimistic,"  says  News  Corp.  President  Peter 
Chernin,  who  openly  worries  that  network  TV's  annual  loss 


LOYAL:  Susan  Sarandon  and 
Tim  Robbins  back  the  union 


of  viewers  to  cable  will  accelerate  if  viewers 
are  exposed  to  more  reruns  than  usual. 
Fresh  from  the  actors'  six-month  strike 
against  makers  of  TV  commercials,  Hollywood 
unions  are  now  seeking  more  money  for  use  of 
their  work  in  foreign  outlets  and  on  cable.  They 
also  want  a  piece  of  the  profits  when  their 
works  go  digital  and  wind  up  on  the  Net.  To  be 
finished  by  summer,  films  need  to  be  in  pro- 
duction by  April.  That's  already  putting  pres- 
sure on  studio  execs  to  cut  short  their  power 
lunches  so  they  can  hustle  projects  along. 

All  of  this  is  good  news  for  actors.  Up-and- 
coming  Irish  actor  Colin  Farrell  went  from  the 
little-seen  war  movie  Tigerlandto  a  $2.5  mil- 
lion payday  for  his  role  in  Phone  Booth  after 
Jim  Carrey  pulled  out.  Martial  arts  StarJet  Li 
had  his  choice  between  Universal  Pictures'  Green  Hornet  and 
Warner  Brothers'  sequel  to  the  The  Matrix  and  chose  the  latter. 
As  for  Will  Smith,  Sony's  rush  to  start  production  of  its  Men  in 
Black  sequel  came  with  an  especially  hefty  payday.  On  top  of 
his  $20  million  salary,  the  actor  will  take  home  20%  of  the  rev- 
enues that  the  studio  collects  once  the  film  hits  the  theaters. 

By  Ronald  Grover  in  Los  Angeles 
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PROGNOSIS  2001 


OUTPUT 

BILLIONS  OF  '00  DOLLARS 


45.0 


54.8 

EST 


AVERAGE  YEARLY  GROWTH 

4.3% 

PRODUCTIVITY 

THOUSANDS  OF  '00  DOLLARS  PER  EMPLOYEE 
1997  2001  EST. 

$175.8        $187.5 

AVERAGE  YEARLY  GROWTH 

1.3% 

EMPLOYMENT 

#  =  250,000 


0.3  MILLION 

DATA:  STANDARD  S  POORS  DRI 

POSITIVES 

■  Despite  the  dot-com 
slump,  the  Net  and 
other  new  media  will 
provide  some  growth. 

■  Expanding 
opportunities  in  PR 
and  marketing  will 
protect  big  agencies 
from  a  fall-off  in  ads. 

NEGATIVES 

■  Ad  growth  will  be  the 
slowest  in  five  years. 

■  Old  Economy  clients, 
dealing  from  a  position 
of  strength,  are 
winning  lower  rates 
from  agencies. 


Just  last  summer,  the  advertising  industry  was  having  a  tota| 
blast,  tv's  Survivor,  all  the  rage,  was  creating  a  rich  platfon 
for  new  commercials.  The  Pets.com  Inc.  sock  puppet  am 
other  Internet  icons  were  still  among  the  living,  generating 


buzz  and  cash.  And  magazines  were  so  fat  with 
ads  you  needed  a  forklift  to  pick  up  the  mail. 

A  few  months  later,  that  dot-com  advertis- 
ing bubble  has  gone  the  way  of  the  sock  pup- 
pet. Just  as  companies  are  planning  their  ad 
and  marketing  budgets  for  next  year,  news 
that  the  economy  may  finally  be  slowing  is 
hitting  hard.  And  that  has  thrown  a  whole 
lot  of  cold  water  on  the  advertising  industry. 
Now,  instead  of  planning  showcase  ads  for 
new  network  programs  and  crafting  clever 
mascots  for  hot  new  e- 
tailers,  admakers  are 
bracing  for  a  tough  year. 
"You'd  have  to  be  blind 
not  to  see  what's  com- 
ing," says  William  L. 
Katz,  president  and  ceo 
of  agency  bbdo  New 
York.  "The  indicators  are 
saying  'slowdown.'" 

Since  the  mid-'90s,  the 
advertising  industry  has 
seen  strong  growth,  often 
in  the  high  single  digits 
each  year.  But  in  recent 
months  that  streak  has 
cooled,  and  experts  are 
now  revising  their  origi- 
nal forecasts  for  a  smaller 
gain.  Michael  Russell,  an  analyst  at  Morgan 
Stanley  Dean  Witter,  thinks  total  spending  by 
companies  on  ads  will  grow  about  4.5%  in  the 
coming  year,  to  $166  billion,  although  his  pro- 
jections change  markedly  when  he  takes  the 
Web  into  account.  Growth  in  that  case  could  be 
7%,  he  says.  But  few  industry  leaders,  watch- 
ing the  current  trials  and  tribulations  of  dot- 
com companies,  are  banking  on  the  Internet  to 
bail  them  out  in  2001. 

STINGY  CLIENTS.  Big  clients  have  already  fac- 
tored the  changing  climate  into  their  business 
plans.  In  November,  DaimlerChrysler  informed 
magazine  publishers  that  it  wanted  to  pay  the 
same  ad  rates  in  2001  that  it  did  in  2000.  And 
even  under  these  terms,  the  auto  maker  did  not 
guarantee  that  it  would  maintain  its  former 
spending  levels.  Experts  expect  other  car  com- 
panies to  be  similarly  stingy  in  the  coming  year. 

The  economy  may  be  the  biggest  threat  to 
the  ad  industry  in  2001,  but  it's  not  the  only 
one.  Labor  politics  also  loom  large  for  ad 
agencies.  Barely  off  a  L75-day  strike  by  ad- 
vertising actors,  the  industry  now  faces  a  po- 
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DOT-GONE:  Ad  agencies  will  miss 
cash  cows  like  the  Sock  puppet 


tential  strike  by  TV  and  film  actors  and  wri 
ers,  whose  contracts  are  up  in  the  summer 
2001.  While  not  directly  connected  to  the  aj 
industry,  if  these  writers  and  actors  fail 
come  to  new  terms  by  late  May,  the  fall  tel 
vision  season  will  be  threatened  and  the  valu 
of  ad  time  will  slip. 

Another  damper:  the  loss  of  dot-com  dollar; 
For  the  past  two  years,  agencies  have  er 
joyed  a  huge  windfall  from  the  Internet  ecor 
omy.  Newly  founded  e-businesses,  looking  t 
build  brands  in  a  hurr 
shoveled  money  into  ac 
vertising.  Old  Econom 
competitors  fought  bac 
with  ads  of  their  owi 
This  year,  as  the  onlin 
community  has  run  shoi 
of  cash,  there's  far  le 
money  for  advertising 
And  what  remains 
dot-com  ad  budgets  is  o 
ten  funneled  to  cheape 
tactics,  like  e-ma 
newsletters  and  guerril 
marketing.  "Marketei 
have  learned  from  las 
year's  experience,"  saj 
Marissa  Gluck,  senior  ai 
alyst  at  Jupiter  Med 
Metrix  Inc.  Expensive  advertising  is  out  of 
style,  she  posits. 

ESCAPING  THE  AX.  The  news  is  not  all  ba 
Many  of  the  biggest  ad  agencies  are  no 
owned  by  well-diversified  parent  corporatioi 
that  are  cushioned  against  just  such  a  dow 
turn  in  ad  spending.  At  Omnicom  Group  In 
and  Interpublic  Group  of  Cos.,  for  exampl 
more  than  50%  of  company  revenues  con 
from  the  more  recession-resistant  marketir 
sector.  These  services,  which  include  direi 
marketing  and  public  relations,  are  cheap* 
than  high-profile  ad  campaigns  and  therefoi 
less  likely  to  get  the  ax  at  the  first  sign 
slowdown.  And  some  traditional 
sectors,  such  as  radio,  are  looking  quite  stroi 
for  2001. 

Ultimately,  though,  the  Internet's  volatilil 
has  left  most  ad  agencies  looking  down  tl 
barrel  of  smaller  ad  buys  and  fewer  clients  i 
make  them.  Admakers  may  find  that  the  hari 
est  sell  they  make  this  coming  year  is  of  the 


OWI!  services. 


By  Ellen  Neuborne  in  New  rbi 
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jw  can  you  tell  when  Omron  products  are  hard  at  work?  When  you're  not.  A  global  technology 
ader,  Omron  designs  and  manufactures  innovative  solutions  to  make  your  life  easier, 
ore  productive,  and  more  comfortable.  From  industrial  automation  to  electronic  components, 
'om  healthcare  devices  to  fare  management  systems.  We  make  it  all  work  for  you. 
mron.  The  human  side  of  technology,  www.omron.com 
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Get  e-business  help  when  you  need  it.  Hey#  we  feel  your  pain. 
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Micronpc.com  is  where  you  can  get  all  the  key  building  blocks  for  your  e-business  in  one  place. 

And  one  person,  your  one  point  of  contact,  will  walk  you  through  the  entire  process. 

And  they'll  introduce  you  to  the  doorway  to  your  e-business,  our  ClientPro®  CN  desktop, 

which  features  the  Intel™  Pentium""  III  processor.  Start  making  the  most 

of  e-business  today.  Visit  micronpc.com/hightech6  or  call  1-888-815-4774. 
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BANKING 


outfits  have 
nt  ine  past  few 
years  bulking  up,  but 
problem  loans  and 
tighter  profit  margins 
could  turn  2001  into 
a  major  stress  test 
BANK  OF  AMERICA:  Bigger 
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j  from  the 
gloomy  times  of  1999. 
Signs  are  the  industry 
"  expanding  at  its 
stest  rate  in  15  years, 
nd  prospects  for  the 
lew  year  are  upbeat 
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PROGNOSIS  2001 


OUTPUT 

BILLIONS  OF  '00  DOLLARS 


724.5 

EST. 


567.0 


AVERAGE  YEARLY  GROWTH 

5.6% 

PRODUCTIVITY 

THOUSANDS  OF  '00  DOLLARS  PER  EMPLOYEE 
1997  2001  EST. 

$209.8        $247.9 

AVERAGE  YEARLY  GROWTH 

3.6% 


EMPLOYMENT 

♦  =  250,000 
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2.9  MILLION 

DATA:  STANDARD  &  POOR'S  DRI 


POSITIVES 

■  The  industry  will 
benefit  if  the  Fed 
lowers  interest  rates. 


■  Strong  players  will 
get  stronger  through 
strategic  acquisitions. 

NEGATIVES 

■  Hypercompetition 
among  banks, 
brokers,  and  insurers 
will  trigger  layoffs  and 
spin-offs. 

■  Credit  problems 
will  continue  to  rise. 

■  Margins  for 
investment  banks  will 
be  compressed. 


Financial-services  companies  spent  the  past  five  yean 
scrambling  to  be  all  things  to  all  customers.  Througl 
acquisitions,  alliances,  and  internal  growth,  they  raced  t( 
get  bigger  by  entering  new  business  areas.  Insurers  an(  J 


banks  added  higher-margin  investment  banking 
capabilities.  At  the  same  time,  securities  firms 
moved  into  more  traditional  commercial  bank- 
ing turf. 

But  2001  may  be  the  year  the  music  stops. 
Rising  problem  loans  and  compressed  profit 
margins,  combined  with  slower  economic  growth, 
are  expected  to  create  a  much  more  challenging 
environment  for  banks  and  securities  firms.  So  in 
the  next  12  months,  these  firms'  strategies  could 
shift  into  reverse.  Executives  may  still  shop  for 
acquisitions.  But  they  will  concentrate  more  on 
paring  down — identifying  and 
nurturing  high-performing  units, 
cutting  costs,  and  pruning  away 
dead  wood.  "You  have  a  lot  of 
uneconomic  structures  in  place," 
says  veteran  bank  analyst  Sean 
Ryan,  formerly  with  Bank  of 
America  Securities.  "They  may 
have  seemed  O.K.  at  6%  eco- 
nomic growth.  But  in  a  more 
normal  environment,  the  stress 
cracks  become  apparent." 

Already,  signs  of  strain  are 
showing.  UnionBanCal,  Morgan 
Stanley  Dean  Witter,  and  Chase 
Manhattan  all  have  said  that 
their  fourth-quarter  earnings 
won't  meet  Wall  Street's  expectations.  Chase  is 
firing  5,000  of  95,000  employees — 60%  more  than 
it  had  planned  when  it  announced  its  merger 
with  J.  R  Morgan  &  Co.  in  September.  The  se- 
curities unit  of  insurer  Prudential  Insurance  Co. 
is  closing  its  investment  banking  division  and 
cutting  160  employees.  And  Dutch  insurer  ing 
Barings  plans  to  dump  its  U.S.-based  invest- 
ment banking  shop. 

FED  WATCH.  How  bad  could  things  get  for  fi- 
nancial services  firms  in  2001?  As  always,  it  all 
depends  on  the  economy,  says  Citigroup  Co- 
Chairman  and  former  Treasury  Secretary 
Robert  E.  Rubin.  "That's  where  the  ball  game 
is  going  to  be,"  he  says.  One  factor  will  be  the 
Federal  Reserve  Board's  call  on  interest  rates. 
A  drastic  cut  could  help  juice  up  financial  com- 
panies' margins,  but  a  smaller  one  may  barely 
have  an  impact  on  profits. 

Any  slowdown  will  feel  harsh  since  it  comes 
on  the  heels  of  the  strong  first  three  quarters 
of  2000.  Despite  fourth-quarter  profit  warn- 
ings, securities  firms'  pretax  profits  in  2000 
are  still  expected  to  reach  a  record  $20  bil- 
lion, on  $241  billion  in  revenues,  estimates  the 
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Securities  Industry  Assn.  But  in  2001,  secur 
ties  firms  will  have  to  settle  for  low  singl 
digit  growth,  says  Amy  Butte,  securities  ir 
dustry  analyst  at  Bear  Stearns  Cos.  That 
down  from  double-digit  growth  in  2000. 

Paradoxically,  the  slowdown  could  also  trigge 
another  buying  binge.  Since  1997,  there  hav 
been  more  than  400  mergers  and  acquisitions  c  misi 
U.  S.  securities  firms.  The  average  price  of  thes  fe 
deals  has  grown  steadily,  hitting  $2.5  billion  las   ting 
year.  But  rather  than  slowing  mergers,  a  slug 
gish  economy  could  push  outfits  hard  hit  b 

loan  losses  or  lower  profits  int  >  Is 
the  arms  of  stronger  banks  an    seq 
insurance  companies  and  Eurc 
pean  firms  still  eager  to  get  int 
the  U.  S.  "There  are  still  a  lc 
of  buyers  out  there,"  says  Alle 
Morgan,  chairman  of  Memphi 
(Tenn.)  broker  Morgan  Keega 
Inc.,  which  last  month  was  a< 
quired  by  Birmingham  (Ala 
based  Regions  Financial  Co: 
Other  potential  targets  inclu 
Bear  Stearns  and  Legg  Maso 
Inc. 

Of  course,  not  all  banks 
securities  firms  will  suffer.  Bi 
there  are  serious  trouble  spot 
Increasing  loan  losses  and  pressure  on  profit 
are  raising  investors'  concerns  about  bank: 
Many  promised — and  delivered — double-dig 
growth  in  recent  years,  in  part  by  easing  lenc 
ing  standards.  Now,  as  more  borrowers  suffe 
from  the  slowdown,  the  likes  of  Bank  of  Ame: 
ica  Corp.  and  First  Union  Corp.  are  having  t 
raise  reserves  to  cover  unpaid  loans,  thus  cu 
ting  into  profits. 

Assuming  the  economy  has  a  soft  landinj 
Rubin  and  others  expect  dud  loans  to  continu 
to  rise.  In  2000,  loans  classified  as  substandar 
soared  70%,  to  3.3%  of  all  loans  outstanding,  c 
$63.3  billion,  according  to  the  Federal  Reserv 
And  even  with  robust  economic  growth,  prol 
lem  loans  would  still  increase  until  at  leas 
mid-year  2001,  according  to  independent  ban  k 
analyst  Michael  Mayo,  who  foresaw  the  shaki 
out  a  year  ago  when  he  was  with  Credit  Suiss 
First  Boston. 

Clearly,  banks  will  need  to  boost  reserves  t 
cover  the  uptick  in  problem  loans.  Loan-loss  p    I 
serves  have  fallen  for  the  past  several  yeai    I 
and  now  represent  only  1.41%  of  loans  OU 
standing — the  lowest  level  since   1989,  saj 
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Befe  Hruyette  &  Woods  Inc.  analyst  Thomas 
i1.  Theurkauf  Jr. 

Meantime,  profits  from  plain  vanilla  con- 
unicr  deposits — the  bulk  of  traditional  bank 
amines — are  falling.  As  investment  banks  and 
nutual  fund  companies  chase  customer  assets, 
onsumers  are  leaving  less  money  in  their 
hecking  and  savings  accounts.  "The  low-cost 
leposit  product  is  clearly  a  dinosaur  and  while 
ot  extinct,  is  certainly  an  endangered  species," 
ays  rating  agency  Fitch  IBCA'a  latest  U.S. 
miking  Quarterly  Review. 

Revenues  from  banks'  venture-capital  units 
re  way  off,  as  well.  Many  banks  saw  record 
refits  in  the  first  quarter  of  2000,  in  part  be- 
ause  investments  in  startup  technology  and 
nternet  companies  were  performing  well.  But 
ince  then,  holdings  have  fallen  sharply,  forcing 
anks  to  write  down  their  value. 
HASING  THE  MONEY.  The  coming  year  doesn't 
wk  any  easier  for  securities  firms,  either.  The 
ldustry's  big  earners  to  date — megamergers, 
cquisitions,  and  underwriting  of  bonds  and 
quities — are  expected  to  slow.  Indeed,  under- 
writing fees  from  initial  public  offerings  dried 
p  after  the  Nasdaq  tumbled  last  spring.  "Fees 
nd  trading  profits  out  of  Wall  Street  will  be  a 
ttle  less,"  says  kpmo  consultant  Robert  Arning. 
!onsequently,  firms  will  be  looking  to  increase 
ontraditional  revenue  sources,  he  says. 

Conditions  will  also  be  tougher  on  the  retail 
ide.  To  be  sure,  there  are  more  investable  as- 
ats  than  ever  before.  And  the  percentage  of 
I.  S.  households  that  owns  equities  has  jumped 
)  48.2%  of  all  households  in  1999,  up  from 
2.5%  in  1989.  But  the  stock  market  downturn  is 


slowing  the  inflow  of  new  money,  leaving  firms 
all  chasing  the  same  pool  of  high-net-worth 
clients.  "That's  where  the  money  is,"  says  Mark 
B.  Sutton,  president  of  Paine  Webber  Inc.'s  pri- 
vate client  group.  At  the  same  time,  banks  are 
trying  to  tap  previously  ignored  pockets  of  the 
population.  The  number  of  households  headed 
by  women  and  minorities  with  annual  incomes  of 
more  than  $100,000  is  expected  to  double,  to 
1.6  million,  by  2010. 

The  securities  industry  faces  big  outlays. 
Companies  expect  to  spend  a  total  of  $1  billion 
overhauling  computer  systems  to  handle  a  Se- 
curities &  Exchange  Commission  mandate 
switching  stock  trades  to  decimals  from  frac- 
tions. Then  they  face  an  $8  billion  bill  through 
to  mid-2004  on  system  upgrades  to  process  all 
their  transactions  in  a  single  day — as  opposed 
to  three  to  five  days  now.  By  contrast,  the  in- 
dustry spent  $5  billion  to  brace  for  Y2K. 

The  winners  will  be  firms  with  enough  funds 
for  the  chase.  In  a  challenging  economic  envi- 
ronment, firms  that  spend  their  dollars  most 
efficiently  will  be  more  likely  to  survive,  says 
Richard  H.  Repetto,  securities  industry  analyst 
at  Putnam  Lovell  Securities  Inc.  He  feels  most 
optimistic  about  companies  that  have  success- 
fully integrated  technology  into  their  business 
models,  such  as  td  Waterhouse  Group  Inc.  and 
Charles  Schwab  Corp.  As  the  borders  between 
banks  and  securities  firms  continue  to  blur,  it's 
going  to  be  a  hell  of  a  fight.  That  doesn't  mean 
big  can't  be  beautiful.  But  it  does  mean  the  big 
can  no  longer  afford  to  stay  fat. 

By  Heather  Timmons  arid  Emily  Thornton 
in  New  York 


"Fees  and 
trading  profits 
out  of 
Wall  Street 
will  be  a  little 
less,"  says 
KPMG's  Arning 


A  DARK  WINTER  FOR  BANK  OF  AMERICA 


In  the  finance  sector,  this  year  is  looking  difficult  for  even  the  in- 
dustry's fittest.  But  for  Bank  of  America,  weak  industry  funda- 
mentals will  only  add  to  a  series  of  woes.  The  weight  of  these 
problems  rests  squarely  on  the  shoulders  of  CEO  Hugh  L.  McColl. 

When  Bank  of  America  merged  with  NationsBank  in  1998,  Mc 
Coll,  who  had  built  NationsBank  through  a  flurry  of 
deals,  promised  great  things.  The  new  juggernaut 
would  grow  earnings  by  12%  to  15%  a  year  and  the 
"watershed  event"  would  create  a  "profitable  and 
aggressively  managed  franchise."  Instead,  the  deal 
has  fast  proved  that  bigger  isn't  always  better. 

Since  the  merger,  the  Charlotte  (N.  C.)  bank  has 
reported  a  string  of  bad  news,  most  recently  saying 
on  Dec.  6  that  it  would  miss  2001  earnings  esti- 
mates by  almost  10%.  Why?  Bad  loans  are  multi- 
plying and  revenues  are  falling.  The  bank's  2001 
earnings  estimates  are  now  27%  below  McColl's 
1998  prediction,  says  Tom  Brown,  CEO  of  hedge 
fund  Second  Curve  Capital  in  Manhattan. 

Shareholders  have  registered  their  dissatisfac- 
tion by  selling.  Bank  of  America's  stock  has  fallen 
40%  since  the  NationsBank  deal,  vs.  a  19%  fall  in 
the  Standard  &  Poor's  bank  index.  Even  though  it's 
trading  at  close  to  a  two-year  low,  some  say  the 


BURDENED: 

McColl's 
acquisitive 
days  are  over 


stock  is  no  bargain.  "Risk  factors  remain  high,"  says  Merrill 
Lynch  &  Co.  bank  analyst  Judah  S.  Kraushaar.  Profits  at  Bank  of 
America's  consumer  units  won't  grow  as  quickly  as  expected,  he 
says,  because  it  plans  to  increase  deposit  rates  to  attract  more 
customers.  He  expects  that  2001  earnings  will  be  even  lower 
than  the  bank  has  recently  hinted,  adding  "it  is  premature  to 
consider  buying  shares." 

Change  is  afoot.  Ken  Lewis,  Bank  of 
America's  president,  stressed  the  need  for 
action  at  a  recent  Goldman,  Sachs  &  Co. 
conference.  "We  are  changing  the  thrust  ot 
the  company  from  an  acquisition — thus  ex- 
pense-driven— model  to  a  customer-focused, 
revenue-driven  organization,"  Lewis  said.  But 
this  may  prove  too  little,  too  late. 

Outsiders  have  already  begun  to  call 
for  McColl's  head.  Commenting  on  the 
$150  million  bonus  McColl  and  other 
top  brass  granted  themselves,  Second 
Curve  Capital's  Brown  mused:  "When 
will  the  reign  of  terror  by  Hugh  McColl 
end?"  Unless  McColl  can  turn  the  bank 
around,  expect  the  answer  this  year. 

By  Heather  Timmons 
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2.5  MILLION 

DATA:  STANDARD  &  POOR'S  DRI 

POSITIVES 

■  Premiums,  which 
have  long  been 
depressed,  are  starting 
to  rebound. 

■  Insurers  and  policy 
buyers  are  looking  to 
Internet  sales  as  a  low 
cost  alternative. 


NEGATIVES 

■  Medical  fees  and 
car-repair  costs  are 
rising — meaning 
higher  premiums. 

■  An  economic 
downturn  would  mean 
fewer  new  houses  and 
cars  to  insure. 


A  decade  of  cutthroat  pricing  and  excess  capacity  has  taker 
its  toll  on  property  and  casualty  companies.  In  1999  alone,  thii 
benighted  sector  lost  nearly  26%  of  its  stock  market  value.  Bu 
the   outlook   improved   steadily  last  year,   and  prospect: 


for  2001  are  upbeat:  Premium  growth  should 
hit  7%,  suggesting  that  the  industry  is  now 
expanding  at  the  fastest  rate  in  15  years. 

Insurers  are  showing  signs  that  they  are  no 
longer  shredding  prices  just  to  win  business  or 
gain  market  share.  Property  and  casualty  (p&c) 
carriers  have  been  through  years  of  price-cutting 
and  are  stuck  with  huge  underwriting  losses. 
And  this  year,  auto  insurers  are  anticipating 
higher  costs — they  are  increasingly  unwilling 
to  pay  for  cheaper,  generic  replacement  parts  for 
repair  jobs,  opting  instead  for  name  brand 
components.  Against 
this  backdrop,  p&c 
carriers  have  no 
choice  but  to  end  the 
price  wars. 

Medical  insurers 
find  themselves  in  a 
similar  predicament,  as 
some  of  their  top  re- 
imbursable expenses 
are  raging  out  of  con- 
trol. "The  pace  of 
medical  inflation  is  up 
more  than  50%  since 
1997,"  says  Robert  P. 
Hartwig,  vice-presi- 
dent and  chief  econo- 
mist at  the  Insurance 
Information  Institute. 

Insurers  will  lose  no  time  passing  along  these 
higher  costs  to  their  policyholders  in  the  form  of 
higher  premiums.  Already  in  2000,  consumers 
were  hit  with  higher  auto  premiums  for  the  first 
time  in  three  years.  This  year,  "personal  auto 
rates  generally  are  edging  up,"  says  Hartwig. 
SIGNS  OF  LIFE.  Rising  premiums  may  pinch 
consumers'  pocketbooks,  but  they're  good  news 
for  the  industry,  which  depends  on  them  as  a 
chief  source  of  revenue.  In  addition,  invest- 
ment earnings  are  rising.  Thanks  in  part  to 
higher  interest  rates  and  increased  earnings 
from  bonds,  investment  income  grew  by  2.2%, 
to  $29.2  billion  through  the  first  nine  months  of 
2000,  compared  with  a  3.3%  drop  in  all  of  1999. 
With  the  stock  market  swooning,  bonds  will 
continue  to  look  bright — and  will  brighten  the 
prospects  of  insurers'  bond-heavy  portfolios. 

Amid  these  signs  of  life  in  the  P&c  busi- 
ness, some  big  mergers  took  center  stage  in 
2000.  Dutch  giant  ing  Group  showed  a  huge  ap- 
petite for  life  insurance  and  wealth-manage- 
ment companies,  snapping  up  ReliaStar  Finan- 


FLASHING  LIGHT:  High  costs  hitting  medical 
insurers  will  be  passed  on  to  you-know-who 


cial  in  Minnesota  and  a  large  chunk  of  ailin 
Aetna  Inc.  This  year,  large  European  insur 
ers  will  continue  to  seek  stronger  positions  i 
the  U.  S.  John  S.  Scheid,  a  partner  in  Pricewt 
terhouseCoopers'  global  insurance  practice,  sir 
gles  out  Germany's  Allianz  as  a  company  wit 
plenty  of  capital  and  a  strong  appetite  fo 
deals.  "I  can  see  them  doing  acquisitions  i 
both  P&c  and  life,"  he  says. 

Along  with  rising  premiums  and  ongoin 
consolidation,  cost  savings  have  taken  on  re 
newed  importance  for  both  insurers  and  thei 
clients.  As  in  othe 
industries,  the  Intel 
net  is  emerging  a 
the  key  to  lowe 
transaction  costs.  Th 
Web  allows  cus 
tomers  to  researcl 
price,  and  maintai 
policies  faster  an 
more  cheaply  than  i 
the  past.  Consumer 
are  trying  out  We 
sales  in  growin 
numbers.  Policie 
sold  via  the  Net  doi 
bled  in  2000,  to  % 
billion,  and  are 
track  to  hit  $3  billio 
in  2001. 
A  few  question  marks  hang  over  the  indui 
try.  The  growth  of  sales  over  the  Net  is  ei 
couraging,  but  these  add  up  to  a  tiny  percen 
age  of  the  $302-billion  P&c  arena.  It  seen 
that  consumers  ultimately  still  prefer  to  seal 
deal  in  person  with  an  agent.  The  complexity 
insurance  products,  and  the  old  question  < 
trust,  mean  that  big-brand  names  such  as  Geic 
or  Progressive  still  carry  more  weight  tha 
their  purely  online  brethren,  such  as  startu 
auto  insurance  company  Esurance.  "U.S.  coi 
sumers  are  buying  on  the  basis  of  brand,"  saj 
Price waterhouseCoopers'  Scheid. 

Another  concern  is  the  economy.  Housin  - 
starts  are  slowing,  fewer  new  cars  are  bein 
bought,  and  unemployment  is  expected  to  inc 
up — all  of  which  spells  trouble  for  sales  of  ne 
policies,  points  out  the  Information  Institute 
Hartwig.  For  now,  though,  insurance  execi 
tives  are  confident  that  better  pricing,  merger 
and  Net  efficiencies  will  give  the  industry  mm 
to  recover,  even  if  the  economy  is  slowing. 
By  Resa  W.  King  in  Connection 
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THEY  COME  TO  YOUR  SITE  LOOKING  FOR  SOMETHING  DIFFERENT.  GIVE  IT  TO  THEM. 


fiBLUE  MARTINI 


Everybody's  different.  When  you  know  your  customers— what  they  need,  what  they  like  and  what  may  be  of  interest  to  them 
in  the  future  — it's  a  lot  easier  to  give  them  what  they're  looking  for.  Blue  Martini  has  the  power  to  make  it  all  happen. 
Our  applications  analyze  customer  information  then  deliver  a  highly  personalized  experience  based  on  that  analysis. 
The  time  spent  interacting  with  your  company  is  more  relevant.  It's  quicker.  And  it's  great  for  sales.  To  find  out  how 
Blue  Martini's  e-business  solutions  can  improve  your  customer's  experience,  visit  www.bluemartini.com/prism. 
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PROGNOSIS  2001 


OUTPUT 

BILLIONS  OF  '00  DOLLARS 


98.3 


AVERAGE  YEARLY  GROWTH 

5.0% 

PRODUCTIVITY 

THOUSANDS  OF  '00  DOLLARS  PER  EMPLOYEE 
1997  2001  EST. 

$366.0        $411.7 

AVERAGE  YEARLY  GROWTH 

2.5% 

EMPLOYMENT 

(f  =  250,000 

II 

0.3  MILLION 

DATA:  STANDARD  S  POOR'S  DRI 

POSITIVES 

■  New-product 
introductions  will  be 
more  plentiful  in  2001 
than  in  2000. 

■  Cost  savings  from 
consolidation  will 
help  drugmakers  pad 
their  margins. 

NEGATIVES 

■  Patents  on 
blockbuster  products 
will  expire. 

■  Big  Pharma  wants 
to  license  more  from 
biotech,  but  upstarts 
are  flush  and  can  play 
hard  to  get. 


LIFE       SCIENCE 


DRUGS 


Storm  clouds  hung  over  the  pharmaceutical  sector  througl 
2000,  in  the  form  of  election-year  rhetoric  about  rocketing 
drug  costs.  Some  companies  feared  the  federal  governmen 
might  pass  draconian  new  laws  aimed  at  slashing  druj 


prices.  But  an  election  that  yielded  an  evenly 
split  Congress  and  a  Republican  White  House 
put  an  end  to  such  talk.  Meanwhile,  pharma- 
ceutical revenues  were  buoyed  by  a  slew  of 
fast-growing  products  that  helped  worldwide 
sales  grow  a  healthy  11.7%,  according  to  re- 
search firm  IMS  Health  Inc. 

Don't  look  for  a  repeat  performance  in  2001. 
While  new  product  introductions  are  likely  to 
pick  up  over  2000,  most  analysts  say  those 
rollouts  still  won't  match  the  payoff  from  the 
string  of  blockbuster  launches  in  the  late  1990s. 
At  the  same  time,  U.  S.  patents 
on  a  number  of  major  drugs 
are  set  to  expire.  An  expected 
wave  of  generic  versions  will 
be  a  boon  for  consumers,  but  a 
bane  to  the  industry's  growth. 
Buffeted  by  these  crosscur- 
rents, the  drug  industry,  which 
has  already  seen  a  series  of 
megamergers,  could  face  even 
more  consolidation. 

None  of  these  anticipated 
setbacks  has  sent  drug  execs 
reaching  for  mood-boosters. 
Amid  all  the  turmoil,  IMS 
Health  expects  global  drug 
sales  to  grow  8.8%,  to  $385  bil- 
lion in  2001.  "It  is  still  a  very  good  outlook," 
says  Norman  M.  Fidel,  healthcare  portfolio  man- 
ager at  Alliance  Capital  Management  LP.  But 
that's  to  be  expected,  he  says:  "We've  had  a 
period  of  unprecedented  prosperity." 
GENERIC  INROADS.  So  which  are  the  most  like- 
ly roadblocks?  Certainly,  the  biggest  source  of 
alarm  is  the  expiration  of  key  drug  patents.  SG 
Cowen  Securities  predicts  that  between  2000 
and  2005,  U.S.  patents  and  other  protections 
will  expire  on  products  with  annual  domestic 
sales  of  roughly  $34.6  billion.  Last  fall,  Bristol- 
Myers  Squibb  Co.  saw  the  arrival  of  generic 
competitors  to  its  $1.6  billion  cancer  drug,  Tax- 
ol.  Sales  of  Merck  &  Co.'s  Vasotec — an  antihy- 
pertension  drug  worth  $1.7  billion  in  annual 
sales — slipped  in  late  2000,  in  part  due  to  in- 
roads by  generics.  This  year,  analysts  warn 
that  generic  versions  of  Eli  Lilly  &  Co.'s  $2.5 
billion  antidepressant  Prozac  and  AstraZeneca 
PLC's  $6  billion  Prilosec,  a  treatment  for  a 
stomach  acid  condition,  could  hit  the  market. 

Naturally,  many  patients  and  health-care 
companies  are  cheering  the  arrival  of  cheaper 
generics,  which  could  help  curb  rising  costs  at 
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managed-care  operators.  "We  are  talking  abou 
some  state-of-the-art  drugs  going  off  patent,    S 
says  Dr.  James  E.  Hartert,  chief  medical  office   d  hf 
for  HMO  United  Wisconsin  Services. 

On  the  flip  side,  dwindling  revenues  coul 
force  drug  manufacturers  into  a  fresh  round  c  Bi 
dealmaking.  After  the  recent  combinations  c  HI 
big  players  such  as  Pfizer  Inc.  with  Warnei  m 
Lambert  Co.  and  the  merger  of  Glaxo  Wei  pa 
come  and  SmithKline  Beecham,  other  drug  if 
makers  who  find  themselves  dwarfed  by  thes  r 
giants  may  look  to  bulk  up. 

Patent     expirations     onl    . 
heighten     the     pressure 
merge.  Postmerger  cost  sa\ 
ings  are  one  obvious  lure.  I 
addition,  increased  scale  bring  "urth 
grander  research  and  develoj 
ment    possibilities.    Analyst 
point    to    the    benefits    of 
linkup,  for  example,  betwee 
Merck   and    Schering-Ploug| 
Corp.,  which  could  face  gene: 
versions  of  its  flagship  aller 
medicine    Claritin    in    a    fe 
years.  The  two  companies  gre    ^ 
closer  in  2000,  announcing  the 
would  create  two  new  product 
that  are  combinations  of  exis    | 
ing  drugs  or  developmental  compounds  alread 
in  their  portfolios. 

Bristol-Myers  could  also  make  a  run  on  or 
of  its  competitors.  The  company  suffered  a  m 
jor  setback  in  2000  when  questions  about  sic 
effects  delayed  the  approval  of  its  widely  ai 
ticipated  hypertension  drug,  Vanlev.  With  ths  | 
product  not  expected  until  at  least  2002,  Brii 
tol  might  prefer  not  to  go  it  alone. 

Pharmaceutical  companies  will  also  be  face 
with  the  challenge  of  jazzing  up  their  produ< 
pipelines.  To  that  end,  they  are  likely  to  enli 
the  biotech  industry.  With  biotech  stocks  sti 
pricey  relative  to  the  rest  of  the  tech  secto 
Big  Pharma  probably  will  consider  partnei 
ships  rather  than  outright  takeovers.  But 
these  companies  take  a  dive,  the  drug  giant 
are  sure  to  come  calling. 

In  the  meantime,  drugmakers  will  continu 
to  license  biotechnology  products.  Such  dea 
will  be  especially  appealing  to  smaller  biotec 

outfits  thai    lack  the  cash  for  their  own  Hash 
marketing  campaigns.  But  not  all  hint cchs  wi 
jimi|>  at  the  first  licensing  opportunity.  Ernst 
Young  estimates  that    the  biotech  sector  a 
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Beted  some  $40  billion  in  capital  last  year — 
id  companies  that  participated  in  the  binge 
in  afford  to  hold  out  for  higher  prices.  One 
ay  or  another,  says  Larry  N.  Feinberg,  man- 
Big  partner  of  health-care  hedge  fund  Oracle 
artners  LP,  "2001  will  be  a  year  of  pipeline 
aiding,  and  the  pipeline  is  clearly  in  the  ge- 
)mics  and  biotech  companies." 

By  the  close  of  2001,  a  few  new  products 
ill  likely  have  rocked  the  industry.  For  ex- 
nple,  investors  are  eagerly  awaiting  the 
unch  of  Eli  Lilly's  Zovant,  a  potentially  rev- 
utionary  treatment  for  sepsis,  a  life-threat- 
ling  response  to  infection  that  often  occurs  in 
rapitalized  patients.  Because  there  are  no  ap- 
•oved  treatments  now  for  sepsis,  Cowen  ana- 
st  Stephen  M.  Scala  figures  Zovant  sales 
uld  hit  $1.2  billion  in  2004.  And  biotech  play- 
•  Amgen  Inc.  is  expected  to  launch  its  new 
temia  drug  Aranesp,  which  Deutsche  Banc- 
lex.  Brown  Inc.  projects  will  reach  $1.4  billion 

annual  sales  within  three  years. 

Investors  will  also  be  watching  the  expected 
unches  of  follow-on  products  to  two  block- 
isters.  Prilosec  and  Claritin.  Prilosec  maker 
straZeneca  is  expected  to  launch  Nexium,  a 
■nilar  stomach  acid  treatment,  while  Schering- 

ough  hopes  to  launch  a  new  allergy  drug 
Dsely  related  to  Claritin.  The  hope  is  that 
ese  new  products  will  become  big  sellers  he- 
re the  older  drugs  get  wiped  out  by  generics. 

Further  out,  the  drug  industry  is  counting 
i  the  scientific  revolution  known  as  genomics. 
le  term  refers  to  efforts  to  exploit  the  oceans 

scientific  information  now  pouring  into  gene 
itabases  around  the  world.  Though  every  Big 


Pharma  company  has  genomics  expertise,  some 
like  SmithKline  have  made  it  central  to  their 
discovery  and  development  efforts.  Others  have 
been  relying  on  external  partnerships  with  up- 
starts such  as  Millennium  Pharmaceuticals  and 
Celera  Genomics  Group.  "We  have  10,000  to 
15,000  genes  that  could  be  relevant  targets," 
says  Henry  A.  McKinnell,  Pfizer  chief  operating 
officer,  who  becomes  ceo  on  Jan.  1.  "The  scale 
of  the  opportunity  is  enormous." 
SHIFTING  LANDSCAPE.  While  drug  companies 
wait  for  the  big  genomics  payoff — which  is  like- 
ly several  years  away — they  may  have  to  cope 
with  a  shifting  landscape  in  Washington.  The 
push  will  continue  in  2001  to  pass  a  Medicare 
prescription-drug  benefit.  The  government  plan 
right  now  provides  reimbursement  only  for 
pharmaceuticals  taken  while  in  the  hospital,  not 
for  the  growing  number  of  drugs  seniors  take  on 
a  regular  basis.  Still,  industry  watchers  say 
such  a  plan  is  unlikely  to  pass  in  the  next  12 
months — and  the  even  split  between  Republi- 
cans and  Democrats  in  Congress  makes  it  un- 
likely that  Washington  would  ever  impose  the 
sort  of  price  controls  the  industry  has  fought. 

However  Congress  tackles  this  issue,  it  is 
likely  to  involve  the  participation  of  massive 
drug  purchasers,  whether  they  are  private  in- 
surers or  the  federal  government.  And  that 
has  some  downside  for  drugmakers.  "As  more 
volume  moves  through  bigger  buyers  you'll 
see  more  price  pressure,"  warns  Pharmacia 
Corp.  CEO  Fred  Hassan.  Another  reason  the 
drug  industry  will  find  growth  in  the  years 
ahead  a  bit  tougher  than  in  the  late  1990s. 

By  Amy  Barrett  in  Philadelphia 
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Feinberg 


DELVING  INTO  A  GENETIC  GOLD  MINE 


Nothing  is  changing  drug  development  more 
than  genomics — discovering  and  understand- 
ing genes.  By  uncovering  the  biological  path- 
ways of  disease,  this  field  should  lead  to 
smarter  treatments.  Within  three  years,  pre- 
dicts Gruntal  &  Co.  analyst  Darren  Mac,  all 
drug  discovery  efforts  will  be  genomics-based. 

The  field  got  a  huge  boost  in  2000,  when 
scientists  at  Celera  Genomics  and  at  the  pub- 
licly funded  Human  Genome  Project  separately 
completed  the  monumental  task  of  reading 
the  entire  human  genetic  code.  Now  comes  the 
hard  part.  "Having  the  sequence  is  great,  but 
moving  beyond  that  to  the  biology  is  key,"  says 
Dr.  Mihael  Polymeropoulos,  vice-president  for 
pharmacogenetics  at  Novartis.  That  means  big 
opportunities  for  today's  60-odd  genomics 
companies.  Prudential  Securities  Inc.  analyst  Charles  C.  Dun- 
can figures  that  the  current  genomics  market  of  about  $1.1 
billion  will  grow  steadily  to  $10.6  billion  by  2010. 

One  strategy  for  capturing  slices  of  that  market  is  selling 
information.  For  instance,  analysts  expect  that  Celera 's  rev- 
enues from  selling  access  to  the  company's  databases  and  bi- 
ological analyses  of  the  genome  will  double,  to  some  $90  mil- 


DNA  FINGERPRINT:  Genomics 
is  a  source  of  future  drugs 


lion,  in  2001.  By  comparing  which  genes  are 
turned  on  or  off  in  diseased  vs.  normal  or- 
gans, scientists  will  gain  a  window  on  dis- 
ease pathways.  Similar  gene  data  will  also 
help  drugmakers  spot  potential  side  effects 
early  on. 

To  do  these  so-called  gene  expression  stud- 
ies, companies  use  gene  chips  like  those 
made  by  Affymetrix  Inc.  But  analysts  warn 
|  that,  with  giants  such  as  Motorola  Inc.  getting 
into  the  business,  gene  chips  will  become  a 
low-margin  commodity.  Some  investors  are 
more  optimistic  about  toolmakers  such  as 
Caliper  Technologies  Corp.,  or  research  firms 
like  Lexicon  Genetics  Inc.  and  Exelisis  Inc., 
which  use  animals  to  understand  genes. 
But  ultimately,  "the  real  value  of  genomics 
will  be  in  actual  drugs,"  explains  Mac.  A  few  companies  may 
stick  to  selling  information.  But  many  others,  like  Human 
Genome  Sciences,  will  strive  to  become  drugmakers.  By  the 
end  of  2001,  we'll  know  how  well  HGS's  first  drug,  a  wound 
healer,  works.  And  by  2004,  analysts  say,  we'll  know  if  ge- 
nomics itself  is  living  up  to  its  immense  promise. 

By  John  Carey  in  Washington 


.^_^_^^^^_^^^^^^^^__ 


LIFE       SCIENCES 
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PROGNOSIS  2001 


OUTPUT 

BILLIONS  OF  '00  DOLLARS 


271.0 


305.4 

EST. 


AVERAGE  YEARLY  GROWTH 

2.5% 

PRODUCTIVITY 

THOUSANDS  OF  '00  DOLLARS  PER  EMPLOYEE 
1997  2001  EST. 

$74.7  $81.4 

AVERAGE  YEARLY  GROWTH 

1.8% 

EMPLOYMENT 

♦  =  250,000 
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3.8  MILLION 

DATA  STANDARD  &  POOR'S  DRI 

POSITIVES 

■  After  two  years  of 
low  prices,  commodity 
prices  will  likely  rise. 

■  Improving 
economic  conditions 
in  Russia  and  Asia 
could  help  boost  U.  S. 
agricultural  exports. 

NEGATIVES 

■  Congressional 
revision  of  farm-bill 
payments  still  looms. 

■  Consumer  anxiety 
over  genetically 
modified  foods  and 
mad  cow  disease 
could  disrupt  sales. 


After  being  battered  for  two  years  by  low  prices,  saggin 
exports  and  a  strong  U.  S.  dollar,  agriculture  is  poised  for 
turnaround.  Commodity  prices  are  beginning  to  rise  modesty 
and  markets  in  Asia,  Canada,  and  Mexico  are  likely  t 


become  stronger.  Keith  Collins,  chief  econo- 
mist of  the  U.S.  Agriculture  Dept.,  says  a 
strengthening  world  economy  gets  most  of  the 
credit  for  the  improving  outlook  for  U.  S.  agri- 
culture. He  says  growth  in  the  global  economy 
should  boost  farm  exports  to  $51.5  billion  this 
year,  from  $49  billion  two  years  ago. 

John  M.  McMillin,  a  food 
industry  analyst  with  Pru- 
dential Securities  Inc.,  agrees 
that  the  market  has  bot- 
tomed. "There  is  some  mod- 
est improvement  in  crop 
prices,"  he  says.  The  U.S.  is 
shipping  more  pork  and  beef 
to  Asia  and  a  little  more 
chicken  to  Russia,  he  notes. 
What's  more,  prices  are  rising 
for  eggs,  milk,  corn,  soybean 
oil,  soybean  meal,  and  many 
other  commodities.  "The 
question  in  2001  is  how  much 
improvement  we  will  see," 
McMillin  says. 

Analysts  also  see  a  trend 
toward  more  consolidation  in 
the  industry.  Smithfield  Foods 
Inc.  of  Virginia  and  Tyson 
Foods  Inc.  of  Arkansas  have 
waged  a  bidding  war  for 
South  Dakota-based  ibp,  the 
world's  largest  producer  of  beef  and  pork.  Oth- 
er such  deals  are  likely  to  follow. 
FOOD  SAFETY.  John  W.  Skorburg,  senior  econ- 
omist and  trade  specialist  with  the  American 
Farm  Bureau  Federation,  which  represents 
85%  to  90%  of  U.S.  farmers  and  ranchers, 
thinks  exports  will  rise  by  about  4%  in  2001. 
"We're  going  to  see  a  fairly  significant  pickup  in 
Asia,  and  in  North  America  we're  seeing  rela- 
tively good  markets  in  Canada  and  Mexico,"  he 
says.  Trade  disputes  with  Europe  could  hurt 
exports  there,  however.  "The  most  important 
case  would  be  beef,"  he  says,  noting  that  the 
U.  S.  raises  beef  with  hormones.  "Europe  does 
not  want  to  take  that  beef,"  says  Skorburg. 

In  fact,  food-safety  issues  may  play  an  im- 
portant role  in  the  industry  this  year.  In  addition 
to  questions  about  hormone-fed  beef,  Europeans 
are  still  worried  about  the  spread  of  mad  cow 
disease,  otherwise  known  as  bovine  spongiform 
encephalopathy,  or  BSE.  Food  safety  issues  have 
an  impact  on  "the  regulations  on  genetically 
modified  organisms,  on  antibiotics,  and  on  the 


SAFETY  NET:  Farmers  will  still 
need  government  help 


traceability  of  products,"  says  Christine  L.  M 
Cracken  of  Midwest  Research  in  Cleveland. 

An  increasing  number  of  cases  of  bacteri 
contamination  of  food  products  could  also  hu 
the  industry.  On  Dec.  14,  for  example,  Carg 
Corp.  announced  a  recall  of  16.7  million  pounc 
of  turkey  and  chicken  products  because  of  po  _ 
sible  contamination — lat« 
confirmed — with  listeria,  a  n 
crobe  that  can  cause  hig 
fever,  severe  headache,  nee 
stiffness,  and  sometim* 
death.  Recalls  of  ground  be- 
because  of  contamination  wil 
E.  coli  bacteria  are  also  i: 
creasingly  common.  "As  tl 
technology  to  test  for  mo: 
things  evolves,  you're  goir 
to  find  that  almost  ever; 
thing  has  a  little  somethir 
in  it,"  says  McCracken. 

Concern  over  the  safety 
biotech  foods  could  affe 
both  domestic  demand  ar 
exports  of  agricultural  pro 
ucts,  says  the  usda's  Collin 
For  example,  the  grain-ha 
dling  and  distribution  syste 
may  not  be  able  to  deal  wi 
segregation  and  labeling 
commingled  commoditie 
such  as  "organic"  and  genetically  modifi* 
strains  of  wheat,  he  says. 

And  there's  a  final  uncertainty,  compound( 
by  the  arrival  of  a  new  administration  in  Was 
ington:  Congress  could  decide  this  year 
change  the  farm  bill.  The  current  bill,  adopt* 
in  1996,  was  intended  to  curtail  payments 
farmers.  But  payments  grew  to  $13  billion 
1999  and  inched  up  again  last  year — more  thi 
double  what  was  expected  when  the  bill  w, 
enacted.  "We're  hearing  a  lot  about  some  kit 
of  safety  net  that  would  be  countercyclic; 
that  will  help  during  tough  times  but  let  tl 
market  work  when  prices  go  up,"  says  Sko 
burg.  But  any  such  program  has  to  follow  t 
rules  of  the  World  Trade  Organization  in  Gen 
va,  complicating  the  debate  in  Washington. 
Overall,  however,  the  mood  in  the  industry 
upbeat.  "I  think  there  is  a  light  on  the  horizoi 
says  McMillin.  The  pain  of  the  last  two  yea 
hasn't  ended,  but  the  industry  is  beginning 
recover. 

By  Paul  Raeburn  in  New  Ya 
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AVERAGE  YEARLY  GROWTH 

2.4% 
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THOUSANDS  OF  '00  DOLLARS  PER  EMPLOYEE 
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10.7  MILLION 

DATA:  STANDARD  &  POOR'S  DRI 

POSITIVES 

■  Big  premium  hikes 
bring  managed  care 
positive  earnings. 

■  HMO  stocks  bested 
the  S&P  and  Nasdaq 
in  2000,  setting  the 
stage  for  a  solid  2001. 

NEGATIVES 

■  Medical  costs  will 
keep  rising  due  to 
higher  prescription- 
drug  prices  and  an 
aging  society. 

■  If  the  economy 
sours,  employers  will 
pass  rising  premium 
costs  onto  employees. 


The  year  2000  finally  brought  some  financial  relief  to  th 
beleaguered  managed-care  industry.  Thanks  to  significan 
increases  in  health-care  premiums  and  massive  cuts  i 
administrative  expenses,  the  industry  turned  a  profit  fo 


the  first  time  in  years.  Analysts  now  forecast  a 
rosy  2001,  with  one  big  caveat  for  the  weaker, 
less  popular  health  insurers:  If  they  don't  be- 
come more  consumer-oriented,  they  will  either 
fold  or  be  merged  into  larger  companies. 

In  2000,  health  maintenance  organizations 
took  advantage  of  a  strong  economy  and  a  tight 
labor  market  that  fueled  demand  for  health- 
care coverage,  whatever  the  cost.  Overall,  the 
plans  were  able  to  raise  premiums  by  8%  to 
9% — and  they  will  likely  charge  an  additional 
10%  to  12%  in  2001.  Those  bigger  premiums 
yielded  fat  profits  for  man- 
aged-care companies  in 
2000 — and  large  returns  for 
their  Wall  Street  investors. 
Gary  M.  Frazier,  an  analyst 
with  Deutsche  Bank  Alex. 
Brown  Inc.,  estimates  that 
managed-care  stocks  are  up 
80%  for  2000  and  trading 
at  17.5  times  projected 
earnings. 

Rising  premiums  are  just 
one  reason  for  the  renewed 
vigor  of  many  health-care 
insurers.  Frazier  notes  that 
the  industry  is  doing  a  bet- 
ter job  containing  costs,  es- 
pecially those  that  arise 
from  expensive  prescription 
medicines.  For  instance,  many  insurers  have 
instituted  a  three-tier  co-pay  system  that 
charges  $5  for  low-price  generic  drugs,  $15  to 
$20  for  approved  brand-name  medicines,  and 
up  to  $40  for  expensive  drugs  that  are  not  cov- 
ered by  the  health  plan's  formulary.  Charles 
D.  Baker,  chief  executive  of  Harvard  Pilgrim 
Health  Care,  a  900,000-member  insurer  in  the 
Boston  area,  estimates  that  his  company  has  cut 
its  drug  spending  in  half  since  it  implemented  a 
three-tier  plan  last  January. 

According  to  Todd  B.  Richter,  analyst  with 
Banc  of  America  Securities,  such  measures 
are  a  step  in  the  right  direction  but  not  a 
panacea.  "Most  of  the  time,  when  you  aggres- 
sively raise  premiums,  the  people  who  leave 
you  are  the  younger,  healthier  ones,"  he  points 
out.  Rate  increases  also  are  unlikely  to  solve 
problems  at  already  struggling  outfits,  such 
as  PacifiCare  Health  Care  Systems  and  Aetna 
U.S.  Healthcare.  So  dire  are  the  conditions 
at  Aetna  that  on  Dec.  18,  the  company  an- 
nounced it  would  raise  premiums  11%  to  13%, 


INSTANT  ACCESS:  An  on-duty  nUTS 
checks  her  patient's  blood  pressure 


jettison  13%  of  its  workforce,  and  shed  2  m: 
lion  customers. 

"These  companies  have  done  little  to  a( 
dress  problems  endemic  to  the  health  insuran) 
sector,"  says  Richter.  Patients  continue  to  d 
mand  more  flexible — and  more  expensive- 
health  plans,  while  hospitals  and  doctors  reb 
against  inadequate  payments.  Meanwhile,  en 
ployers  are  seeking  more  cost-effective  soli 
tions  that  include  company-based  doctor  ar 
hospital  networks  and  group  purchasing  coa 
tions.  In  coming  years,  the  challenges  for  i 
surers  will  mount  as  the 
deal  with  a  growing  pop 
lation  of  elderly  people  r 
quiring  more  expensi: 
types  of  treatments. 
NEW  TOOLS.  To  impro\ 
relations  with  their  cu 
tomers,  the  most  enligh 
ened  managed-care  comp 
nies  are  investing  heavi 
in  new  technologies  th 
will  improve  service  ar 
potentially  provide  patien 
with  better  medical  car 
Web-based  tools  that  alio 
patients  to  check  on  tl 
status  of  a  claim  or  find 
specialist  in  their  neig 
borhood  are  starting 
catch  on.  Empire  Blue  Cross  &  Blue  Shiel 
for  one,  is  developing  new  tools  that  alio 
the  user  to  click  on  a  computer  screen  icon,  i 
sert  a  phone  number,  and  receive  live  he 
from  a  representative  within  seconds.  Cigri 
Oxford  Health  Plans,  and  United  Healthca 
Group  also  have  significant  Web  initiative 
"Our  goal  is  to  improve  the  health-care  exp 
rience  of  the  consumer,"  says  Jay  Silverstei 
chief  marketing  officer  for  United  Healthcai 
And  indeed,  last  year — at  a  time  when  mo 
managed-care  companies  were  losing  mer 
bers — United  managed  to  sign  up  more  than 
million  new  patients. 

To  be  sure,  the  high-flying  technology 
stalled  at  Empire  or  United  isn't  cheap.  I 
dustry  execs  estimate  these  new  WVI>  I  lis 
solutions  cost  $200  million  to  $300  milli 
Still,  it  seems  that  managed-care  compan] 
have  little  choice  but  to  invest  in  more  <• 
sumer-friendly  solutions.  Their  continued  s 
vival  depends  on  it. 

/,'//  Hllrii  Lick  in;/  ni  Ncic  Yo 
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AUTOS  120 

Buyer  burnout  and  a 
slowing  economy  will 
chill  U.S.  makers'  sales 
SUPPLIERS:  Parts  makers 
share  the  pain 

ENERGY  122 

Oil  and  gas  prices  will 
fall,  but  demand  drives 
exploration 
CALIFORNIA:  Clumsy 
reform  stifles  local  juice 

AEROSPACE  124 

Strong  commercial 
aircraft  sales  and  a 
defense  spending 
boost  will  keep  the 
industry  happy 

MATERIALS  125 

Plastics  makers  are 
finding  new  uses  for 
their  products — from 
electronics  to  heavy 
construction 
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MANUFACTURING 


AUTOS 


PROGNOSIS  2001 


OUTPUT 

BILLIONS  OF  '00  DOLLARS 


343.0 


370.5 

EST. 


AVERAGE  YEARLY  GROWTH 

1.6% 

PRODUCTIVITY 

THOUSANDS  OF  '00  DOLLARS  PER  EMPLOYEE 


1997 

$355.0 


2001  EST. 

$398.4 


AVERAGE  YEARLY  GROWTH 

2.4% 


EMPLOYMENT 

♦  =  250.000 


To 

0.93  MILLION 

DATA  STANDARD  &  POOR'S  DRI 

POSITIVES 

■  Even  if  auto  sales 
slow  to  16.5  million 
units,  2001  will  still 
be  the  third-best  year 
on  record. 

■  An  array  of 
innovative  models  are 
headed  to  showrooms, 
which  should  keep 
buyers  interested. 

NEGATIVES 

■  Stock  market  losses 
mean  softer  demand 
for  upscale  models. 

■  Tighter  credit 
would  make  cars 
more  expensive. 


at  i 


The  auto  industry  has  gotten  used  to  operating  in  overdrive 
But  after  an  unprecedented  five-year  boom,  carmaker 
finally  are  downshifting.  Most  executives  and  analyst 
expect  sales  to  fall  by  5.7%  in  2001,  to  16.5  million  vehicle! 


Admittedly,  they've  been  fooled  before.  In 
2000,  sales  were  projected  to  fall  4%  but  in- 
stead finished  the  year  up  3.6%,  at  a  record 
17.5  million.  It  was  the  third  year  in  a  row 
that  forecasters  were  surprised  by  better-than- 
expected  sales. 

So  why  do  so  many  analysts  believe  that  the 
slowdown  is  real  this  time  around?  The  cooling 
economy  has  a  lot  to  do  with  it.  But  there's 
more.  "Customers  are  burning  out  on  buying 
new  cars,"  says  David  B.  Healy,  a  Burnham  Se- 
curities auto  analyst.  U.  S.  auto  sales  will  fall  by 
a  million  units  in  2001,  and  most 
analysts  expect  the  majority  of 
the  dip  to  come  right  out  of  the 
showrooms  of  the  Big  Three: 
General  Motors,  Ford,  and 
DaimlerChrysler.  Analysts  pre- 
dict that  the  domestic  auto  mak- 
ers, which  have  already  lost  five 
percentage  points  of  market 
share  since  1997,  will  lose  an  ad- 
ditional 1.5  points  in  2001.  Most 
believe  that  Asian  auto  makers, 
primarily  Toyota  Motor  Corp. 
and  Honda  Motor  Co.,  will  grab 
the  sales  away. 

The  Japanese  have  lately  ex- 
tended their  offerings  to  match 
the  Big  Three  across  nearly  every  product 
group.  The  U.S.  makers'  sales  will  be  worst 
hit  among  value-based  brands — mostly  because 
they  cater  to  blue-collar  buyers  who  are  the 
first  to  suffer  during  a  downturn.  Wilmington 
(Del.)  dealer  Frank  Ursomarso  has  already  seen 
sales  fall  and  expects  his  Pontiac/GMC  and  Ford 
shops  to  see  the  worst  sales  losses. 

The  most  troubling  signs  of  slowing  auto 
sales  are  at  the  factory  gates.  Layoffs,  which 
simply  disappeared  over  the  past  three  years, 
returned  late  in  2000  as  Detroit's  auto  makers 
began  temporarily  shuttering  or  slowing  down 
factories  to  clear  out  excess  inventories.  The 
Big  Three  are  expected  to  continue  to  shed 
production  this  year,  too. 

The  slowdown  will  hurt  each  of  the  Big 
Three,  but  Chrysler  enters  2001  in  the  worst 
shape.  The  unit  of  Germany's  DaimlerChrysler 
lost  $512  million  in  the  third  quarter.  And 
fourth-quarter  losses  are  expected  to  be  at  least 
$1.2  billion.  DaimlerChrysler  CEoJurgen  E. 
Schrempp  admits  a  turnaround  for  Chrysler 
Group  is  probably  a  year  or  more  away — and 
even  then,  Chrysler  has  its  work  cut  out  for  it. 
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The  auto  maker  has  to  balance  its  factory  pr< 
duction  and  sales  incentives  and  better  coord 
nate  its  leasing  programs — which  together  cri] 
pled  its  profit  outlook  in  2000.  A  ne 
management  team,  under  German  Diet( 
Zetsche,  is  expected  to  have  a  turnaround  pla 
in  place  by  February.  Zetsche  and  his  tea:  tk  l 
have  already  begun  trimming  production.  An 
suppliers  have  been  asked  to  cut  prices  by  5' 
this  year  and  a  further  10%  through  2003. 
NEW  JEEP.  A  few  developments  show  promis 
for  Chrysler.  Sales  of  its  bread-and-butter  mir 
vans  should  recover  a  bi 
thanks  to  a  redesign.  Moreovt 
the  launch  later  this  year  of 
Jeep  Liberty  sport-utility  veh 
cle  and  a  redesigned  Dodg 
Ram  pickup  will  bolster  an  aj 
ing  product  line. 

Chrysler's  rivals  acros 
town,  Ford  and  gm,  are  in  be 
ter  shape.  But  both  are  st: 
looking  at  some  serious  bel| 
tightening.  And  both  say  the 
use  production  adjustment 
rather  than  costly  incentive 
to  cope  with  slowing  deman 
Ford  market  sales  analy 
George  Pipas  expects  currei 


■ 
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incentive  levels  to  hold  steady. 


Ford's  biggest  market  challenge  in  2001  rm    | 


i  i 


to 


| 


be  the  launch  of  a  redesigned  Explorer.  Tl 
company  hopes  the  more  refined— and  safer- 
version  of  its  popular  suv  will  help  dissipa 
some  of  the  fallout  from  the  Bridgestone/Fir 
stone  tire-related  accidents  that  dogged  E;  s- 
plorer  sales  last  year.  Ford  also  will  have  a  ft 
year  of  production  for  its  new,  smaller  SU 
the  Escape,  which  got  off  to  a  fast  start 
the  fall  but  was  plagued  by  multiple  recalls 

GM  is  taking  more  aggressive  action.  It's  cu 
ting  production  by  14%  in  the  first  quarter 
2001  to  thin  inventories,  ceo  G.  Richard  Wa;  r 
oner  Jr.  is  telling  executives  to  continue  tl 
hard-nosed  cost-cutting  efforts  the  auto  mak< 
started  last  summer.  "When  the  market  dro] 
that  quickly,  the  industry  has  to  adjust,"  sa; 
William  J.  Lovejoy,  vice-president  for  vehic 
sales,  service  and  marketing. 

GM's  announcement  in  December  that  it  w 
phase  out  its  limping  Oldsmobile  Div.  cou 
further  erode  <;m's  market  share,  which  hi 
been  on  a  steady  slide  for  more  than  .'!()  yew 
Lovejoy  nonetheless  expects  that  gm  will  hi 
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fcong  sales  year.  It's  redesigning  its  family 
midsize  spoil -utility  vehicles — the  Chevrolet 
■blazer,  Oldsmobile  Bravada,  and  GMC  En- 
iy — and  will  have  new  entries,  including  the 
levrolet  Avalanche  SUV-pickup  hybrid  and 
e  carlike  Buick  Rendezvous  SUV.  "We  have 
w  products,  and  we  won't  have  capacity  con- 
raints  on  hot  products  like  the  Chevrolet 
iburban  and  Tahoe,"  says  Lovejoy. 
But  everywhere  GM  looks,  it  will  find  the 
pnese.  Toyota  is  unleashing  an  array  of  new 
K-ks  and  SUV8,  driving  right  into  Detroit's 
me  turf.  In  2001,  Toyota  will  benefit  from  a 
II  year  of  sales  for  its  big  new  Sequoia  pick- 
<  and  its  rejuvenated  RAV4  si  TV,  both  of  which 
buted  in  the  fall.  It  will  also  pick  up  mo- 
jntum  from  a  new  midsize  suv  called  High- 
lder  and  a  fresh,  more  masculine  look  in  its 
e  of  small  pickups.  "It's  hard  to  see  any  sce- 
rio  where  Toyota  struggles,"  admits 
lrysler's  Chief  Economist  W.  Van  Bussman. 
UTTH  PUSH.  Toyota  may  not  be  looking  for- 
ird  to  the  marketwide  slowdown,  but  the 
mpany  is  sanguine  about  sales  growth  in 
01.  J.  Davis  Illingworth,  senior  vice-president 
•  planning  and  development  at  Toyota  Motor 
\  Inc.,  expects  sales  to  improve  in 
01.  New  products  such  as  the  Highlander 
d  Sequoia  and  the  Lexus  is  .!(«),  an  entry-lev- 
luxury  sedan,  will  add  volume  to  help  offset 
y  soft  sales  in  other  lines,  he  predicts.  If 
yota  has  a  weakness,  it  is  the  aging  of  its 
stomer  base,  Illingworth  says.  The  subcom- 
ct  Echo  was  supposed  to  help  attract 
unger  buyers,  but  so  far  it  has  been  only 
irginally  successful.  Illingworth  hints  at  strong 


efforts  in  2001  to  appeal  to  the  under-30  crowd. 

Honda  will  also  gain  ground  in  2001,  espe- 
cially in  its  Acura  luxury  division,  which  has  a 
big  hit  with  its  just-introduced  MDX  sport-util- 
ity. Acura  is  also  coming  out  this  year  with  a 
redesigned  Integra  and  a  souped-up  version 
of  its  TL  coupe.  The  Honda  Div.  has  new  prod- 
ucts, too.  Its  redesigned  Civic  compact,  intro- 
duced in  the  fall,  and  a  new  cr-v  sport-ute, 
coming  later  in  2001,  "are  going  to  be  good 
shots  in  the  arm,"  says  Thomas  G.  Elliott,  ex- 
ecutive vice-president  of  American  Honda  Mo- 
tor Co.  Honda's  popular  Odyssey  minivan  is 
just  about  sold  out,  but  when  a  new  factory  in 
Alabama  comes  on  line  in  the  fall,  sales  should 
skyrocket.  So,  while  Elliott  agrees  overall  in- 
dustry sales  will  shrink  in  2001,  he  believes 
Honda  will  sell  about  50,000  more  vehicles  than 
it  did  last  year.  "It  always  comes  down  to 
product,"  says  Elliott.  "In  any  down  market, 
there  can  be  winners  and  losers.  We  plan  on 
being  one  of  the  winners." 

With  the  Japanese  accelerating  and  the  U.  S. 
auto  makers  braking,  this  year  could  see  some 
portentous  reordering  of  the  market.  Toyota  is 
gaining  on  Chrysler,  the  No.  3  brand  in  the  U.  S. 
However  the  year  unfolds — even  if  2001  meets 
all  the  gloomy  expectations — it  shouldn't  be  an 
outright  disaster  for  anyone  but  perhaps 
Chrysler.  "We're  just  downshifting,"  says  Di- 
ane C.  Swonk,  chief  economist  at  Bank  One 
Corp.  in  Chicago.  "It  will  still  be  a  good  year," 
agrees  Burnham's  Healy.  "It  just  won't  be  a 
record  one." 

By  Jeff  Green,  with  Joann  Mutter  and 
David  Welch,  in  Detroit 


"Customers 
are  burning  out 


on 

new  cars, 
says  one 
analyst 


CRUNCH  TIME  FOR  PARTS  MAKERS 


Auto-parts  suppliers  who  thought  they  had  it 
tough  in  2000  haven't  seen  anything  yet.  Amid 
the  strongest  auto  boom  in  history,  suppliers 
have  been  getting  hammered  as  auto  makers 
press  them  for  cost  cuts  to  keep  vehicle  prices 
low.  "The  auto  makers  have  been  beating  the 
living  crap  out  of  these  suppliers,"  says  Ron 
Tadross,  analyst  for  Banc  of  America  Securi- 
ties, one  of  many  analysts  who  have  down- 
graded their  outlooks  for  supplier  stocks.  "The 
reality  is,  these  guys  are  weak,  and  the  envi- 
ronment just  got  weaker." 

Chrysler's  suppliers  will  face  the  toughest 
challenge.  The  U.  S.  unit  of  DaimlerChrysler  or- 
dered all  suppliers  to  begin  the  year  with  im- 
mediate 5%  price  cuts.  Over  the  next  two 
years,  Chrysler's  new  boss  is  demanding  they 
find  an  additional  10%  of  savings. 

The  supplier  crackdown  at  Chrysler  is  the  most  recent  skir- 
mish in  an  ongoing  process.  Nearly  every  carmaker  has  been 
:  pressuring  suppliers  for  at  least  3%  annual  cuts  to  help  keep 
auto  prices  flat.  This  pressure  is  one  of  the  main  reasons  car 
and  truck  sales  have  stayed  strong  for  so  many  years.  Supplier 
profits  have  been  steady,  if  unimpressive,  over  the  past  several 


SUPPLIER  PLANT:  Pressure 
to  cut  costs  hasn't  eased  up 


years.  But  their  combined  market  capitaliza- 
tion has  fallen  43%  from  its  1998  high,  says 
Ward's  Supplier  Index,  which  tracks  the  stocks 
of  65  publicly  traded  auto  suppliers. 

The  problem  is  that  after  a  decade  of  cost 
cutting,  suppliers  have  little  room  to  maneuver 
now  that  auto  sales  are  looking  soft.  The 
largest  suppliers  had  hoped  to  achieve  some 
defense  against  cost  pressures  by  spending 
billions  to  bulk  up  in  recent  years.  The  consoli- 
dation also  helped  them  develop  core  business 
strategies  as  they  took  on  more  of  their  cus- 
tomers' engineering  and  design  work.  But  most 
say  they  still  haven't  seen  these  advancements 
rewarded  in  the  form  of  better  prices. 

The  good  news:  Some  suppliers  have  lined 
up  a  lot  of  incremental  new  business,  particu- 
larly with  Japanese  manufacturers  that  are  adding  U.  S.  pro- 
duction, says  ubs  Warburg  analyst  Joseph  S.  Phillippi.  Dana 
Corp.,  for  instance,  has  a  strong  portfolio,  with  new  axle  busi- 
ness for  Toyota  Motor  Corp.'s  light  trucks.  But  even  if  there  are 
some  tiny  nuggets  of  hope,  there's  little  to  suggest  2001  will 
be  anything  but  a  big  struggle  for  suppliers. 

By  Jeff  Green 
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POSITIVES 

■  Merger-related  cost 
savings  are  freeing  up 
cash  for  big  new 
exploration  and 
recovery  projects. 

■  Tight  U.S.  refining 
capacity  should  mean 
fatter  margins  for 
gasoline  producers. 

NEGATIVES 

■  Second-half  boosts 
in  production  could 
crimp  earnings. 

■  The  fiasco  in 
California  will  make 
deregulation  tougher 
in  other  states. 


Gasoline  prices  have  drifted  down  from  summer  peaks  as  hig 
as  $2  a  gallon.  Natural  gas  and  heating  oil  hit  new  highs  th 
winter.  But  if  you  want  to  see  real  action  in  the  energy  busines 
travel  north  on  1-45  from  Houston  to  Freestone  County.  There, 


'0 


number  of  oil  and  gas  producers  are  aggres- 
sively drilling  the  Bossier  Sand  Play,  a  parched, 
old  natural-gas  field  that  has  found  new  life. 
With  natural-gas  prices  having  tripled  over 
the  past  year,  companies  such  as  Houston's 
Anadarko  Petroleum  Corp.  can  afford  to  use 
the  latest  technology  to  find  smaller  pockets  of 
gas  that  were  missed  before.  Anadarko  now 
has  27  rigs  drilling  in  the  Bossier,  up  from 
four  at  the  start  of  2000.  "It  took  $2  [per  thou- 
sand cubic  feet]  gas  to  get  Bossier  off  the 
ground,"  says  Rex  Alman,  vice-president  for 
domestic  drilling  at  Anadarko. 
"At  $9,  we  earn  back  our  in- 
vestment in  two  weeks." 

If  2000  was  a  year  that 
caught  energy  producers  and 
consumers  by  surprise,  2001 
will  likely  be  one  in  which  the 
old  law  of  supply  and  demand 
rears  its  head.  After  two  years 
of  strong  prices,  energy  com- 
panies everywhere  are  increas- 
ing their  budgets  for  explo- 
ration and  production.  Such 
expenditures  at  the  world's 
largest  oil  companies  should 
climb  10%  this  year,  to  $37  bil- 
lion, according  to  Salomon 
Smith  Barney.  The  number  of  rigs  working 
worldwide  is  expected  to  average  2,080  this 
year,  up  more  than  40%  from  the  most  recent 
trough  in  1998.  Worldwide  oil  production  is 
expected  to  climb  1.8%,  to  78  million  bbl.  per 
day.  That  is  about  700,000  bbl.  per  day  greater 
than  projected  demand. 

Oil  prices  have  already  begun  to  react  to 
the  increased  activity.  In  mid-December,  the 
price  of  oil  slid  8%  in  a  matter  of  days  on 
news  of  increased  worldwide  production.  At  a 
recent  price  of  $26  a  bbl.,  oil  is  still  up  nearly 
threefold  from  its  low  in  1998.  Many  analysts 
expect  it  to  hover  around  $25  this  year.  As 
usual,  there  will  be  a  not-so-delicate  ballet  per- 
formed by  opec  and  the  world's  non-opEC  pro- 
ducers, as  everyone  tries  to  maximize  their  oil 
production  without  triggering  a  collapse  in 
prices.  "Non-OPEC  supply  is  increasing,"  says 
Deutsche  Banc  Alex.  Brown  energy  analyst 
Adam  E.  Siemanski,  "and  within  opec,  pro- 
duction capacity  is  growing,  particularly  in 
Kuwait.  The  net  result  is  that  opec  will  have 
to  cut  production  from  29.5  million  bbl.  per 
day  now  to  27.5  million  bbl.  during  the  second 
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quarter  of  2001.  If  they  hesitate,  inventori 
will  build  rapidly  and  prices  should  continue 
come  down."  Add  to  that  volatile  mix  the  pc    H 
sibility  of  a  worldwide  economic  slowdow 
crimping  demand  and  knocking  prices  dov  ■$ 
even  further.  "Global  economic  slowing  is  t 
big  wild  card,"  says  Daniel  Yergin,  chairman 
energy  consultancy  Cambridge  Energy  R 
search  Associates. 
BOOM  COMING?  All  this  spells  trouble  for  o 
company  earnings.  Lehman  Brothers  Inc.  ar   .a 
lyst  Paul  Y.  Cheng  expects  earnings  at  the 

large  oil  companies  he  follow  fc 
to  fall  about  5%  on  avera 
this  year.  Hit  hardest  will 
companies  such  as  Chevrc  B 
Occidental  Petroleum,  and  A 
erada  Hess,  which  get  a  high   HI 
percentage  of  their  revenu 
from  oil,  as  opposed  to  nat 
gas.  "We'll  see  negative  ye;  U 
over-year  earnings  comparisi 
by  the  third  quarter  of  200 
Cheng  says. 

Even  if  prices  fall,  some  s< 
tors  of  the  energy  industry 
still  poised  for  a  boom.     Drilli 
activity  is   picking  up, 
years  of  underinvestment  ha 
left  the  market  for  oil  rigs,  offshore  boats,  a 
other  oil-field  supplies  tight.  "There  is  no  ex«  | 
capacity."  Salomon  Smith  Barney  expects  t 
earnings  of  oil  field  equipment  makers  such 
Schlumberger,  Halliburton,  and  Baker  Hughes 
climb   smartly  this  year  on  the  strength  of  cc 
tinued  demand  for  their  equipment. 

Another  hot  spot  will  be  natural  gas.  Tn 
companies  such  as  Anadarko,  BP,  and  Unoi 
are  greatly  increasing  their  gas  output  tl  I 
year.  But  U.  S.  production  has  been  flat  for  i  I 
years.  Big  fields  are  hard  to  find  and  new  tei 
nology  depletes  wells  at  much  faster  rates  th 
in  the  past.  Cold  weather,  tightness  in  supp 
and  surging  demand  from  new  gas-fired  pow 
plants  caused  natural-gas  prices  to  soar 
record  highs  last  year.  In  California,  whi 
electricity  demand  is  at  near  capacity,  prices 
$50  per  thousand  cubic  feet  in  December.  Th* 
up  from  just  $2  a  couple  of  years  ago.  Elect 
utilities  have  begun  to  seriously  consider  oil 
fuel  sources,  such  as  coal,  for  new  power  plar 
Given  the  tightness  across  all  petroleum  mi 
kets,  the  coal  industry  could  see  one  of 
best  years  in  decades. 
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New  drilling  will  likely  bring  natural-gas 
rices  down  from  their  current  highs,  but  ana- 
Wtt  believe  continued  strong  demand  for 
lean-burning  natural  gas  will  keep  a  floor  on 
rices.  "We'll  see  gas  over  $3  [per  thousand  cu- 
ic  feet]  for  some  time,"  says  Ron  Denhardt  of 
fefa  Inc.,  based  in  Eddystone,  Pa.  "This  is 
I  stall  of  a  three-year  transition  period  until 
lajor  new  fields  open  in  the  Gulf  of  Mexico, 
le  Rocky  Mountains,  and  Canada." 

Gasoline  is  likely  to  remain  in  tight  supply  as 
•ell.  While  falling  oil  prices  will  translate  into 
iwer  prices  at  the  pump,  strong  demand  for 
asoline  is  bumping  up  against  an  industry  that 
as  seen  capacity  shrink  in  the  past  20  years.  In 
J80,  the  U.S.  refining  industry  produced  18 
ifllion  bbl.  per  day.  Today,  in  spite  of  increased 
emand,  that  number  is  around  16  million  bbl. 
he  reason:  Environmental  concerns  and  low 
argins  have  forced  the  closure  of  almost  half  of 
le  nation's  refineries. 

Things  may  get  even  tighter.  Proposed  fed- 
ral  restrictions  on  the  sulfur  content  in  diesel 
lei  and  gasoline  could  further  reduce  the 
nount  of  gasoline  produced,  notes  Philip  K. 
erleger  Jr.,  an  energy  economist  in  Newport 
each,  Calif.  Also,  the  phase-out  of  controversial 
asoline  additive  mtbe — the  choice  to  reduce 
nissions  until  it  was  found  to  contaminate 
*oundwater — could  erode  gasoline  supplies,  re- 
ilting  in  higher  prices.  So  far,  California  is  the 
lly  state  to  announce  such  a  plan. 

Some  companies,  such  as  Valero  Energy 
orp.  in  San  Antonio,  are  busily  buying  up  re- 
aeries  that  larger  oil  companies  such  as 
xxonMobil  Corp.  have  been  forced  to  sell  as 


conditions  of  their  big  mergers.  As  supply 
shrinks,  "we'll  make  lots  of  money,"  says 
William  E.  Greehey,  Valero 's  chairman. 

Don't  expect  the  big  deals  to  stop,  either. 
After  years  of  cost  cutting  in  the  early  1990s, 
the  oil  industry  began  spending  again  in  the 
mid-1990s,  opec  increased  its  production  to 
maintain  its  market  share,  but  did  so  just  before 
an  economic  crisis  deflated  Asia's  demand  for  oil. 
When  prices  crashed,  oil  companies  turned  to 
big  mergers  to  help  them  reduce  costs.  The 
mergers  had  the  effect  of  reducing  the  supply  of 
oil,  because  companies  focused  on  cost-cutting 
rather  than  production  growth.  That  explains 
the  slow  response  from  non-OPEC  producers  to 
the  high  prices  of  the  past  two  years. 
TIGHTER  BELTS.  In  2001,  deals  will  be  done 
with  an  eye  toward  increasing  oil  and  gas  pro- 
duction instead  of  just  cutting  costs,  contends  J. 
Robinson  West,  chairman  of  the  oil-industry 
consulting  firm  Petroleum  Finance  Co.  He 
points  to  Phillips  Petroleum  Co.'s  $7  billion  ac- 
quisition of  Arco's  Alaskan  operations  as  an 
example.  Phillips  is  expected  to  increase  its 
oil  and  natural-gas  production  by  20%  this 
year,  to  831,000  bbl.  per  day. 

Oil-company  executives  tightened  their  belts 
during  the  past  two  years  and  played  it  cool  as 
prices  rose.  Without  losing  sight  of  these  cost- 
saving  efforts,  in  2001  they  will  need  to  steer 
more  toward  exploration  and  production.  As 
Raymond  Plank,  chairman  of  Apache  Corp.,  a 
major  natural-gas  producer,  puts  it:  "A  tanker 
doesn't  turn  on  a  dime."  But  when  it  does 
turn,  it  leaves  a  big  wake. 

By  Christopher  Palmeri  in  Los  Angeles 


Although  oil 
prices  are 
falling,  rising 
demand  means 
that  gasoline 
will  remain  in 
tight  supply 


CALIFORNIA  DEREGULATED  ITS  WAY  INTO  TROUBLE 
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California  was  the  first  state  to  open 
its  electric  industry  to  competition,  but 
when  it  comes  to  deregulation,  first  is 
not  always  best.  Instead  of  lower 
prices  and  better  service,  California's 
consumers  have  experienced  soaring 
electricity  rates  and  rolling  blackouts. 
Even  the  extra  drain  from  Christmas 
lights  threatened  to  bring  down  the 
grid.  It  will  easily  be  a  year  before 
enough  new  power  generating  plants 
come  on  line  to  ease  the  state's  elec- 
tricity shortage. 

As  deregulation  continues,  is  the 
rest  of  the  country  in  for  a  replay  of  California?  Probably  not. 
"In  commodity  markets,  you  will  have  price  spikes  from  time  to 
time,"  says  Kemm  C.  Farney,  an  electricity  analyst  at  consul- 
tant Wefa  Inc.,  based  in  Eddystone,  Pa.  "But  California  policy 
has  caused  many  of  California's  problems." 

Among  the  most  striking  differences  between  California's 
model  and  those  of  other  states  was  the  creation  of  the  state- 
sanctioned  California  Power  Exchange.  To  limit  the  potential  for 
market  control  by  a  few  large  players,  state  legislators  forced 
all  power  buyers  and  sellers  to  do  business  through  the  ex- 
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SEASON'S  WOES:  Christmas  lights 
threatened  to  bring  down  the  power  grid 


change,  which  focused  on  short-term 
purchases.  Other  states  allow  utilities 
to  enter  into  long-term  contracts  in  or- 
der to  reduce  price  volatility  and  sup- 
port the  construction  of  new  generat- 
ing plants. 

Producers  argue  that  frequent 
changes  in  policy  have  discouraged 
investment.  Since  1998,  when  deregu- 
lation began,  California  has  changed 
the  maximum  wholesale  price  for  pow- 
er five  times.  Power  producers  say  that 
price  caps  discourage  capital  invest- 
ment and  provide  an  incentive  for  lo- 
cal companies  to  sell  their  power  to  more  profitable  markets 
elsewhere. 

Legislators  have  tried  to  speed  up  the  state's  notoriously 
slow  approval  process,  but  the  not-in-my-backyard  syndrome 
against  new  power-plant  construction  is  still  going  strong.  Last 
fall,  the  San  Jose  (Calif.)  city  council  voted  down  a  new  plant  for 
that  fast-growing  Silicon  Valley  city.  Yet  unless  Californians  see 
the  light — and  soon — the  Golden  State  may  be  in  for  a  cold, 
dark,  and  pricey  deregulated  future. 

By  Christopher  Palmeri 
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MANUFACTURING 


AEROSPACE 


PROGNOSIS  2001 


OUTPUT 

BILLIONS  OF  '00  DOLLARS 


121.8 


AVERAGE  YEARLY  GROWTH 
3.3% 

PRODUCTIVITY 

THOUSANDS  OF  '00  DOLLARS  PER  EMPLOYEE 
1997  2001  EST. 

$205.7        $246.0 

AVERAGE  YEARLY  GROWTH 

3.9% 


EMPLOYMENT 

#  =  250,000 
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0.58  MILLION 

DATA:  STANDARD  &  POOR'S  DRI 

POSITIVES 

■  Strong  global 
demand  plus  a  stable 
aviation  market  at 
home  mean  robust 
orders  for  aircraft. 

■  The  Bush  Pentagon 
is  likely  to  spend 
more  on  both  R&D 
and  procurement. 

NEGATIVES 

■  Defense  sacrifices 
could  include  the 
Joint  Strike  Fighter. 

■  High  fuel  prices 
could  crimp  airlines' 
profits  as  well  as  their 
purchasing  plans. 


The  miseries  that  air  travelers  suffered  over  the  recen  F 
holidays  could  lead  to  a  lift  for  aircraft  makers  in  2001.  Witl 
passengers    griping    about    crowded-to-capacity    flights 
airlines  may  have  to  spring  for  more  planes,  boosting  th 


fortunes  of  both  Boeing  Co.  and  Airbus  In- 
dustrie. Washington,  meanwhile,  is  flush  with  a 
federal  surplus  and  is  expected  to  pony  up 
more  cash  to  modernize  an  aging  Pentagon  ar- 
senal of  weapons  and  planes.  "There  is  stronger 
public  support  for  national  security  and  de- 
fense spending  than  I  have  witnessed  in  the 
last  decade — and  a  greater  ability  to  pay," 
notes  General  Dynamics  Corp.  Chairman 
Nicholas  D.  Chabraja. 

It  helps  that  the  industry  seems  to  have  re- 
solved the  operational  glitches  that  plagued  it  in 
recent  years.  Preliminary  estimates  from  the 
Aerospace  Industries  Assn.  show  operating 
earnings  on  sales  of  both  commercial  and  mili- 
tary hardware  spiked  upward  21%  in  2000,  to 
about  $7  billion,  on  $143.7  billion  in  rev- 
enue. This  year,  the  association  predicts 
sales  will  rise  nominally,  to  $145.3  bil- 
lion, and  "earnings  are  going  to  be  up  a 
lot,"  says  ana- 
lyst Paul  H.  *d  .  - 
Nisbet    of  jsa  £jL 

Research  Inc.  ^^^F^ 

Demand  for  civilian  jets 
and  related  services  will  re- 
main strong.  The  AIA  ex- 
pects Boeing  to  boost  pro- 
duction      of      commercial 


FIGHTER  JET:  Pentagon  aircraft 
spending  is  set  to  rise  3%  in  2001 


more  than  35%  through  Dec.  22,  compare 
with  a  6%  decline  for  the  Standard  &  Poor 
500-stock  index.  But  analysts  warn  that  sue 
enthusiasm  may  not  be  warranted.  The  ke 
question  is  how  the  increased  Pentagon  dollai 
will  be  spent.  JSA  Research  analyst  Nisbet  b< 
lieves  the  Bush  Administration  will  direct  les 
Pentagon  money  toward  activities  such  as  dm 
interdiction  and  peacekeeping,  freeing  up  cas 
for  procurement.  "Over  the  next  four  year 
you're  likely  to  see  the  procurement  budg< 
moving  toward  $90  billion,  from  $60  billio 
now,"  he  says. 

Other  observers  aren't  so  sure.  S&P  analys 

Robert  Friedman  notes  that  Bush's  top  prior 

ties  are  quality-of-life  issues,  such  as  improvir 

poor  military  housing  and  pay — tasl 

that  already  account  for  about  a  qua 

ter  of  the  defense  budget.  "Those  ai 

very  expensive  issues  to  correct,"  1 

says. 

—    -  ■  _      .   >v  Overall,  tl 

5l  M  aia      predic 

/^  /  Pentagon    aerospa< 

buying  wall  rise  5% 

2001,  to  $47.6  billion,  wil 

the  aircraft  component  ri 


airliners  from  490  planes  in  2000  to  530  this 
year.  Revenues  from  sales  of  commercial  jets 
should  jump  to  $33  billion,  from  $30.9  billion  in 
2000.  "Boeing  will  continue  to  do  well,"  says 
Jon  B.  Kutler,  president  of  Quarterdeck  In- 
vestment Partners  Inc.,  an  investment  bank 
specializing  in  aerospace.  After  production  prob- 
lems in  the  past  few  years,  he  says,  "it's  back 
in  business." 

A  BUSH  BOOST?  The  appetite  for  new  planes  is 
growing  in  both  U.  S.  and  foreign  markets.  The 
airlines'  robust  2000  profits  will  help  fund  fleet 
upgrades.  Meanwhile,  recovering  economies  in 
Asia  and  high  oil  prices  in  the  Middle  East  are 
spurring  orders  from  those  regions.  Indeed,  the 
only  cloud  on  the  U.  S.  horizon  is  the  continuing 
good  fortune  of  Airbus.  Last  year,  the  U.S. 
posted  record  aircraft  imports  and  a  drop  in 
exports.  This  year  exports  could  rise,  but  Airbus 
may  still  boost  its  market  share. 

On  the  military  side,  the  picture  depends 
largely  on  the  agenda  of  George  W.  Bush.  In- 
vestors, expecting  that  big  boosts  in  defense 
spending  will  lift  profits,  have  pushed  the  Stan- 
dard &  Poor's  Aerospace/Defense  Index  up 


IS 


ing  3%,  to  $33.4  billion.  E 
ports  are  expected  to  slo 
after  the  post-Persian  Gulf  war  boom.  And  ev( 
if  the  brass  throws  more  money  to  defense  co  I 
tractors,  some  programs  may  be  targets 
elimination.  Bush  has  talked  about  skipping 
generation  of  weapons,  but  hasn't  spelled  o 
what  he  means.  And  when  Vice-President-ele 
Richard  B.  Cheney  was  Defense  Secretary,  1 
had  few  qualms  about  killing  programs  th 
were  behind  schedule  and  over  budget. 

Adding  to  the  uncertainty  is  the  widespre;  p, 
belief  that  there  will  never  be  enough  money 
bankroll  everything  on  the  drawing  boarc 
"There  are  too  many  elephants  to  get  throuj  "" 
too  small  a  door,"  says  analyst  Cai  von  R 
mohr  of*  so  Cowen  Securities  Corp.  Among  p 
tentially  vulnerable  programs,  analysts  say,  a 
the  $223  billion  Joint  Strike  Fighter,  whi< 
Boeing  and  Lockheed  Martin  Corp.  are  cor 
peting  to  produce. 

On  the  whole,  though,  if  Asian  economi 
don't  crater,  Middle   Kast    nations  continue 
buy  planes,  and  the  U.S.  budget  surplus  sta, 
healthy,  the  aerospace  industry  is  likely  to  gi 
a  little  more  altitude  in  2001. 

By  Shi ii  Crock  in   Wiislmigl 
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MANUFACTURING 


MATERIALS:  PLASTICS 


ROGNOSIS  2001 


OUTPUT 

BILLIONS  Of  00  DOLLARS 


AVERAGE  YEARLY  GROWTH 

2.6% 


- 


PRODUCTIVITY 

ISANOS  OF  '00  DOLLARS  PER  EMPLOYEE 
1997  2001  EST. 

$349.1        $425.8 


AVERAGE  YEARLY  GROWTH 

4.4% 


EMPLOYMENT 

t  =  250,000 


0.22  MILLION 


DATA  STANDARD  &  POOR'S  OR! 


OS  I  T  I  V  E  S 


I  Growth  of  plastics 
onsumption  is 
hugging  at  more 
han  6%  a  year. 

I  Packaging  gobbles 
tie  most  plastics,  but 
he  construction 
larket  is  gaining 
round. 
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Negatives 

(i 

I  High  oil  prices  will 
eep  polymer  costs 
)pped  off. 

I  Exports — about  15% 
f  industry  sales — 
ould  suffer  due  to  the 
ollar's  strength. 


The  world  seems  to  be  going  poly  ga-ga  over  plastics.  These 
man-made  materials  are  already  ubiquitous  in  packaging 
and  containers — even  cans  often  have  polymer  linings,  as 
do  the  caps  and  lids  on  glass  bottles  and  jars.  The  "wood" 


used  for  TV  cabinets  and  furniture  is  frequent- 
ly harvested  from  barrels  of  oil,  not  forests. 
Polymer  threads  are  a  staple  in  clothes  and 
fabrics.  And  carmakers  long  ago  began  replac- 
ing metal  bumpers  with  plastics.  All  told,  last 
year's  production  of  synthetic  raw  materials, 
called  resins,  seems  sure  to  top  the  100-bil- 
lion-pound  mark.  At  the  end  of  October,  pro- 
duction was  up  8%  from  1999,  when  97.5  billion 
pounds  spewed  from  resin  factories.  Shampoo 
bottles,  potato-chip  bags,  "jewel  boxes"  for  com- 
pact disks,  and  other  types  of  packaging  ac- 
counted for  a  quarter  of  the  total. 

Still,  that's  just 
a  taste  of  what's 
coming.  The  plas- 
tics industry  is  now 
gearing  up  to  grab 
electronics  business 
from  silicon — and 
even  steal  some 
thunder  from  steel 
and  concrete  in 
heavy  construction 
jobs,  like  bridges. 
And  established 
synthetics  will  get 
a  nanotechnology 
makeover  to  boost 
their  strength. 
TINY  KEYBOARD.  Plastics  may  never  rival  sili- 
con for  high-speed  circuits  such  as  micro- 
processors. Compared  with  silicon,  the  best 
conductive  polymers  transmit  electrical  signals 
at  a  snail's  pace.  But  for  many  less-demanding 
jobs,  like  electronic  tags,  plastics  are  just  the 
ticket.  Ditto  for  flexible  displays  and  keyboards. 
In  a  few  years,  business  travelers  will  be  able 
to  kiss  luggable  laptops  goodbye.  Instead,  man- 
agers will  sport  Lilliputian  computers  with  full- 
size  displays  and  keyboards  that  fold  up  to  fit 
in  a  shirt  pocket.  ElectroTextiles  Co.,  a  British 
startup,  has  already  developed  a  fabric  key- 
board that  rolls  up.  In  December,  researchers 
from  England's  Cambridge  University  and  Ep- 
son Cambridge  Laboratory  described  how  they 
used  an  inkjet  printer  to  create  a  trail-blazing 
all-polymer  transistor. 

For  the  small  screens  on  handheld  gadgets 
and  cell  phones,  and  for  flexible  fold-up  dis- 
plays, many  scientists  are  betting  on  organic 
light-emitting  diodes,  oled  technology  is  being 
championed  by  DuPont,  IBM,  Eastman  Kodak, 
Philips,  and  Sanyo,  among  others.  Market  re- 


BRIDGE  TO  THE  FUTURE:  Polymers  are  being  used 
in  many  infrastructure  construction  projects 


searcher  Stanford  Resources  Inc.  predicts  that 
sales  of  oled  displays  will  take  off  in  2001  and 
soar  to  $714  million  in  2005,  up  from  a  mere  $3 
million  in  1999. 

At  the  opposite  extreme,  fiber-reinforced 
polymer  (FRP)  composites  are  slowly  making 
headway  in  infrastructure  construction.  Con- 
struction is  already  the  No.  2  market  for  plas- 
tics, with  water  pipes  and  other  building  prod- 
ucts chewing  up  19  billion  pounds  of  resin  in 
1999.  But  now,  Ohio  plans  to  upgrade  100 
bridges  with  frp  roadbeds.  In  resurfacing  just 
one  bridge  in  Dayton  last  summer,  1  million 
pounds  of  frp  ma- 
terials were  used. 
frp  advocates  pre- 
dict that  advanced 
composites  will  also 
replace  supporting 
structures.  So 
bridges  could  gob- 
ble huge  amounts 
of  plastics,  since 
500,000  bridges  on 
federal  highways 
are  due  for  repair 
or  replacement,  ac- 
cording to  Richard 
Weyers,  a  bridge 
expert  at  Virginia 
Polytechnic  Institute  &  State  University. 

Meanwhile,  nanotechnology  promises  a  re- 
birth for  many  plastics.  Researchers  are  hatch- 
ing recipes  that  produce  long  polymer  chains 
through  molecule-by-molecule  self-assembly. 
This  can  radically  alter  the  properties  of  fa- 
miliar plastics.  Last  March,  materials  scien- 
tists at  Northwestern  University  unveiled  a 
technique  that  creates  polystyrene  from  or- 
derly strands  of  molecules  that  resemble  a  DNA 
helix.  Because  the  polymer  chains  in  ordinary 
polystyrene  are  a  spaghetti-like  jumble,  the 
plastic  is  brittle — CD  jewel  boxes  being  a  prime 
example.  Northwestern's  parallel-polymer  ver- 
sion features  unprecedented  toughness. 

All  told,  the  current  outlook  for  phi- 
seems  at  least  as  bright  as  it  was  in  1967, 
when  The  Graduate  launched  actor  Dustin 
Hoffman's  career  and  made  "plastics"  the  punch 
line  of  the  year.  Today's  high  prices  for  oil  and 
natural  gas  will  no  doubt  dampen  growth  a 
bit  in  2001,  but  the  world  around  us  seems 
destined  to  become  increasingly  polymerized. 
By  Otis  Fori  in  New  York 
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INDUSTRY       OUTLOOK       2001 


DISTRIBUTI 


ill  be  pretty 
crowded,  but  it  won't 
be  another  record  year. 
And  if  the  stock  market 
falters-watch  out 


r-mixed  salads, 
p-iop  soups-more 
lan  ever,  the  key  is 
ving  consumers 


nvenience 


TRANSPORTATION 


hat 
n  satisfy  Corporate 
America's  urge  for  just- 
in-time  management 
will  have  the  edge 
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DISTRIBUTION 


RETAIL 


For  several  years,  retailers  have  enjoyed  the  spectacle  ojff 
affluent  shoppers  peeling  off  some  of  their  stock  marke 
winnings  to  pay  for  everything  from  new  wardrobes  to  PCs  t 
kitchen  renovations.  But  with  the  market  correction  and  th 


PROGNOSIS  2001 


OUTPUT 

BILLIONS  OF  '00  DOLLARS 


2.519.0 

OT. 


1.902  2 


AVERAGE  YEARLY  GROWTH 

6.5% 

PRODUCTIVITY 

THOUSANDS  OF  '00  DOLLARS  PER  EMPLOYEE 
1997  2001  EST. 

$161.1        $202.3 

AVERAGE  YEARLY  GROWTH 

5.1% 


EMPLOYMENT 


12.5  MILLION 

DATA:  STANDARD  &  POOR'S  DRI 

POSITIVES 

■  Retailers  look  to 
differentiate  them- 
selves, either  in 
quality  or  on  cost. 

■  Online  shopping 
will  continue  to 
grow  as  retailers 
learn  e-tailing. 

NEGATIVES 

■  Turf  battles  could 
eat  into  bottom 
lines. 

■  Some  retailers 
expanded  too  fast, 
which  could  mean 
store  closings  and 
consolidation. 


NO  BULL:  A  slowing  economy  spooks  retailers 


slowing  economy  expected  to  crimp  consumer 
spending,  2001  may  be  the  proverbial  morning 
after.  Matching  the  7%  sales  growth  that  the 
retail  business  rang  up  in  2000  "will  be  very 
difficult,"  notes  Carl  Steidtmann,  chief  retail 
economist  for  PricewaterhouseCoopers.  "We 
had  a  boom,  and  booms  don't  last  forever." 

The  industry  has  tried  to  put  a  happy  face 
on  the  situation.  The  National  Retail  Federa- 
tion estimates  that 
retail  sales  will  grow 
a  relatively  healthy 
5%  in  2001,  to  $880 
billion.  At  least  one 
major  chain,  dis- 
counter Target  Corp., 
expects  to  beat  that 
number  by  a  nice 
margin.  Target  and 
Kohl's  Corp.  will 
continue  to  steal 
traffic  from  the  high- 
er-end stores  as  con- 
sumers become  more 
price-conscious. 
HEAVY  DEBTS.  Most 

analysts,  however,  don't  find  much  solace  in 
these  pockets  of  growth.  The  consensus  is  that 
the  retail  sector  will  be  vulnerable  to  any  de- 
terioration in  stock  prices  or  the  economy  at 
large — particularly  given  the  heavy  debt  bur- 
dens many  consumers  have  taken  on  in  the 
belief  that  the  good  times  would  keep  rolling. 

Indeed,  the  industry  has  recently  been  trans- 
fixed by  a  parade  of  fourth-quarter  warnings 
from  bellwether  merchants  such  as  Lowe's 
Cos.,  Neiman  Marcus,  and  Ann  Taylor.  In  No- 
vember, Best  Buy  Co.  lowered  earnings  pro- 
jections by  12%  a  share,  to  900,  for  the  quarter 
ending  Mar.  3.  The  retailer  said  the  softer 
economy  has  forced  it  to  increase  promotional 
activity  as  sellers  fight  to  gain  market  share, 
and  the  stiffer  competitive  rivalry  is  biting 
into  gross  margins  and  profits. 

Other  retail  sectors  are  also  feeling  the  pain. 
After  recording  a  heady  10%  gain  in  same- 
store  sales  in  1999  and  an  expected  5%-to-6% 
jump  in  2000,  Home  Depot  Inc.  recently  braced 
investors  for  a  mere  4%  gain  in  existing  stores 
next  year,  amid  signs  that  housing  activity  is 
cooling.  Last  November,  Home  Depot's  then- 
CEO,  Arthur  M.  Blank,  told  analysts  that  "in 
the  coming  year,  the  business  environment  will 
be  fairly  difficult." 


10 


Women's  apparel  looks  most  like  a  rout.  Gi  - 
en  the  dearth  of  new  fashions  that  are  inspirir  *J, 
shopping  sprees,  clothing  retailers  will  likely  t  ™ 
challenged  in  the  first  half  of  2000,  predic 
Wendy  Liebmann,  president  of  wsl  Strateg 
Retail,  a  New  York-based  consultant.  Thinj 
might  pick  up  in  the  second  half,  she  add 
but  for  now,  "there's  not  anything  particular' 
compelling  coming  off  the  runways." 

The  slowdow 
comes  at  a  rott« 
time  for  retailer 
given  that  mar 
have  placed  b 
bets  on  a  continue 
bull  market.  Lazai 
Freres  &  Co.  analy 
Todd  Slater  es1 
mates  that  tl 
square  footage  of  a 
parel  specialty  ret; 
ers,  which  grew  I 
10.4%  in  2000,  to  JJ 
million  square  feet 
selling  space,  w 
rise  an  addition 
9.5%  in  2001.  In  some  sectors,  the  overexpa 
sion  could  set  the  stage  for  store  closings 
even  a  shakeout.  "Saturation  is  a  major  conce  q  j 
in  the  office  products  category,"  says  Robinso 
Humphrey  Co.  retail  analyst  Mark  D.  Mand  Hi 
The  U.S.  doesn't  need  three  big  players, 
notes.  And  since  Staples  Inc.  is  outperfon 
ing  all  its  rivals,  the  pressure  will  be  on  Offi 
Depot  Inc.  and  Office  Max  Inc. 

Already,  some  retailers  are  tinkering  heavi  „} 
with  their  capital  budgets.  Instead  of  expandi 
into  virgin  markets,  they're  holding  the  line 
their  core  markets.  Toys  'R'  Us  Inc.  says 
plans  to  spend  as  much  this  year  as  last:  abo 
$550  million.  But  most  of  that  will  go  to  i  El 
modeling  existing  stores  rather  than  buildii  I 
new  ones  in  the  U.  S.  And  while  Staples  pla   | 
to  open  170  new  stores  this  year — the  sar 
number  as  in  2000 — it  will  concentrate  on  e  k 
tering  only  one  new  metro  market,  rather  th  ■ 
the  two  originally  targeted,  and  remodeling  € 
isting  stores.  That  way,  says  Ed  Harsant,  he  h 
of  North  American  operations  for  Staples,  "\  , 
can  leverage  costs  such  as  advertising." 

Fair  enough.  But  whatever  strategy  y 
pick,  the  days  of  ringing  up  easy  profits  I 
over. 

By  Aim  M.  I'tisciml  in  Allan 
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ROGNOSIS  2001 


OUTPUT 

BILLIONS  Of  00  DOLLARS 


728.5 

AVERAGE  YEARLY  GROWTH 

2.2% 

PRODUCTIVITY 

'HOUSANOS  Of  '00  DOLLARS  PER  EMPLOYEE 
1997  2001  EST. 

$62.4         $65.2 

AVERAGE  YEARLY  GROWTH 

0.9% 


DATA:  STANDARD  &  POORS  DRI 


11  0  S  I  T  I  V  E  S 

I  Consumers'  desire 
d  save  time  will  give 
™[  boost  to  fast  foods. 


1 1  Food  supplier 
onsolidation  will 
ontinue  and  survivors 
ill  cut  costs. 

boi 
r  I  E  G  A  T  I  V  E  S 

'  J I  Consumer  worries 
bout  genetically 
lodifled  foods  will 


row. 


'\0  1 1  As  the  economy 
i  lows  and  consumers 

?el  less  rich,  the 
1 3staurant  industry 

ill  see  less  growth. 


FOOD 


Executives  at  General  Mills  Inc.  knew  the  company  was 
wasting  money  on  empty  truck  miles  between  production 
and  warehouse  facilities  in  the  Midwest  and  the  East  Coast. 
So  last  year,  the  Minneapolis  food  manufacturer  teamed  up 


with  16  competitors  to  launch  an  e-commerce 
network.  Members  go  online  to  find  carriers 
with  extra  cargo  space  and  then  piggyback 
their  loads. 

This  year,  with  industry  growth  flat  at  2%, 
Internet  exchanges  have  become  one  of  many 
strategies  food  businesses  are  using  to  cut 
costs.  After  a  year  of  consolidation  involving 
multi-billion  dollar  takeovers — Kellogg's  pur- 
chase of  Keebler,  Unilever's  of  Bestfoods,  and, 
most  recently,  Pepsi's  of  Quaker  Oats — com- 
panies are  now  looking  at  strategic  divesti- 
tures. Underperforming  units  are  being  jetti- 
soned, while  faster-growing  brands  are  being 
positioned  to  bolster  the  bottom  line.  A  sign  of 
things  to  come:  Sara  Lee  Corp.'s  spin-off  of 
Coach  luggage  and  food-service 
giant  PYA/Monarch  Inc. 

About  the  only  big  merger 
candidates  left  are  H.J.  Heinz 
Co.  and  Campbell  Soup  Co. — and 
analysts  say  they  won't  be  sur- 
prised to  see  them  in  play.  On 
the  supermarket  side,  consolida- 
tion has  also  slowed.  That's  be- 
cause the  top  five  chains  in  the 
U.S.,  led  by  Cincinnati-based 
Kroger  Co.  and  Boise-based  Al- 
bertson's Inc.,  have  grabbed  40% 
of  overall  grocery  sales.  With  so 
few  big  chains  left  to  buy,  there 
were  only  eight  major  deals  last 
year,  down  from  19  in  1999. 
Kroger  and  Albertson's  are  ex- 
pected to  round  out  their  holdings  in  coming 
months,  but  smaller  regional  acquisitions  are 
the  likely  targets. 

VULNERABILITY.  But  even  the  big  chains  are 
facing  serious  competition  now  that  mass  mer- 
chants have  jumped  into  the  grocery  fray.  "If 
Supervalu  doesn't  have  the  best  prices,  people 
will  just  go  to  a  Wal-Mart  Supercenter,"  says 
John  P.  Hughes,  an  analyst  at  Dain  Rauscher 
Inc.  in  Minneapolis.  Cost-conscious  shoppers — 
and  there  are  going  to  be  more  than  ever  as 
the  economy  slows — want  bargains.  "There's 
going  to  be  a  lot  of  pressure  on  retailers,  and 
that  comes  from  consumers,"  notes  Hughes. 

Indeed,  the  biggest  wild  card  in  2001  is  Wal- 
Mart  Stores  Inc.  Last  year,  the  retail  giant 
continued  its  full  court  press  into  the  grocery 
business.  In  a  little  over  a  decade,  the  Ben- 
tonville  (Ark.)-based  company  has  zoomed  to 
the  No.  1  position,  unseating  Kroger,  with  al- 


most 10%  of  the  market.  Not  only  are  there 
plans  to  open  as  many  as  180  Supercenters — 
bringing  the  total  to  more  than  1,000 — but  the 
company  is  also  planning  to  open  another  20 
Neighborhood  Market  stores,  which  sell  tradi- 
tional grocery  items  such  as  meat  and  produce. 
"They're  relentless,"  says  Tim  Carroll,  direc- 
tor of  corporate  finance  at  Arthur  Andersen. 

Meanwhile,  both  food  producers  and  grocers 
are  fending  off  competition  from  the  restaurant 
industry.  Restaurant  sales  in  2001  are  forecast 
to  rise  2.7%,  after  inflation,  to  $399  billion — just 
slightly  lower  growth  than  last  year.  And  such 
fast  food  favorites  as  coffee  bars,  bagel  shops, 
and  doughnut  and  cookie  shops  are  projected  to 
grow  at  twice  that  rate.  "Consumers  want  to 


SERVICE  AND  SMILES:  Restaurant  sales  will  keep  rising 


put  more  convenience  into  their  lives,"  says 
Prudential  Securities  Inc.  food  analyst  John 
M.  McMillin. 

The  only  way  to  beat  the  trend  is  to  cater  to 
it.  So  from  pop-tops  on  cans  of  Campbell's  soup 
to  pre-cut  mixed  salad,  "fast  and  easy"  has 
become  the  food  marketers'  value-added 
mantra.  Another  popular  growth  area:  ready-to- 
serve  entrees  such  as  roasted  chicken. 

Grocers  are  also  increasingly  looking  to  pri- 
vate label  products,  which  now  account  for 
more  than  $40  billion  in  sales — up  25%  in  five 
years.  These  products  once  were  simply  cheap 
generics.  But  with  spiffed  up  packaging  and  im- 
proved quality,  they  now  help  cement  customer 
loyalty.  If  you  like  Stop'n'Shop's  cookies,  there 
is  only  one  place  to  find  them.  In  short,  profits 
may  be  thinning,  and  food  getting  "faster,"  but 
the  shopping  carts  are  still  full. 

By  Julie  Forster  in  Chicago 
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PROGNOSIS  2001 


OUTPUT 

BILLIONS  OF  00  DOLLARS 


415.0 

AVERAGE  YEARLY  GROWTH 

2.6% 

PRODUCTIVITY 

THOUSANDS  OF  '00  DOLLARS  PER  EMPLOYEE 
1997  2001  EST. 

$122.9       $128.0 

AVERAGE  YEARLY  GROWTH 

0.8% 


EMPLOYMENT 

#  =  250,000 


** WAV*  * 

3.7  MILLION 

DATA:  STANDARD  &  POORS  DRI 

POSITIVES 

■  The  spread  of  just- 
in-time  business 
strategies  should  lift 
demand  for  freight 
haulers. 

■  Big  railroad 
mergers  should  lead 
to  smoother  service. 

NEGATIVES 

■  High  fuel  prices  hurt 
smaller  operators  that 
can't  pass  along  costs. 

■  The  economic 
slowdown  reduces 
shipping  volumes  for 
long-haul  truckers 
and  railways. 


Last  summer  Yellow  Corp.,  the  No.  1  trucking  outfit  in  th| 
U.  S.,  got  a  peek  into  the  future  of  the  freight  industry- 
thanks  to  a  youthful  wizard  named  Harry.  Scholastic  In< 
needed  150,000  copies  of  the  latest  Harry  Potter  bool 


shipped  to  stores  across  the  country,  and  it 
needed  them  delivered  just  minutes  before 
midnight  on  July  8.  A  late  delivery  would  dis- 
appoint thousands  of  kids  lined  up  for  Harry 
Potter  and  the  Goblet  of  Fire;  conversely,  if 
the  books  arrived  too  early,  leaks  about  the 
plot  twists  might  ruin  the  hoopla  that  Scholas- 
tic had  painstakingly  built  up  around  the  title's 
release.  Only  a  few  years  ago,  the  assignment 
would  have  been  a  real 
stretch  for  a  general  freight 
hauler  such  as  Yellow.  But 
the  Overland  Park  (Kan.) 
trucker  delivered  with  fly- 
ing colors,  say  Scholastic 
executives. 

Yellow's  magic,  in  this 
case,  was  just-in-time  (jit) 
inventory  control.  In  recent 
years,  this  know-how  has 
radiated  beyond  big  manu- 
facturers to  the  rest  of  the 
economy,  helping  the  truck- 
ing industry — among  oth- 
ers— to  improve  punctuality. 
Following  up  on  last  July's 
blast  shipment  for  Scholas- 
tic, Yellow's  Exact  Express 
subsidiary  is  now  logging 
thousands  of  to-the-hour  de- 
liveries every  day.  And  the 
company  sees  demand  only 
rising,  as  cost-conscious 
businesses  grow  more  in- 
sistent on  receiving  orders 
precisely  when  they  want.  "The  performance 
bar  is  being  raised,"  says  William  D.  Zollars, 
Yellow's  chairman  and  chief  executive — to  the 
benefit  of  nearly  everyone.  Facing  a  slowing 
economy,  transporters  might  have  expected  lit- 
tle or  no  growth  in  2001.  But  industrywide 
revenues  should  grow  by  a  healthy  3.2%  in 
2001,  to  more  than  $470  billion,  according  to 
forecasts  from  Standard  &  Poor's  Corp. 
DRIVER  SHORTAGE.  Indeed,  Corporate  Ameri- 
ca's rush  to  minimize  inventories  is  keeping 
the  nation's  freight  companies  rolling  faster 
than  ever,  effectively  turning  their  fleets  into 
warehouses  on  the  go.  Traditional  trucking 
companies  such  as  Yellow  and  Roadway  Ex- 
press Inc.  are  pushing  into  realms  once  con- 
trolled by  overnight  shipping  companies.  Air- 
freight giant  FedEx  is  getting  competition  for 
same-day  deliveries  from  United  Airlines  and 


JUST  IN  TIME:  Yellow's  inventory 
control  is  improving  punctuality 


American  Airlines.  Even  slowpoke  railroa 
are  getting  into  the  act.  Burlington  Northe 
Santa  Fe  Corp.  now  guarantees  on-time 
liveries  or  your  money  back.  "More  and  m 
commerce  is  squeezing  into  smaller  packag 
with  more  frequent  deliveries,"  notes  William 
Rennicke,  a  vice-president  at  Mercer  Manai 
ment  Consulting  Inc. 

Encouraging  as  the  spread  of  JIT  mana 
ment  techniques  may 
other  factors  will  keep  t 
transport  sector's  grow 
grounded.  Across  the  i 
dustry,  freight  compani 
are  struggling  with  s 
high  fuel  costs,  while  a 
pling  economic  slowdown 
cutting  into  orders.  Me 
time,   the   nation's   maj 
railroads  are  still  fighti 
to  win  back  business  th 
lost  when  they  let  servi| 
erode  as  they  engineer 
a  series  of  huge  mergi 
in  the  late  1990s.  And 
the  highway,  long-dista 
trucking    companies 
wrestling   with    a    dri 
shortage  that  shows  lit 
sign  of  easing.  "All 
it   will   be    a   challengi 
year,"  predicts  Samuel 
Skinner,  ceo  of  usFreig 
ways  Corp. 

But  barring  an  outri 
recession,  2001  still  will  be  profitable  for  trai 
portation  companies,  according  to  industry 
alysts.  Merrill  Lynch  &  Co.  forecasts  that  e; 
ings  will  be  higher  for  all  but  a  handful 
second-tier  trucking  companies.  One  big  reat 
is  that  the  major  trucking  firms  have  b 
able  to  pass  along  the  higher  costs  to  c 
tomers  through  fuel  surcharges. 

But  more  than  anything,  the  cost-cutti 
potential  of  the  Internet  is  underpinning  a  g( 
erally  upbeat  mood  within  the  industry.  Link 
by  the  Web  from  one  end  of  their  business 
the  other,  freight  companies  and  their  cv 
tomers  now  can  better  manage  supply-chi 
flows,  cutting  costs  by  reducing  unnecessary 
ventories.  For  freight  haulers  facing  a  sla< 
erring  economy  in  2001,  it's  a  business  boost 


just  in  time. 


By  Michael  Aniill  in  Chid 
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Joseph  K  Stuart  111.  ChJirman 


fa  Our  Shareholders 


This  year,  I'm  pleased  to  report... OK... so  the  merger  didn't  go 
as  well  as  it  should  have.  It  took  too  long  to  get  our  companies 
working  together,  and  the  delayed  integration  sent  our  share 

price  right  down  the  tubes.  But  hey,  why  dwell  on  the  past. 

You  guys  are  still  with  me,  right?  Hello?  Guys? 


Joseph  K.  Stuart  III,  Chairman 
TeledekWommunications 


If  you'd  rather  have  a  successful  merger,  talk  to  us.  At  Hewitt, 
we  focus  on  the  synergies  and  potential  conflicts  between  companies 
to  help  you  quickly  align  business  objectives,  people  strategies  and 
HR  programs.  Because  the  faster  your  people  are  aligned  with  your 
goals,  the  sooner  those  goals  will  be  realized.  So  take  advantage  of  our 
global  expertise  and  proven  methodology.  And  increase  the  chances 
that  in  the  next  annual  report,  your  CEO  will  be  wearing  a  smile. 


Hewitt 


\  iti.com 


Improving  Business  Results  Through  People 


We  integrate.  You  communicate. 


r<A 


The  world  doesn't  revolve  around  you. 
But  we're  working  on  it. 


onsider  the  coming  do-every- 
.  thing-but-shine-your-shoes 
next-generation  mobile  phones. 
Mitsubishi  Electric's  contributions 
range  from  submarine  fiber-optic 
cables  and  encryption  algorithms 
to  system  LSI  and  intelligent 
CMOS  image  sensor  cameras. 
Because  we  know  the  network 
l    so  intimately,  we  are  able  to 

integrate  the  technologi 
l„   allow  it  to  serve  you  best 
Armed  with  a  tiny  w 
handset  that  brings  you  e-m 
e-commerce,  video  files  ai 
oh  yes,  voice  connections,  you 
have  the  power  to  make  tl 
world  come  to  you. 

We  integrate,  You  communicate, 


Mobile  Phone  «•    «  ?~~? 

Submarine  Fiber-Optic  Cable 


Trium  concept  model.  Picture  simulated. 


MITSUBISHI 
ELECTRIC 

www.mitsubishielectric.com/IT 

To  find  out  more  about  our  mobile  phones,  please  contact:  Mitsubishi  Wireless  Communications,  Inc 

3805  Crestwood  Parkway  Suite  350,  Duluth,  Georgia  30096,  U.S.A.    Tel:  770-638-2129    Fax:  770-921-452 
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SERVICES 


.  /~) 


PROFESSIONAL 
SERVICES  134 

The  Big  Five  are  busy 
spinning  off  advisory 
businesses-and  those 
offspring  look  to  have 
a  rosy  future 

EDUCATION  136 

Concern  over  public 
schools  will  open 
spending  taps-but 
public  and  private 
efforts  need  a  dose  of 
realism 

TRAVEL  138 

New  planes  and  more 
hotels  mean  new 
capacity,  but  will  there 
be  enough  travelers? 

REAL  ESTATE  140 

le  slowing  isn't 
were.  Overbuilding 
_„n't  a  huge  problem. 
All  in  all,  look  for  a 
pretty  healthy  2001 


i  ■■  -. 
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PROFESSIONAL  SERVICES 
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389.6 


460.9 
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3.7% 

PRODUCTIVITY 

THOUSANDS  OF  '00  DOLLARS  PER  EMPLOYEE 
1997  2001  EST. 

$153.0       $161.6 

AVERAGE  YEARLY  GROWTH 
1.1% 
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POSITIVES 

■  Consultants  have 
found  new  growth 
areas:  market 
integration,  risk 
management,  and 
environmental  audits. 

■  The  Big  Five  will 
benefit  as  clients  seek 
broad  expertise. 

NEGATIVES 

■  SEC  rules  may 
discourage  using  one 
firm  as  both  auditor 
and  consultant. 

■  Internet  consulting 
firms  will  battle  to 
survive.  Most  will  lose. 


In  the  1980s,  eight  national  accounting  firms  dominated  tr 
professional  services  industry.  Nearly  two  decades  later,  fh 
remain — and  in  the  interim,  they  have  morphed  into  on 
stop  shops  offering  a  variety  of  audit  services,  consultin 


information-technology  advice,  and  even  back- 
office  outsourcing.  In  2001,  this  evolution  will 
come  full  circle.  Over  the  next  12  months,  as 
many  as  three  of  the  firms  are  likely  to  sell  off 
their  consulting  businesses — one  already  has — 
leaving  just  one  of  the  five  still  offering  multi- 
disciplinary  advice. 

The  spun-off  consulting  businesses — along 
with  better-known  names  such  as  Bain  &  Co., 
Boston  Consulting  Group,  and  McKinsey — face 
bright  prospects.  Blue-chip  companies  are  hun- 
gry for  guidance,  and  the 
only  competition  is  a  flock 
of  scraggly  Internet  star- 
tups that  seemed  fierce 
last  spring,  but  now  now 
look  like  cooked  geese.  As 
for  the  Big  Five  auditors, 
they'll  have  the  freedom 
to  pursue  accounting 
clients  and  to  branch  into 
other  businesses. 

The  shake-up  is  hap- 
pening now  because  new 
Securities  &  Exchange 
Commission  rules  make  it 
more  difficult  for  account- 
ing firms  to  advise  their 
audit  clients.  At  this  point, 
says  Ernst  &  Young  ceo 
Philip  A.  Laskawy,  "there's 
no  business  rationale  for 
consulting  to  be  part  of  a  Big  Five  firm." 

Even  more  important,  selling  off  a  consulting 
business  is  one  of  the  few  ways  that  a  Big 
Five  partnership  can  raise  major  capital  quick- 
ly. In  2000,  Ernst  &  Young  garnered  $11  billion 
for  the  sale  of  its  consulting  arm  to  Cap  Gem- 
ini. Hewlett-Packard  Co.,  meanwhile,  bid  $18 
billion  in  September  for  the  consulting  unit  of 
PricewaterhouseCoopers  (PWC).  Although  the 
deal  fell  apart  when  HP's  share  price  collapsed, 
PWC  is  likely  to  unload  the  unit  this  year.  An- 
other of  the  Big  Five,  kpmg  is  looking  to  sell 
off  its  consultancy  and  complete  a  public  offer- 
ing it  had  planned  for  2000.  Accenture,  the 
consulting  arm  of  Arthur  Andersen  that  last 
year  won  its  freedom,  is  also  considering  an 
ipo.  The  lone  Big  Five  holdout  is  Deloitte  & 
Touche,  which  plans  to  run  its  consulting  busi- 
ness as  a  separate  unit. 

Whoever  ends  up  controlling  these  advisory 
businesses  should  find  2001  to  be  a  good  year. 
Dean  McMann,  ceo  of  industry  tracker  Rans- 


MAKING  HAY:  Dot-com  woes  enrich  Big 
Five  firms  like  PricewaterhouseCoopers 


ford,  expects  revenue  growth  of  18%  for 
professional-services  sector,  bringing  2001  r< 
enues  to  about  $138  billion.  The  growth  comes, 
part  at  the  expense  of  a  shrinking  corps  of  sj 
cialist  Internet  strategy  firms.  Five  such  firm: 
ixL  Enterprises,  Lante,  marchFirst,  Scient,  a 
Xpedior — have  recently  cut  2,800  jobs.  Wh 
the  dust  settles,  McMann  predicts,  just  one 
four  will  be  left.  "The  boutiques  are  going 
der,"  says  analyst  Tom  Rodenhauser  of  C( 
suiting  Information  Services. 

For  the  tax  and  au 
services  left  behind  in  t 
spin-offs,  the  challenge 
to  recoup  lost  consulti 
revenues.  In  recent  ye; 
each  of  the  Big  Five 
gotten  into  dozens  of  n 
services,  many  of  th 
now  poised  to  explode. 
Ernst  &  Young,  inforn 
tion  security  services  h 
grown  at  51%  a  y 
since  1996.  kpmg  has 
covered  unexpected 
portunities  in  auditing 
porations'  environme 
and  social  performan 
such  as  working  co 
tions  at  overseas  factoi 
Arthur  Andersen  expe| 
its  business-process  o 
sourcing  service  to  grow  to  $1  billion  in 
years,  pwc  ceo  James  J.  Schiro  says  the  ind 
try's  best  growth  will  be  in  the  assurance  bi 
ness,  especially  valuing  intangibles  such 
brands,  proprietary  data,  and  ideas. 
LEGAL  HELP?  Further  out,  the  Big  Five  audit 
may  expand  into  yet  another  area  previously 
limits.  James  C.  Emerson,  president  of  Emen 
Cos.,  a  market  research  firm,  predicts  that 
auditors  may  add  legal  advice  to  their  off 
ings,  despite  regulatory  roadblocks.  If  that  tal 
off,  the  trend  will  shake  up  the  sleepy  le 
trade,  which  expects  strong  growth  this  yea 
As  the  Big  Five  compete  for  business  on  n 
fronts,  they'll  also  compete  for  an  old  resour 
talent.  Says  Terrance  R.  Ozan,  Cap  GemJ 
ceo  for  the  Americas,  "There  is  ;i  shortage,  ; 
it  doesn't  appear  it  will  go  away."  Adds  I 
loitte  &  Touche  CEO  James  E.  Copeland:  "If  jj 
can't  attract  the  best  talent,  you  cannot  gro 
But  at  least  for  2001,  growth  seems  a  sure 
By  Louis  Lunelle  in  New  8 
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The  education  industry  has  benefited  from  a  rising  tide 
public  concern.  Discontent  with  the  sorry  state  of  our  publi 
schools  has  triggered  calls  in  all  quarters  for  increas( 
government  spending.  And  public  concern,  combined  wil 
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2.5  MILLION 

DATA:  STANDARD  &  POOR'S  DRI 

POSITIVES 

■  Education  will 
enjoy  increased 
public  funding. 

■  The  slowing 
economy  will  cause 
more  adults  to  go 
back  to  school. 


NEGATIVES 

■  Venture  capital  for 
the  next  round  of 
education  startups 
will  be  scarcer. 

■  Consolidation  will 
swallow  some  existing 
education  companies, 
especially  the  younger 
dot-com  specialists. 


the  Internet's  explosion  and  the  urgent  needs 
of  the  knowledge  economy,  has  led  to  the  cre- 
ation of  hundreds  of  new  education  companies. 
Since  President-elect  George  W.  Bush  promis- 
es to  make  this  area  one  of  his  top  priorities, 
that  trend  is  unlikely  to  peter  out. 

But  as  we  enter  2001,  this  emerging  market 
is  learning  that  lofty  objectives  are  not 
enough.  "Education  companies  will  now  be 
governed  by  the  three  Rs:  reality,  revenues, 
and  rationalization,"  says  Peter  Stokes,  exec- 
utive vice-president  of  Eduventures.com,  a 
Boston  research  firm.  The  reality  is  a  much 
chillier  financial  climate.  Eduventures  figures 
the  amount  of  ven- 
ture capital  invested 
in  education  compa- 
nies leveled  off  at 
around  $2.5  billion  in 
2000,  after  skyrocket- 
ing from  less  than 
$500  million  in  1997. 
"I  would  not  be  sur- 
prised if  there  was  a 
decrease  in  2001," 
warns  Stokes.  And 
with  the  initial  pub- 
lic offering  market  all 
but  closed,  companies 
that  can't  generate 
revenue  growth — and 
paint  a  convincing  path  to  profitability 
rationalization,  he  predicts. 

One  example  is  ZapMe!  Corp.,  whose  well- 
publicized  plan  to  provide  free  computer  labs 
to  schools  in  exchange  for  showing  online  ads 
to  students  recently  collapsed  amid  huge  loss- 
es and  severe  criticism.  "More  education  dot- 
coms are  dying  every  day,"  says  Tom  Greaves, 
vice-chairman  of  NetSchools  Corp.,  which  sells 
schools  turnkey  systems  that  provide  every 
student  with  a  laptop  and  wireless  access  to 
the  Internet.  Of  the  50  dot-coms  he's  familiar 
with,  Greaves  adds,  "probably  30  will 
disappear." 

BACK  TO  THE  BOOKS.  Furthermore,  "consoli- 
dation will  accelerate,"  predicts  Michael  Moe,  an 
analyst  at  Merrill  Lynch  &  Co.  The  pace  has 
been  set  by  London-based  Pearson  ri,c,  a  ma- 
jor educational  publisher,  which  in  2000  spent 
some  $3  billion  snapping  up  companies.  Other 
big  publishers  are  now  on  the  hunt,  as  is  Syl- 
van Learning  Systems  Inc.,  which  runs  every- 
thing from  tutoring  centers  to  universities  and 
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KNOWLEDGE  IS  POWER: 

revolution  will  reward 


-face 


has  a  $500  million  pool  of  uninvested  capit 
For  all  the  turmoil,  the  underlying  fun 
mentals  remain  positive.  With  Bush  and  m 
governors  vowing  to  improve  schools,  pub| 
spending — which  accounts  for  the  vast  bulk 
the  $800  billion  spent  on  education — should  r 
at  a  mid-single-digit  clip.  Meanwhile,  revenu 
for  private-sector  companies,  which  hit  $105  t 
lion  in  2000,  should  grow  10%  to  12%,  predic 
Eduventures.  Companies  that  cater  to  ad\ 
students  should  do  even  better — including  outi 
such  as  Apollo  Group  Inc.,  which  operates  t 
University  of  Phoenix  and  has  a  booming  d 
tance  education  business.  "In  a  softer  econon 
a  lot  of  adults  will 
running  back 
school,"  says  Sylv 
ceo  Douglas  L.  Be< 
er.  He  predicts 
company's  network 
foreign  universit 
will  grow  50%.  Si: 
larly,  the  mounti 
school-choice  mo\ 
ment  will  help  comj 
nies  such  as  Edis 
Schools,  which  ru 
113  schools  wi 
57,000  students  and 
the  nation's  larg 
for-profit  operat 
of  publicly  funded  schools. 

Despite  the  dot-com  crash,  the  e-learni 
revolution  is  accelerating.  In  December,  t 
Web-Based  Education  Commission,  appoint 
by  Congress,  called  for  a  "national  mobili: 
tion"  similar  to  the  race  to  the  moon  to  h< 
speed  use  of  the  Internet  in  learning.  Mei 
while,  corporations  increasingly  viewe-learni 
as  a  way  to  make  "learning  continuously  av: 
able  at  a  far  lower  cost  than  sending  someo 
to  a  class,"  says  Keith  Gay,  an  analyst 
Thomas  Weisel  Partners.  That's  helping  Sma 
Force,  a  leader  in  online  training  for  businc 
and  industry,  grow  at  a  clip  of  better  than  3(3 
Don't  be  fooled  by  the  rush  of  bad-ne 
headlines  about  education  dot-coms.  As  in  a 
emerging  industry,  many  of  the  education  sta 
ups  will  die  or  be  swallowed.  "But  we're  s 
only  in  the  first  or  second  inning"  in  the  gn 
game  of  for-profit  education,  argues  Moe.  A 
for  the  winners,  the  rewards  beckon  lik 
field  of  dreams. 

By  Will iii iii  C.  Symonda  in  Host 


The  e-learning 
many  companies 
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POSITIVES 

■  Even  if  airlines 
can't  raise  fares 
much,  lower  fuel  costs 
should  bolster  profits. 

■  Higher  room  rates 
will  offset  softening 
hotel  occupancy 
levels. 

NEGATIVES 

■  Labor  strife  may 
persist  as  unions  at 
other  carriers  try  to 
match  United's  raises. 

■  Hotel  bills  may  be 
padded  by  "house- 
keeping surcharges" 
and  other  new  fees. 


After  years  of  buoyant  demand  and  modest  capacity  growt 
the  travel  industry  can  count  on  only  one  side  of  th 
equation  this  year.  Airlines,  hotels,  and  car  rent 
companies  are  still  expected  to  expand  cautiously,  but  it 


questionable  whether  demand  will  keep  up  in  a 
slowing  economy. 

Amid  the  economic  uncertainty,  the  airlines 
face  another  source  of  potential  turbulence:  a 
wave  of  contentious  consolidation.  The  Justice 
Dept.  could  soon  decide  whether  to  challenge 
the  $11.6  billion  merger  of  UAL  Corp  and  us 
Airways  Group  Inc.  If  the  deal  goes  through 
without  any  big  asset  divestitures — a  prospect 
that  most  observers  consider  unlikely — then 
other  major  carriers  are  expected  to  follow 
suit  with  their  own  costly  and  disruptive  deals. 
That  could  spur  Congress  to  enact  a  "passenger 
bill  of  rights,"  new 
competition  guide- 
lines, and  other  ef- 
forts that  industry 
adamantly  opposes. 

Barring  such 
dramatic  changes, 
the  airlines  are  ex- 
pected to  post 
growing  profits  this 
year.  For  one  thing, 
they  should  get 
some  relief  if  oil 
prices  start  to  fall. 
Operating  profits 
for  U.  S.  carriers 
could  rise  about 
25%,  to  $7.5  billion, 
predicts  David  A.  Swierenga,  chief  economist  at 
the  Air  Transport  Assn.,  the  industry  trade 
group.  That's  after  two  years  of  falling  operating 
profits  in  the  face  of  climbing  fuel  prices.  Analyst 
Michael  J.  Linenberg  of  Merrill  Lynch  &  Co. 
sees  a  29%  gain  for  the  nine  biggest  carriers. 
But  if  oil  averages  $30  a  barrel  this  year  instead 
of  the  $26  that  Linenberg  assumes,  industry 
profits  will  be  fiat. 

LABOR  WOES.  Modest  expansion  plans  should 
help  the  airlines.  Analysts  are  estimating  ca- 
pacity gains  of  only  3.5%  to  4.5%.  If  the  econ- 
omy is  even  slower  than  expected,  "history 
suggests  that  the  industry  will  behave  sensibly 
with  respect  to  supply,"  says  American  Air- 
lines Chief  Financial  Officer  Thomas  W.  Horton. 

The  bad  news:  Labor  costs  are  surging  just 
as  a  softening  economy  may  make  it  more  dif- 
ficult for  airlines  to  pass  the  added  expense 
on  to  passengers.  Analyst  Samuel  C.  Buttrick 
of  ubs  Warburg  predicts  airline  labor  costs 
will  increase  at  least  10%  this  year,  with  lots  of 
potential  for  the  kind  of  labor  strife  that  forced 


PRICIER  WORKFORCE:  Industry  labor  costs  are 
expected  to  climb  at  least  10%  this  year 


United  to  cancel  thousands  of  flights  last  su 
mer.  Unions  at  other  airlines  are  now  trying 
match  or  beat  the  rich  deal  that  United  sign 
with  its  pilots. 

In  the  hotel  business,  growth  in  rooms 
likely  to  slow  a  bit  this  year,  but  so  is  demai 
Occupancy  rates  could  slip  slightly,  to  63.6%, 
2001,  estimates  Bjorn  Hanson,  a  partner  in  t 
hospitality  and  leisure  industry  practice  at  Pri 
waterhouseCoopers.  But  higher  room  rat 
should  still  propel  the  industry  to  record  prof 
Hanson  figures  profits  will  rise  6.7%,  to  ab< 
$25.6  billion,  after  an  8.6%  gain  last  year.  Soi 
increases  will  coi 
from  "getti 
charged  for  thi: 
you  didn't  used 
be  charged  for," 
says,  such  as 
daily  fees  for  us: 
a  room's  mod 
line. 

ceo  Fred 
Kleisner  of  W; 
ham  Internatio 
Inc.  denies 
planning  to  tack 
such  fees.  He  wi 
have  to,  he  sa 
Upscale  hotels 
benefit  as  more 
ecs  hit  the  road  this  year  in  efforts  to  drum 
business  in  a  slowing  economy.  Marriott  Int 
national  Inc.  cfo  Arne  M.  Sorenson  predi 
his  strong  brand  will  flourish  in  a  tougher  en 
ronment.  He  expects  profit  margins  to  rise 
new  computer  systems  improve  staff  scheduli 
and  the  Internet  lowers  the  costs  of  distributi 
Car  rental  companies  may  have  less  room 
flex  their  pricing  muscle.  Pricing  has  been  w< 
since  last  summer,  when  United's  labor  wc 
and  the  record  air-traffic  delays  hurt  busine 
Analyst  David  Riedel  of  Salomon  Smith  Ban 
expects  revenue  per  day  to  be  flat  this  year, 
ter  a  3.7%  gain  last  year.  Still,  Budget  Grc 
Inc.  ceo  Sandy  Miller  says  rental  Compaq 
are  setting  prices  at  a  level  that  should  ensi 
profitability.  "It  has  never  been  more  rat 
nal,"  he  says  of  his  industry. 

Hotel  and  airline  executives  have  sung  t 
same  tune  in  recent  years.  But  2001  co 
prove  the  toughest  test  yet  of  that  newfot 
rationality. 

By  Wendy  Zellner  in  Dai 
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REAL  ESTATE 


If  the  past  is  any  guide,  the  commercial  and  residential  re 
estate  industries  should  be  taking  a  nosedive  just  about  noj 
Developers  typically  overbuild  toward  the  end  of  a  gro) 
cycle,  setting  themselves  up  for  a  price  crash.  Yet  this  th 
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BILLIONS  OF  '00  DOLLARS 
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DATA:  STANDARD  &  POOR'S  DRI 

POSITIVES 

■  Housing  and  office 
markets  remain 
strong  in  top  cities. 

■  Banks  are  lending 
more  cautiously,  pre- 
venting overbuilding. 

NEGATIVES 

■  Prices  for  land,  labor, 
and  construction  are 
rising.  If  interest  rates 
remain  high,  inflation 
of  new  housing  costs 
will  dampen  demand. 

■  The  dot-com 
collapse  took  some  of 
the  sizzle  out  of  the 
office  market. 


around,  much  of  the  industry  is  managing  a 
soft  landing  on  a  relatively  high  plateau.  Sure, 
growth  in  everything  from  downtown  office 
space  to  suburban  homes  has  slowed  sharply 
from  the  double-digit  growth  rates  of  the  past 
two  years.  But  nowhere  are  there  signs  of  col- 
lapse— not  even  in  the  handful  of  overbuilt 
markets,  such  as  Atlanta  and  Dallas. 

What  gives?  For  one,  financiers  are  still 
smarting  from  the  last  collapse  in  the  early 
1990s  and  have  become  more  cautious  in  their 
lending.  They're  requiring 
that  developers  put  up 
35%  of  a  project's  equity 
and  guarantee  pre-leasing 
levels  up  to  60%.  That  has 
helped  curb  overbuilding. 
Also  holding  developers 
back  are  rising  prices  for 
material,  land,  and  labor. 
And  in  the  hottest  mar- 
kets— New  York,  San 
Francisco,  Boston,  Chica- 
go, and  Los  Angeles — 
there's  a  shortage  of  space 
to  build.  To  Janice  Stan- 
ton, managing  director  of 
research  at  Cushman  & 
Wakefield  Inc.,  all  this  is 
good.  "I  see  the  frenzy 
coming  out  of  the  mar- 
ket— and  it  couldn't  be 
coming  at  a  better  time." 
PUTTERING  ALONG.  Ana- 
lysts aren't  trying  to  argue  that  real  estate 
has  overcome  its  historical  cyclically.  The  point, 
they  say,  is  that  the  cycles  have  become  short- 
er and  will  spike  less  sharply  up  and  down. 
"Unless  the  economy  crashes,  real  estate  should 
remain  in  relative  balance,"  says  Ray  H.  D'Ar- 
denne,  chief  operating  officer  of  Lend  Lease 
Real  Estate  Investments  Inc.  What  that  means 
is  that  most  industry  segments,  from  office 
buildings  to  homes  to  hotels,  will  putter  along 
at  a  3%  to  5%  growth  rate  next  year. 

Make  no  mistake,  however:  There  will  be 
some  pain.  Housing  starts,  for  example,  are  ex- 
pected to  fall  to  1.43  million  in  2001,  down  from 
1.59  million  in  2000.  Sales  of  existing  homes 
should  also  drop  to  4.53  million,  from  4.97  million. 
"This  will  be  the  single  weakest  year  for  single- 
family  housing  since  the  early  1990s,"  says  Mark 
M.  Zandi,  chief  economist  at  The  Dismal  Scien- 
tist, the  economic  research  unit  of  Economy.com 


DOT-CARNAGE?  Collapsing  startups 
didn't  hurt  major  real  estate  markets 


Inc.  Still,  2001's  figure  could  be  a  heck  of  a 
better  than  the  one  that  triggered  the  1991 
cession,  when  housing  starts  plunged  to  830, 
Some  markets  will  struggle  more  than  oth 
In  the  Sun  Belt,  where  zoning  is  lax  and  the 
plenty  of  open  land,  housing  and  offices 
overbuilt.  "We  have  got  a  lot  of  inventory  on 
ground"  in  the  Southeast,  frets  Terry  Russ 
president  of  Atlanta-based  luxury  resident 
builder  John  Wieland  Homes  &  Neighborly 
Nationwide,  the  sectors  that  remain  str 
are      downtown      of] 
rentals  and  constructi 
and  luxury  housing 
pecially  in  the  top 
markets    of  New   Yo 
San  Francisco,  Chiea 
Boston,  and  Los  Ange 
Businesses  are  set  to 
sorb  a  total  of  35  mill 
square  feet  of  new  sp 
annually,     yet     vaca: 
rates  are  at  historic  lo 
In  the  office  markets 
New  York  and  San  Fr 
cisco,  vacancy  rates  in 
third    quarter    were 
3.2%  and  2.3%,  resp 
tively — despite  last  ye; 
dot-com  implosion. 

Luckily,  the  dot-co 
represented  a  tiny  part 
the  overall  market — o 
5%  of  all  occupancy 
New  York,  for  example.  Yet  they  did  repres 
20%  to  60%  of  new  business,  depending 
the  market.  "They  were  the  cream  in  our  c 
fee,"  says  J.  Thad  Ellis,  a  managing  director 
CarrAmerica  Realty  Corp.  in  Washington. 
San  Francisco,  dot-coms  will  probably  du 
some  1.5  million  square  feet  back  on  the  m 
ket.  But  it's  expected  to  be  snapped  up 
other  companies  desperate  for  space.  Inde 
nationwide  rents  are  still  expected  to  rise 
average  of  6%  in  2001  in  central  business  c 
tricts  and  4%  in  suburban  office  markets,  s; 
Cushman  &  Wakefield's  Stanton. 

So,  while  business  is  slowing,  real  est, 
will  remain  surprisingly  strong  in  2001.  It  ^ 
continue  to  grow  at  a  pace  that  will  snuff  > 
overbuilding  in  most  markets  and  position  ! 
industry  well  for  the  next  surge  in  deve] 
ment  several  years  out. 

By  Charles  Haddad  in  Ml" 
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llMim* 


come  to  you 


2001 
sable 


The  2001  Mercury  Sable  has  foot  pedals*  that  move 
forward  or  backward  at  the  push  of  a  button.  So  they're 
never  too  close  or  too  far  away.  Plus  a  Personal 
Safety  System™  that  includes  dual-stage  front 
airbags1  and  energy- absorbing  safety  belts.  How 
else  does  the  Sable  accommodate  you?  Click  or  call. 
www.mercuryvehicles.com  ■    888.566.8888 


Optional. 

Vlways  wear  your  safety  belt  and  secure  children  in  the  rear  seat. 


Mercury 

LIVE  LIFE 
IN  YOUR 
OWN      LANE 
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BY  TODDI  GITTNER 


J.  i 


HOUSES  AREN'T  JUST 
FOR  COUPLES 

rom  the  time  she  graduated  from  college  in 
1993,  Annie  McDonnell  dreamed  of  owning 
her  own  home.  She  liked  the  idea  of  building 

equity  rather  than  "throwing  away  money  on 

rent"  and  living  without  landlord  restrictions  on 

her  cat  and  dog.  To  save  for  a  downpayment, 

McDonnell  lived  rent-free  with  her  parents  on 

Long  Island,  N.Y.,  and  commuted  to  Scholastic 

Publishers  in  Manhattan, 

where  she  is  a  production 

editor.    Last    December, 

McDonnell,  29,  bought  a 

two-bedroom  ranch  near 

her    parents.    "It    feels 

great   to    own   my    own 

home  and  do  whatever  I 

want  to  it,"  she  says. 
If     you're     a     single 

woman  and  have  thought 

about  buying  your  own 
home,  you're  not 
alone.  Single  women 
are  the  second- 
largest  segment  of 
home  buyers,  be- 
hind married  cou- 
ples. They  make  up 
18%  of  those  who 
purchase  a  home, 
vs.  9%  for  single 
men,  according  to 
1999  data  from  the 

National  Association  of  Realtors.  And,  re- 
ports the  U.S.  Census  Bureau,  more  single 
women  owned  single-family  homes  than 
rented  them. 

FEWER  HURDLES.  What's  behind  this  trend? 
In  large  part,  women  have  the  same  rea- 
sons as  other  people  buying  homes:  to 
take  advantage  of  tax  deductions  and  to 


Shelter  and 
Singles 

►  Single  females  are 
second  only  to  married 
couples  in  the  number  of 
homes  they  buy. 

►  Unmarried  women 
account  for  18%  of  all 
home  buyers,  while  men 
account  for  9%. 

►  Of  these  women  buyers, 
63%  buy  detached, 
single-family  houses; 
20%  condos/co-ops;  13% 


townhouses.  build  equity.  In  addition,  the  sociological 


►  The  median  age  of  sin- 
gle women  buyers  is  41. 
And  30%  are  under  35. 

►  Median  annual  income: 
$39,700;  median  home 
price:  $102,300  with  a 
downpayment  of  12%. 

DATA:  2000  NATIONAL  ASSOCIATION  OF  REALTORS' 
PROFILES  OF  HOME  BUYERS  AND  SELLERS 


Robert  Barker  is  on 
vacation.  The  Barker 
Portfolio  will  return 
next  week. 


and  financial  barriers  that  once  kept  un- 
married females  from  buying  homes  are 
crumbling.  Government  programs  that  en- 
courage home  buying  have  made  it  easier 
for  single  women  and  single  mothers  to 
qualify.  And  as  women  earn  more,  they're 
able  to  afford  a  home  on  their  own. 
"Women  care  about  their  finances  and 
want  to  take  responsibility,  rather  than 
wait  for  a  white  knight  to  come  along," 
says  Peggy  Cabaniss,  a  financial  adviser  in 
Orinda,  Calif. 

Cabaniss'  daughter,  Jenny,  a  27-year-old  soft- 
ware engineer  in  Atlanta,  bought  her  three-bed- 
room house  in  May.  "I  asked  myself  if  I  really 
had  to  live  in  a  one-bedroom  apartment  just  be- 


cause I'm  single,"  she  says.  Tax  benefits  mc 
vated  Cabaniss,  but  she  had  some  concerns  abc 
the  commitment  before  she  made  it.  The  decis: 
to  buy  came  easier  after  she  reassured  hers 
"that  this  home  doesn't  have  to  be  permanen 
For  those  who  need  some  monetary  ass 
tance,  there  are  programs  that  help  all  qualify 
first-time  home  buyers  with  lower  downp. 
ments  and  interest  rates.  McDonnell,  for  ex; 
pie,  qualified  for  a  New  York  state  program 
first-time  buyer  and  single  wage  earner  o 
limited  income.  She  received  a  6.5%  mortgag 
full  percentage  point  below  the  market  rate 
NO  PENALTY.  If  you've  owned  a  home  befo] 
you  might  still  qualify  for  a  first-timer's  p, 
gram.  Each  state  has 
ferent  criteria,  and  e 
within  states  you'll  fi 
differences  between  f< 
and  services  for  the  loa 
Also,  first-time  buyers  < 
withdraw  up  to  $10,000 
their  individual  retirem 
accounts  for  a  downp; 
ment  without  incurri 
the  10%  penalty.  For  F< 
eral  Housing  Administ 
tion  loans,  single  pare: 
count  child-support  pi 
ments  as  income  and  : 
as  expenses. 

Of  course,  even  if 
nancing  isn't  a  probk 
some  women  shrink  fr 
the  other  huge  respor 
bility  that  goes  w 
homeownership:  rep 
and  maintenance, 
small  jobs,  the  worn 
we've  spoken  to  have  all  done  some  themselvei 
more  than  a  dozen  home-repair  books  are  t 
geted  to  women.  But  Valerie  Carlson,  34,  a  SU 
ford  (Conn.)  public-relations  executive,  deck 
early  on  she  couldn't  strip  the  floors  or  cl< 
the  furnace  in  the  three-bedroom  home 
bought  in  March.  "There  is  always  someone 
hire  who  can  do  what  you  need  if  you  can't  d' 
yourself,"  says  Carlson.  She  also  suggests  won 
tap  friends  and  family  members  for  advice  i 
guidance  when  making  the  big  decisions.  "1  HI 
the  house  a  lot,  but  I  didn't  buy  until  I  go 
consensus,"  says  Carlson. 

McDonnell,  Cabaniss,  and  Carlson  are  also 
joying  the  less  tangible  benefits,  like  the  sense 
empowerment.  Says  Cabaniss:  "It's  a  neat  feel 
to  know  that  I  [bought  my  house]  all  by  mys 
and  no  one  helped  me."  That's  what  I  call 
nancial  security. 


CK 
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HIGH  HOPES  FOR  A 
NEW  PRODUCT 


Little-known  Conceptus  (cpts)  is  bound  to 
make  a  big  splash  in  the  sensitive  field  of 
contraception.  The  young  medical-technol- 
ogy company  has  developed  a  nonsurgical,  per- 
manent contraception  option  for  women:  selective 
tubal-occlusion  procedure  (stop),  which  it  says 
prevents  pregnancy. 

Analyst  Joanne  Wuensch  of  ing  Barings,  who 
rates  Conceptus  shares  a  strong  buy,  says  Phase  II 
clinical  trials  have  resulted  in  a  97%  rate  of  effec- 
tiveness. She  expects  that  the  product,  set  for  final 
Phase  III  trials  in  2001,  will  be  submitted  for  Food 
&  Drug  Administration  approval  in  the  second  half 
of  2002.  It  could  get  an  O.  K 
by  mid-2003,  she  says. 

When  the  stop  device  is 
in  place,  it  obstructs  a 
woman's  fallopian  tubes, 
thus  preventing  egg  and 
sperm  from  meeting.  This 
is  done  with  a  thin,  spring- 
like microcoil  that  is  placed 
in  the  fallopian  tube— deliv- 
ered via  catheter.  The  pro- 
cedure, usually  done  in  a 
doctor's  office,  takes  18  minutes,  she  says.  About 
95%  of  the  patients  require  no  general  anesthesia 
and  return  to  normal  activity  in  a  few  hours.  Con- 
ceptus says  that  during  the  12  months  when  stop 
was  in  clinical  trials,  96%  of  the  patients  described 
their  experience  as  "good  to  excellent."  No  preg- 
nancies were  reported  in  the  trials. 

Wuensch  says  the  product  will  be  marketed  in 
Australia  in  the  second  quarter  of  2001.  Although 
there  could  be  risks,  particularly  in  subsequent 
regulatory  approvals,  "we  are  impressed  by  the 
early  clinical  data,  and  we  are  in  awe  of  the 
company's  market  opportunities,"  says  the  ING 
analyst.  Wuensch  has  a  12-month  price  target  for 
the  stock,  now  at  10'A,  of  19  a  share,  based  on 
her  2004  earnings  estimate  of  $12.5  million,  or 
79(2  a  share,  on  projected  sales  of  $62.7  million, 
vs.  an  estimated  loss  in  2003  of  $9.3  million,  or 
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67(2  a  share,  on  sales  of  $18  million. 

WILL  SMART  &  FINAL 
GET  SWALLOWED? 


NOT  SHOWING 
MUCH  ZEST  YET 
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nvestors  are  hungry  for  new  names 
with  promise  in  today's  tough  mar- 
ket. Smart  &  Final  (smf)  isn't  new: 
It's  a  Big  Board  company  that  runs 
the  oldest  and  largest  chain  of  non- 
membership  warehouse  groceries.  But 
some  believe  it  could  deliver  a  triple 
win:  It's  an  undiscovered  defensive 
play  in  a  dragging  economy.  The  stock 
hasn't  been  savaged  but  neither  has 
it  sparkled.  And  it  is  assumed  by  some 
to  be  a  takeover  bet. 


Investors  savor  the  company's  earnings  turn- 
around. In  the  third  quarter,  the  company  earned 
14(2  a  share,  up  from  80  a  year  ago.  For  all  of 
2000,  analysts  say  earnings  will  jump  to  38(2, 
and  to  590  in  2001,  up  from  180  in  1999.  The 
market's  propensity  to  focus  on  defensive 
stocks — food  service,  restaurants,  and  groceries — 
should  eventually  catch  up  with  Smart  &  Final, 
says  one  money  manager  who  has  been  accu- 
mulating shares,  now  trading  at  8%. 

Here's  the  skinny  on  a  takeover:  Groupe  Casi- 
no, France's  top  supermarket  chain,  owns  59.7% 
of  Smart  &  Final.  Casino  has  been  buying  shares 
in  the  open  market.  As  recently  as  last  May,  it 
bought  881,000  shares  for  up  to  8M  a  share. 

There  was  talk  that  Groupe  Casino  would 
launch  a  bid  for  the  rest  of  Smart  &  Final.  But 
the  euro's  weakness,  says  one  investment  banker, 
delayed  its  advance.  The  euro's  recent  rebound 
could  prod  the  French  company  into  action,  says 
the  banker.  He  values  the  stock  at  14  a  share  in  a 
buyout.  Smart  &  Final  didn't  respond  to  a  call. 

LEARNING  FAST 
AT  SABA  SOFTWARE 


M 


TARRED  WITH 
THE  TECH  BRUSH 


ichael  Moe,  who  heads  global  growth  re- 
search at  Merrill  Lynch,  is  betting  big  on 
.technology  that's  focusing  on  corporate 
learning.  That's  why  he  is  high  on  Saba  Software 
(saba).  It  has  an  Internet-based  platform  that 
enables  corporations  and  governments  to  link  peo- 
ple with  learning  systems  to  sharpen  their  com- 
petitive skills.  With  Saba  Learning  Networks, 
says  Moe,  Saba  helps  customers  such  as  General 
Electric,  Procter  &  Gamble,  DaimlerChrysler,  Sun 
Microsystems,  and  the  government  of  Norway 
build  skills  to  "develop  and  manage  human  capi- 
tal," including  performance  reviews. 

One  result:  Its  customers  have  been  able  to 
cope  with  the  explosive  growth  of  e-commerce. 
As  of  last  summer,  4  mil- 
lion people  around  the 
world — and  tens  of  thou- 
sands of  training  services — 
were  operating  on  Saba's 
learning  and  performance 
infrastructure  systems, 
notes  Moe.  He  categorizes 
Saba  as  an  education  com- 
pany that  he  says  is  a  good 
play  in  today's  slowing 
economy.  He  rates  the 
stock,  trading  at  16&,  a  buy.  He  thinks  it  will  hit 
40  in  12  months.  Moe  sees  it  posting  revenues  of 
$78.4  million  in  2001,  up  from  $37  million  in  2000, 
but  losing  money  in  both  years.  In  2002,  Moe 
sees  Saba  finally  moving  into  the  black,  earning 
430  a  share  on  sales  of  $151  million. 


BusinessWeek 


Read  Gene  Marcial's  Inside  Wall  Street  Online  column 

Tuesday  afternoons  at  www.businessweek.com/today.htm. 

And  see  him  Fridays  at  11:20  a.m.  est  on  cNNfn. 


JUNE  30,  00        OEC.  27 
A  DOLLARS 
DATA  BLOOMBERG  FINANCIAL  MARKETS 


BUSINESS  WEEK  /  JANUARY  8.  2001  143 


BusinessWeek  Investor 


Figures  of  the  Week 


■  STOCKS 

S&P  500 

Dec.  June   Dec.   Dec.  21 -27 

1560  —  -  i — -rrz-  1350 


:e  1328.9 
£l320 


U.S.  MARKETS 


%  change 
Year  to    Last  12 
Dec.  27      Week      date    months 


GLOBAL  MARKETS 


%  ch 

Year  t< 

Dec.  27      Week      dati 


1480 


1400 


1320 


1240 


COMMENTARY 

The  market  spread  some  holiday  cheer 
this  week.  Despite  worries  of  profit 
shortfalls  and  news  that  economic 
growth  is  at  a  four-year  low,  stocks  re- 
bounded. Bottom-fishing  in  tech  stocks 
lifted  the  Nasdaq  8.9% — not  enough 
to  pull  up  its  year-to-date  losses  of 
37.6%,  the  worst  showing  since  1974. 
Strong  blue-chips  lifted  the  Dow 
4.7%  and  the  S&P  5.1%. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1328.9  5.1  -9.6  -8.8 

Dow  Jones  Industrials  10,803.2  4.7  -6.0  -5.2 

Nasdaq  Composite  2539.3  8.9  -37.6  -36.1 

S&P  MidCap  400  515.6  7.4  15.9  18.8 

S&P  SmallCap  600  217.0  8.3  9.7  12.9 

Wilshire  5000  12,215.6  5.6  -11.6  -10.4 

SECTORS 

Business  Week  50*  988.1  5.8  -24.0  -24.5 

BusinessWeek  Info  Tech  100**    587.5  6.5  NA  NA 

S&P/BARRA  Growth  695.2  4.6  -21.7  -22.1 

S&P/BARRA  Value  637.6  5.5  4.4  6.9 

SfcP  Energy  939.1  5.6  12.5  14.1 

S&P  Financials  164.6  5.7  23.7  26.5 

S&P  REIT  88.4  5.9  20.1  23.2 

S&P  Transportation  703.0  8.9  17.8  20.5 

S&P  Utilities  352.2  4.4  55.0  55.8 

GSTI  Internet  186.8  4.7  -73.8  -73.7 

PSE  Technology  833.5  7.7  -14.3  -10.2 
*Mar.  19,  1999  =  1000       **Feb.  7,  2000  =  1000 


S&P  Euro  Plus  (U.S.  Dollar)         1397.7 


London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto (TSE  300) 
Mexico  City  (IPC) 
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S&P  500  Dividend  Yield                     1.21%  1.22% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)    25.3  25.0 

S&P  500  P/E  Ratio  (Next  12  mos.)*       21.7  21.3 

First  Call  Earnings  Revision*            -5.75%  -4.39% 
•First  Call  Corp. 

TECHNICAL  INDICATORS       Dec   26  Wk  ago 


i 


S&P  500  200-day  average  1434.6  1436.5 

Stocks  above  200-day  average  55.0%       53.0% 

Options:  Put/call  ratio  0.77         0.70 

Insiders:  Vickers  Sell/buy  ratio  NA          1.59 
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31.5  Defense  Electronics  155.1 

28.0  Savings  &  Loans  97.7 
23.8  Tobacco  96.6 

23.1  HMOs  88.6 

22.6  Pollution  Control  85.0 
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Computer  Software 


-21.4 
-20.1 
-15.2 
-15.1 
-14.8 


Long-Dist.  Telecomms 
Metal  &  Glass  Contain 
Office  Equip.  &  Suppln 
Computer  Software 
Photography/Imaging 


[ 


rStante] 


I  MUTUAL  FUNDS 

Week  ending  Dec.  26 
I  S&P  500    ■  U.S.  Diversified    BAH  Equity 


4-week  total  return 


fi 


%     -3-2-10        1        2 


Week  ending  Dec.  26 
B  S&P  500  B  U.S.  Diversified  B  All  Equity 
52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return % 

Leaders 

Financial  11.4 

Natural  Resources  7.5 

Precious  Metals  7.1 

Real  Estate  5.4 

Laggards 

Japan  -9.6 

Technology  -7.0 

Communications  -6.1 

Diversified  Pacific/Asia  -6.0 


52-week  total  return 


Leaders 

Health 

Natural  Resources 

Financial 

Real  Estate 

Laggards 

Japan 

Diversified  Pacific/Asia 

Communications 

Technology 


49.9 
34.5 
29.8 
25.4 

-35.3 
-33.0 
-32.6 
-32.5 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


%     -12     -9      -6-3        0        3 
Data:  Standard  &  Poor's 


Leaders 

Wright  EquiFund-Netherlands  38.6 
FBR  Financial  Services  A  19.3 
ICON  Financial  19.0 

Fidelity  Select  Home  Finance  18.0 
Laggards 

American  Heritage  -31.8 

Citizens  Emerg.  Gr.  Retail  -25.3 
Apex  Mid  Cap  Growth  -22.1 

Warburg  Pine.  Jap.  Sm.  Co.  -20.4 


Leaders 

Schroder  Cap.  Micro  Cap  146.5 

Evergreen  Health  Care  B  112.0 

State  St.  Res.  Glob.  Res.  A  84.5 

Munder  Fram.  Hlthcare.  B  82.7 
Laggards 

Jacob  Internet  -79.4 

Potomac  Internet  Plus  -76.1 

Apex  Mid  Cap  Growth  -75.6 

ProFunds  UltraOTC  Inv.  -70.2 


■  INTEREST  RATES 

KEY  RATES 


Dec.  27    Week  ago 


lie 
ra  li  I 


MONEY  MARKET  FUNDS 


6.12%       6.14% 


90-DAY  TREASURY  BILLS 


5.75 


5.78 


1-YEAR  TREASURY  BILLS 


5.36 


5.45 


10-YEAR  TREASURY  NOTES 


5.10 


5.04 


Sctn 

Bpol 

Will 

11 


30-YEAR  TREASURY  BONDS 


5.45 


5.40 


30-YEAR  FIXED  MORTGAGE!        7.20 


7.29 


tBanxQuote,  Inc. 


u 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  m 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond     3C 


lira: 


Hi:., 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.49% 
6.51 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


4.58 
6.64 


M 


I  THE  WEEK  AHEAD 


s/ 


PURCHASING  MANAGERS'  INDEX  Tuesday,  Jan. 

2,  10  a.m.  est*-  The  National  Associa- 
tion of  Purchasing  Management's  index 
probably  slipped  to  47%  in  December, 
from  47.7%  in  November.  That's  the  me- 
dian forecast  of  economists  surveyed  by 
Standard  &  Poor's  mms,  a  unit  of  The  Mc- 
Graw-Hill Companies.  The  expected  read- 
ing would  be  a  two-year  low  for  the  pmi. 

CONSTRUCTION  SPENDING  Wednesday,  Jan. 

3,  10  a.m.  est*  Outlays  for  building 
projects  were  likely  flat  in  November, 


compared  with  the  October  level.  Spend- 
ing has  risen  strongly  for  three  consecu- 
tive months,  thanks  to  gains  in  home- 
building  and  commercial  construction. 

FACTORY  INVENTORIES  Thursday,  Jan.  4,  10 
a.m.  est*  Manufacturing  inventories 
were  probably  flat  in  November,  after  a 
0.6%  jump  in  October.  That's  suggested 
by  the  drop  in  November  factory  output. 

EMPLOYMENT  Friday,  Jan.  5,  8:30  a.m.  est 
*  The  s&p  mms  median  forecast  calls  for 


a  gain  of  118,000  new  nonfarm  jo 
December.  Payrolls  rose  just  94, OC 
November,  but  the  number  was  he 
down  by  a  drop  in  government  jobs 
December  jobless  rate  is  expected 
to  4.1%  from  4%.  Hourly  pay  probfk 
increased  0.3%  last  month. 


NEW  SINGLE-FAMILY  HOME  SALES  Friday 
5,  10  a.m.  est*  New  homes  probe 
sold  at  an  annual  rate  of  928,000 
vember,  unchanged  from  their  Octd 
pace,  says  the  s&p  mms  survey. 
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TllE 

Business 
Week 


5) 


June 


Dec. 


Oaily:Dec.21-27 

1(P0 

1=  988.1 

— 1— 

960 

5W  50's  week  for  celebration.  Almost  half  the  stocks  in  the  index  posted  double-digit  returns,  led  by 
liance,  up  a  whopping  31.6%  as  data-storage  companies  surged.  Many  beaten-down  tech  and  biotech 
as  Dell,  Intel,  Biogen,  and  Xilinx,  had  positive  returns  for  the  week.  But  not  all  stocks  were  winners: 
11.7%  to  a  three-year  low  after  warning  it  will  post  greater-than-expected  losses  this  quarter. 


ipany 


COMPANY 

%  change 

Since 
Week     3/1/00 


PERFORMANCE 


Rank      Company 


%  change 

Since 
Week     3/1/00 


oft 

arner 
ystems 


11.9 

-3.6 

11.6 

7.7 


-36.6 
-38.1 
-14.2 


26  Intel 

27  Tribune 

28  Xilinx 

29  Enron 


2.0 
11.2 
15.9 

3.8 


-43.8 

9.4 

-35.5 

20.0 


ystems 
Stanley  Dean  Witter 

Technologies 
se  Technology 
:rosystems 

Schwab 

epot 

nputer 

i Appliance 
lie 


21.0 
22.2 
11.7 
11.1 
-11.7 


14.1 

-76.8 

1.7 

-46.6 

-78.7 


30  Lexmark  International  9.9  -63.2 

31  Omnicom  Group  2.7  -13.1 

32  America  Online  -4.0  -37.3 

33  Guidant  6.1  -23.8 

34  MBNA  6.2  53.5 


19.6 
10.7 
17.0 
2.2 
4.0 


11.3 
-38.0 
-43.2 

-7.3 
-23.1 


35  Pfizer 

36  Solectron 

37  Gateway 

38  Wells  Fargo 

39  General  Dynamics 


-2.4 

11.6 

8.4 

4.5 

2.9 


42.0 
-2.3 
-73.5 
59.5 
77.4 


8.3 

6.2 

31.6 

13.0 

3.2 


-58.2 
7.7 

-25.6 

24.2 

1.0 


/are 

Materials 
ernational 
er  Associates 

y 

im 


13.2 
4.6 

10.1 

-2.5 
8.6 

16.5 


-68.9 
-57.1 
48.8 
-71.0 
-51.4 
-35.3 


40  Texas  Instruments  16.3  -39.2 

41  Capital  One  Financial  7.7  68.0 

42  General  Electric  1.6  10.0 

43  Kansas  City  Southern  Industries  16.9  95.9 

44  Wal-Mart  Stores  7.4  7.3 

45  Paccar  14.2  16.4 

46  PE  Biosystems  Group  0.0  -17.9 

47  Merck  -0.7  54.5 

48  Adobe  Systems  14.4  30.5 

49  Reliant  Energy  3.7  115.9 

50  Citigroup  6.0  31.4 


RODUCTION  INDEX 

Change  from  last  week:  0.4% 
Change  from  last  year:  11.5% 


JSTRIAL  OUTPUT 

)EC.  16=177.7 
1992=100 


roll 


.The  index  is  a  4-week 
moving  average 


Apr. 
2000 


Aug. 
2000 


Dec. 
2000 


Dn  index  continued  to  rise  over  the  latest 
r,  before  calculation  of  the  four-week  mov- 
ie index  fell  from  179.3  to  177.7.  On  a  sea- 
:ed  basis,  auto  production  fell  as  Decem- 
:hanges  and  bad  weather  are  expected  to 
luarter  2001  output  by  6%.  Steel,  coal, 
tit  traffic  fell  sharply,  with  small  declines 

crude-oil  refining.  Truck  assemblies  and 

rose  slightly. 

ach  of  the  index  components  is  at  www.business- 
oduction  index  Copyright  2000  by  The  McGraw-Hill 


I  ONLINE  RESOURCES 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

S&P  PERSONAL  WEALTH  Real-time  mar- 
ket coverage,  industry  analysis,  and 
personalized  retirement  advice. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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NIGHTMARE. 

For  a  kid  with  asthma, 

the  joys  of  childhood  quickly 

become  living  nightmares. 

A  playful  kitten, 

a  cuddly  puppy, 

a  bouquet  of  flowers. 

All  are  potential  triggers 

for  terrifying  attacks. 

Don't  let  asthma 

rob  another  childhood. 

Call  1.800. LUNG. USA. 

h  AMERICAN  LUNG  ASSOCIATION1 

www.LUNGUSA.org 


innounc  ing. 

The    Tenth    Annual    Forum    c 
Chief    Financial    Officers 

February   2A-Narch    2i   2DD1 
The    Breakers!   Palm    Beachi  FL 

The    Premier    Corporate    Finance    Event 


rom  February  28-March  2,  2001,  BusinessWeek  will 
gather  together  America's  top  Chief  Financial  Officers 
in  Palm  Beach,  Florida  for  the  year's  most  prestigious 
corporate  finance  event.  This  private,  invitation- 
only  Forum  at  The  Breakers  will  focus  on  the  ways  in 
which  CFOs  can  take  "e.biz"  to  the  next  level,  guiding 
their  companies  toward  utilizing  the  Net's  full 
potential  for  speed,  efficiency  and  innovation. 


Conducted  in  a  retreat-like  setting,  the  Forum 
encourages  collegial  interaction  so  that  participants 
may  gain  the  well-founded  knowledge  that  is  only 
derived  from  exchanging  ideas,  sharing  experiences, 
and  engaging  in  compelling  discussions.  Topics 
include:  "Finding  an  E-Business  Model  that  Works", 
"Supply-Chain  Management  Comes  of  Age"  and 
"The  Implications  of  Going  Wireless."  The  Annual 
BusinessWeek  Forum  of  Chief  Financial  Officers 
is  an  exclusive  event  reserved  for  today's  elite 
financial  leaders.  ■ 


BusinessWeek 


CF 


If  you  have  received  an  invitation,  we  urge  you  to  RSVP  today.  If  y 
have  not  received  one,  but  believe  you  should  attend,  please  contact  us 
Simply  call  212.512.6673. 


IN  PARTNERSHIP  WITH 

Zurich    Financial    Services 

SPONSORED  BY 

LeapSource 
Milliman    &    Robertsoni    Inc. 

SAS 

^^^  WITH    SUPPORT    FROM 

X        \.  GetThere 


ROBERT    H.    BRUST 
Executive  Vice  President  and  CFO 
Eastman  Kodak  Company 


HEIDI    G.     MILLER 

Former  Chief  Financial  Officer  and  SEVP, 

priceline.com  Incorporated 


UARREN    C     JENSON 
Senior  Vice  President  and  CFO 
Amazon.com  Inc. 


JAMES    A-     PARKE 
Vice  Chairman  and  CFO 
GE  Capital 


SPEAK 

JERRY    M-     KENNELLY 
Senior  Vice  President,  CFO 
and  Secretary 
Inktomi  Corporation 


THOMAS  MALONE 

Patrick  J.  McGovern  Professor 

of  Information  Systems 

Sloan  School  of  Management,  MIT 


PATRICK    J.     SPAIN 
Chairman  and  CEO 
Hoover's,  Inc. 


LOU    HOLTZ 
Head  Football  Coach 
University  of  South  Carolina 


'BusinessWeek! 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Aberdeen  Group  134 
Accenture  134 
Adobe (ADBE) 26 
Aetna  (AET)  108. 117 

Airbus  76, 124 

Albertson's  (ABS)  129 

Alliance  Capital  Management  112 

Alii. in/  108 

AltaVista  69 

Amazon.com  (AMZN)  38, 68, 94 

Amerada  Hess  (AHC)  122 

American  Airlines  (AMR)  130, 138 

American  Express  (AXP)  62, 78 

American  Honda  Motor  (HMC)  120 

America  Online  (AOL)  39, 63, 65, 

100 
Amgen(AMGN)112 
AMR  (AMR)  80, 96 
Anadarko  Petroleum  (APC)  122 
Analog  Devices  (AD!)  94 
Ann  Taylor  Stores  (ANN)  128 
Apache (APA)  122 
Apollo  Group  136 
Apple  Computer  (AAPL)  71, 94 
Ariba  (ARBA)  96 
Associates  First  Capital  78 
AstraZeneca  (AZN)  46. 71, 112 
AT&T  (T)  18, 39, 64,  71,  80,  98, 136 
Atras  Auto  83 
Avon  Products  69 
Azurix  (AZX)  87 

B 


Bae  Systems  76 
Baker  Hughes  (BHI)  122 
Bank  of  America  (BAC)  106 
Bank  One  (ONE)  77 
Bankers  Trust  (BT)  78 
Baquia.com  54 
Bear  Stearns  (BSC)  106, 112 
BellSouth  (BLS)  96 
Bertelsmann  14, 54, 77, 100 
Best  Buy  (BBY)  128 
BestCalls.com  42 
BET  Holdings  67, 79 
Bharti  Telecom  84 
BizRate.com  38 
Boeing  (BA)  76, 124 
Boston  Consulting  Group  112 
BPAmoco  (BP)  122 
Bridgestone/Firestone  65 
Bristol-Myers  Squibb  (BMY)  112 
British  Airways  (BAB)  65 
Budget  Group  (BD)  138 
Burlington  Northern  Santa  Fe  (BNI) 
130 


Cable  &Wireless  (CWP)  69, 98 

Cahners  In-Stat  94 

Campbell  (CPB)  62, 129 

Cap  Gemini  134 

Cargill  114 

CarrAmerica  (CRE)  140 

CarsDirect  87 

Casio  94 

CBS  (CBS)  79, 100 

Cetera  Genomics  (CRA)  63, 112 

Cerulean  Health  67 

Charles  Schwab  (SCH)  70. 106 

Chase  (CMB)  77, 94, 106 

Chevron  (CHVO  122 

Ciaoweb  54 

Cigna  (CI)  117 


Cisco  Systems  (CSCO)  69, 84 

G 

Citicar  Transportation  98 

Gap  (GPS)  36, 38. 79 

Citigroup  (C)  77,  78, 106 

Gartner  Group  18 

Classroom  Connect  136 

Gateway  (GTW)  42, 94 

Clear  Channel  Communications  79 

GE  (GE)  79, 64 

CMGI  (CMGI)  54, 69 

Geico  108 

Cnet  (CNET)  54 

General  Dynamics  (GD)  124 

Coca-Cola  (KO)  18, 50, 73, 79 

General  Electric  (GE)  54, 100, 143 

Colony  Capital  55 

General  Mills  (GIS)  67, 129 

Commercial  Credit  78 

General  Motors  (GM)  46, 64, 94, 

Compaq  Computer  (CPQ)  38, 94 

100 

Computer  Associates  (CA)  96 

Glaxo-SmithKline  71 

Compuware  (CPWR)  96 

Glaxo-Wellcome(GLX)112 

Conceptus  (CPTS)  143 

Global  Crossing  98 

Conseco  (CNC)  71 

Goldman  Sachs  (GS)  36, 38, 55 

Consulting  Information  Services 

Great  Plains  Software  (GPSI)  50 

134 

Groupe  Casino  143 

Cooking.com  87 

Corning  (GUV)  80 

H 

Credit  Suisse  First  Boston  106 

Halliburton  (SLB)  122 

CVS  (CVS)  67 

Handspring  94 

CyBerCorp  (SIPC)  70 

Harvard  Pilgrim  Health  Care  117 

D 

Hasbro  (HAS)  68 

Haystack  Toys  83 

DaimlerChrysler  (DCX)  66. 73, 102, 

Heinz  (HNZ)  129 

120, 143 

Hewlett-Packard  (HWP)  63, 77, 94, 

DamRauscher(DRC)  129 

96,98,134 

Dataquest  94, 96 

Hitachi  Data  Systems  94 

DC  Air  67 

Home  Depot  (HD)  36, 128 

Dell  Computer  (DELL)  94 

Honda  Motor  (HMC)  120 

Deloitte  &  Touche  134 

Honeywell  (HON)  26 

Deutsche  Bank  117 

Hong  Kong  Telecom  65 

Deutsche  Banc  Alex.  Brown  (DBK) 

Houghton  Mifflin  136 

38,112 

Hughes  Electronics  100 

Deutsche  Bank  117 

Humana  (HUM)  117 

Deutsche  Telekom  98 

Human  Genome  Sciences  (HGSI) 

DrKoop.com  (KOOP)  18 

112 

DuPont (DD) 125 

Husky  Energy  70 

E 

Hutchinson  Whampoa  70 

Eastman  Kodak  (EK)  73, 80, 125 

1 

eBay  (EBAY)  68 

IBM  (IBM)  77, 94. 96, 125 

Economy.com  36 

IBP  (IBP)  114 

Edison  (EIX)  34 

icg  Communications  (ICGXQ)  98 

Edison  Schools  (EDSN)  136 

Idealab  87 

Eduventures.com  136 

Infinity  Broadcasting  100 

Eldex  87 

ING  (ING)  108 

ElectroTextiles  125 

INGBarings  106, 108, 143 

Eli  Lilly  (LLY)  112 

Intel  (INTO  73,  94, 136 

EMC  (EMC)  77, 94 

International  Data  94 

Emerson  (EMR)  79 

Interpublic  (IPG)  102 

Empire  Blue  Cross  &  Blue  Shield 

i2  Technologies  (ITWO)  96 

117 

■Village  (IVIL)  54 

Engage  69 

iXL  Enterprises  (IIXL)  134 

Enron  (ENE)  87, 58 

Environmental  Resources 

J 

Management  55 

JC  Penney  (JCP)  69 

Ernst  &  Young  134 

JD83 

Esurance  108 

JetBlue  Airways  84 

eToys  (ETYS)  38 

J.R  Morgan  (JPM)  106 

Excite@Home  98 

Jupiter  Media  Metrix(JMXI)  102 

Exxon  Mobil  (XOM)  65, 122 

F 

Fahnestock  65 

Juniper  Networks  69 

K 

Kataweb  54 

FA0Schwarz83 

Keebler(KBL)  129 

Federated  Department  Stores  (FDI) 

Keefe  Bruyette  &  Woods  106 

36 

Kellog  (K)67, 129 

FedEx  (FDX)  130 

Kimberly-Clark  (KMB)  69 

First  Call  42, 94 

KLM  Royal  Dutch  65 

First  Union  106 

Kmart  (KM)  36, 42, 67 

Florists  Transwortd  Delivery  68 

K'NEX  Industries  36 

Ford  (F)  64, 120 

Kohl's  (KSS)  36, 128 

Forrester  Research  (FORR)  30. 94 

KPMG  106, 134 

Freeserve  54 

Kroger  (KR)  129 

Lagardere  Group  76 

Land's  End  (LE)  36 

Lante  (LNTE)  134 

Lazard  Freres  128 

Legg  Mason  106 

Lehman  Brothers  (LEH)  38 

LIMRA  International  30 

Lockheed  Martin  (LMT)  124 

Lucent  (LUC)  98 

Lucent  Technologies  (LU)  62, 125 

M 


Macromedia  (MACR)  26 
MarchFirst  (MRCH)  !34 
Marriott  International  (MAR)  138 
Martha  Stewart  Living  Omnimedia 

(MSO)  72 
Match.com  14 
Maxim  Electronics  94 
McCloud  98 

McGraw-Hill  Companies  (MHP)  143 
Mercer  Management  Consultants 

100,130 

Merck  (MRK)  112 
Merrill  Lynch  (MER)  44, 63, 72, 98, 

130, 136, 138, 143 
MG  Financial  Group  52 
MGM 100 
Michelin  66 

Micron  Technology  (MU)  94 
Microsoft  (MSFT)  18, 26, 42, 50, 63, 

77,  80,  96 

MicroStrategy  (MSTR)  86 
Midwest  Research  114 
Millennium  Pharmaceuticals 

(MLNM)82.112 
Mitsubishi  55 
Morgan  Keegan  106 
Morgan  Stanley  Dean  Witter  (MWD) 

52, 102, 106 
Motorola  (MOT)  14, 98 
Multimania  54 


Nabisco  (NA)  129 

Napster  100 

NEC  (NEC)  94 

Neiman  Marcus  (NMGB)  128 

IMetSchools  136 

Network  Appliance  (NTAP)  77, 94 

News  Corp.  (NWS)  100 

Nextrend  120 

Nippon  Telegraph  &  Telephone  65 

Nissan  Motor  (NSANY)  55, 66 

Nokia  (NOK)  69 

Nomura  Real  Estate  55 

NTT  DoCoMo  65, 150 


Occidental  Petroleum  (OXY)  122 
Office  Depot  (ODP)  128 
Office  Max  (OMX)  128 
Omnicom  (OMC)  102 
One  Corp.  (ONE)  120 
Oracle  (ORCL)  96 


PacifiCare  Health  Systems  (PHSY) 

44.117 
Pacific  Century  Cyberworks  (PCW) 

70,65 

PaineWebber  (PWJ)  10B 
Palm  (PALM)  26, 94 
PC  Data  36, 98 
Pearson  (PSO)  136 
PepsiCo  (PEP)  73, 129 
Petroleum  Finance  122 


Pets.com  (IPET)  102 
PG&E  (PCG)  34 
Pharmacia  (PHA)  112 
Philip  Morris  (MO)  129 
Philips  (PHG)  125 
Phillips  Petroleum  122 
Pillsbury  (DEO)  67, 129 
Planet  Sole  36 
PMC-Sierra  (PMCS)  94 
Priceline.com  (PCLN)  78, 87 
PricewaterhouseCoopers  108, 128, 

134, 138 
Primerica  78 

Procter  &  Gamble  (PG)  69, 143 
Progressive  (PGR)  108 
Proxim  (PROX)  26 
Prudential  Insurance  106 
Prudential  Securities  63, 114 
Putnam  Lovell  Securities  106 


Quaker  Oats  (OAT)  18, 73, 129 
Quarterdeck  Investment  Partners 
124 
Qwest  Communications  (Q)  98 


Rainbow  Media  Holdings  100 
Ransford  134 
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Editorials 


A  LOOK  BACK,  A  LOOK  AHEAD 


If  "surprise  is  the  greatest  gift  that  life  can  grant  us,"  as 
Boris  Pasternak  said,  then  most  Americans  led  a  very 
rich  life  in  2000.  Of  course,  nothing  signifies  this  more  than 
the  incredible  Presidential  election  with  its  unsettling  twists 
and  turns.  But  the  economy  was  also  full  of  surprises.  No  one 
could  have  foreseen  events  at  the  beginning  of  2000  as  they 
unfolded.  As  economic  forecasters  peer  into  2001,  it  might  be 
wise  to  remember  that  in  times  of  fast  technological  and  so- 
cial change,  uncertainty  becomes  the  norm  and  the  outcome 
almost  always  is  a  surprise. 

Here  are  business  week's  picks  for  the  most  surprising 
surprises  of  2000: 

■  OPEC  wins.  Oil  prices  rise  higher  and  faster,  persist  longer, 
and  have  a  deeper  impact  on  growth  than  anyone  antici- 
pates. What  happened?  Asia  recovers  from  its  financial  crisis, 
Americans  buy  even  more  sport-utility  vehicles,  and  park 
them  in  front  of  even  bigger  houses — and  Mexico  sides  with 
the  opec  hawks  in  hiking  prices. 

■  The  Nasdaq  implodes.  Investors  decide  that  the  emperor 
has  no  clothes  and  that  the  business  models  of  most  dot-coms 
aren't  going  to  be  profitable  anytime  soon.  Big-cap  high-tech 
companies,  especially  telecoms,  get  clobbered,  too.  The  Nasdaq 
drops  over  50%  from  its  peak  and  drags  South  Korea's 
Kosdaq  down  80%  and  Japan's  Jasdaq  down  60%.  Venture 
capitalists  retreat.  Experimentation  goes  out  as  valuation 
comes  back  in  favor  among  investors. 

■  Bricks  triumph  over  clicks.  Brick-and-mortar  behemoths 
adapt  to  the  Internet  faster  than  Clayton  M.  Christensen  (Tfie 
Innovator's  Dilemma)  and  other  business  pundits  predict. 
Tech-savvy  bricks  clobber  capital-starved  clicks,  who  succumb 
to  terminal  burn-rate  disease.  Hundreds  of  dot-coms  die. 

■  The  euro  bombs.  The  currency  that  Europe  had  hoped 
would  triumph  over  the  dollar  tanks  faster,  drops  lower, 
slams  U.S.  corporate  profits  harder,  and  hurts  foreign  in- 
vestors worse  than  anyone  predicts.  What  happened?  The 
U.S.  grows  faster  than  Europe  and  William  Duisenberg 
turns  in  a  dismal  performance  as  head  of  the  new  European 
Central  Bank.  European  financial  leaders  deceive  themselves 
into  pricing  the  euro  at  $1.17.  It  has  come  off  the  floor,  but 
the  market  thinks  it's  worth  much  less. 

■  Japan  leapfrogs  the  U.S.  and  Europe  onto  the  mobile  Web. 
Given  up  for  dead  technologically,  Japan's  NTT  DoCoMo  puts 
millions  of  consumers  directly  onto  the  Internet.  With  no 
dial  up,  they  are  on  24/7.  Europe's  WAP  mobile  Web  technol- 
ogy fails  miserably.  The  U.S.  falls  behind,  to  No. 3.  So  much 
for  America's  high-tech  triumphalism. 

■  Productivity  growth  stays  higher  and  lasts  longer  into  the  ex- 
pansion than  into  any  other  expansion  since  the  '60s.  Nonfi- 
nancial  corporate  productivity,  Federal  Reserve  Chairman 
Alan  Greenspan's  favorite  measure,  expands  at  a  4.9%  annu- 
al clip  in  the  third  quarter  of  the  year.  Overall  productivity 
glows  at  a  3.3%  rate,  despite  a  third-quarter  slowdown  to 
2.2%  growth  in  gross  domestic  product. 


■  New  Economy  growth  nosedives  sharply  and  scarily.  Afte 
year  and  a  half  in  which  six  turns  of  the  monetary  screj 
don't  have  much  impact,  it  all  comes  together:  high  inter 
rates,  high  oil  prices,  a  tech  wreck  on  Wall  Street,  and  a: 
ety  over  a  Presidential  election  gone  bad.  The  steepness 
speed  of  the  decline  are  a  major  surprise. 

The  sudden  slowdown  is  finally  bringing  realism  to  na 
boosters  of  the  New  Economy — and  reminding  those  who 
got  that  business  cycles  never  die,  they  just  change  sha 
business  week  has  warned  for  some  time  that  the 
Economy  is  new  economic  territory  and,  just  as  there  w 
surprises  on  the  upside  of  the  cycle,  there  would  be  s 
prises  on  the  downside.  The  U.S.  hasn't  seen  such  hi; 
tech,  capital  investment-driven  economic  growth  for  ne 
four  decades.  It  was  bound  to  astonish.  It  has — and  will 

In  the  spirit  of  knowing  full  well  that  most  prognosticat) 
have  not  succeeded  in  predicting  the  path  of  the  New  Ec 
omy,  we  offer  our  humble  hunches  as  to  a  few  of  the  s| 
prises  ahead  in  2001: 

■  A  V-shaped  economic  downturn.  The  economy  could  sh| 
through  the  soft-landing  zone  and  bottom  out  at  1%  to  2% 
nual  growth.  Unemployment  could  rise  faster  and  hig 
than  anticipated.  The  good  news  is  that  the  recovery 
come  faster,  too,  as  the  Fed  lowers  rates  and  corporations 
turn  to  spending  money  on  productivity-enhancing  and  p 
it-generating  technology. 

■  Deflation.  It  may  well  replace  inflation  as  the  problem 
ceos  and  policymakers.  As  growth  plummets,  price-cut 
may  well  prove  to  be  severe,  wage  pressures  may  cool 
quickly,  and  dram,  personal  computers,  oil,  and  other  c 
modity  prices  might  drop.  Overcapacity  is  already  a  b 
in  high-tech  and  manufacturing  circles.  It  may  get  wors 

■  A  dollar  crisis.  As  U.  S.  growth  falls,  foreigners  could  s 
to  pull  money  out  of  the  stock  market.  The  current  acco 
deficit,  already  at  record  levels,  finally  begins  to  weigh  h< 
ily  on  the  economy.  Certainly,  foreign-exchange  specula 
are  likely  to  test  the  mettle  of  the  new  Bush  Administra 
and  see  if  it  truly  backs  a  strong  dollar.  The  dollar  is  aire 
weakening,  and  the  Euro  could  soar  back  to  its  high  of  $ 
At  some  point,  the  Fed  may  face  the  difficult  choice  of  ch 
ing  between  raising  rates  to  defend  the  dollar  or  lowe: 
them  to  spur  growth. 

■  An  overseas  financial  crisis.  Watch  for  trouble  abroa 
Asia  and  Latin  America  adjust  to  the  sharp  U.S.  down 
and  demand  for  high-tech  imports  drops.  The  Internati 
Monetary  Fund,  already  busy  lending  tens  of  billion 
Turkey,  Argentina,  and  other  countries,  may  have  to 
out  bigger  fires.  That  could  shock  the  U.S.  financial  i 
tern — and  the  dollar. 

Our  best  guess  is  that  productivity  growth  will  continu 
be  strong  and  the  economy  will  return  to  \V7,  lo  I',  gro 
annually  by  yearend.  But  there  will  probably  be  a  lo 
surprises  throughout  2001. 
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AN  EXHILARATING  RIDE 


This  has  been  an  incredible  year  for 
business  week.  Although  Y2K  pro- 
duced barely  a  whimper,  the  New 
Year  roared  in  nonetheless  with  the 
announcement  of  the  biggest  merger 
ever:  America  Online  Inc.  and  Time 
Warner  Inc.  Now,  almost  exactly  one  year  later, 
this  week's  cover  features  aol's  Bob  Pittman,  the 
man  who  must  help  make  the  deal  work.  We  think 
you'll  enjoy  this  closeup  look  at  what  lies  ahead. 

The  rest  of  the  year  turned  out  to  be  just  as 
newsworthy.  In  February,  the  economic  expansion 
that  began  in  March,  1991,  became  the  longest  in 
history.  Our  cover,  "The  Boom,"  looked  presciently 
at  how  it  could  come  undone,  business  week  has 
been  the  leader  in  coverage  of  the  New  Economy, 
the  impact  of  globalization,  and  the  investment  in 
information  technology,  and  we  were  early  to  warn 
that  a  New  Economy  boom  could  be  followed  by  a 
New  Economy  bust. 

In  late  March,  we  warned  that  "Wall  Street's 
Hype  Machine"  might  spell  trouble  for  investors. 
That  turned  out  to  be  the  time  of  Nasdaq's  peak. 
Our  revealing  "The  Fall  of  a  Dot-Corn"  cover  told 
the  inside  story  of  how  one  extremely  successful 
initial  public  offering,  Value  America  Inc.,  was  un- 
done by  hype  and  hubris,  despite  a  "frictionless" 
business  plan. 

We  covered  other  crucial  trends  this  past  year, 
from  the  anxiety  over  globalization  to  business 


bashing,  2000-style.  We  watched  ceos  drop  like 
flies  as  boards  and  investors  looked  for  super- 
heroes.  We  witnessed  the  orderly  selection  of  suc- 
cessors at  General  Electric  Co.  and  American  Ex- 
press Co. — and  the  screwiest  U.  S.  election  in 
history.  And  our  summer  double  issue  took  a  cos- 
mic look  at  "The  21st  Century  Corporation." 

Business  Week  Online,  our  innovative  Web  site, 
was  redesigned  in  2000,  introduced  lots  of  new 
features,  and  won  the  prestigious  National  Maga- 
zine Award  for  New  Media.  Our  highly  successful 
business  week  e.biz  supplement  went  monthly 
last  fall,  complementing  our  monthly  small-busi- 
ness edition,  frontier. 

On  the  business  side,  business  week  had  the 
best  year  in  our  history,  by  far.  Our  global  circu- 
lation is  the  highest  ever,  nearly  1.2  million — mak- 
ing us  the  best-selling  business  magazine  in  the 
world.  Meanwhile,  our  advertisers  placed  more 
than  6,000  pages  in  the  U.  S.  alone,  also  a  record. 

As  the  economy  and  stock  market  that  roared 
into  2000  now  limp  into  2001,  business  week  will 
be  here  every  week,  with  the  best  reporting,  the 
best  analysis,  and  the  best  clues  to  the  future. 

Editor-in-Chief 
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XEROX  COLOR  INKJET  PRINTERS 
JUST  A  SMARTER  BREED  OF  I 


'suggested  retail  price 
DocuPrint  M750 
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T  COMPANY 
XEROX 


Xerox  inkjet  printers  give  you  brilliant  color  prints  at  truly  impressive  speeds.  At  1200  x  1200  dpi,  your  prints  make  a 
persuasive  impact.  And  the  speed  of  our  unique  eXpress  Mode™  means  you  don't  waste  time  waiting  for  color  pages  to  print. 
What's  more,  the  great  price  means  anyone  can  count  on  getting  the  Xerox  quality  color  big  business  has  always  come  to 
expect.  To  see  just  how  brilliant  and  fast  Xerox  printers  are,  visit  a  store  near  you.  Xerox.  Just  a  smarter  breed  of  inkjet  printer. 

www.  xerox,  com/inkjet 
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ji  Peace  of  mind. 


Discover  all  that's  possible  on  the  Internet. 


A  mother  casts  a  sidelong  glance.  A  father  takes  a  quick,  admiring  look.  Smiling  back  at  them  is  a  revolution  in  daycare.  With 
the  installation  of  Internet  cameras,  many  daycare  centers  are  now  enabling  parents  to  look  in  on  their  children  from  a  whole 
new  vantage  point:  their  desktop.  The  power  of  the  Internet  to  put  people  first  is  something  Cisco  Systems  understood  long 
before  building  our  own  first  daycare  center.  As  a  source  of  our  own  success,  we've  seen  the  profoundly  positive  effect  the 


Internet  has  had  on  a  whole  host  of  employee  services.  Many  of  which  your  own  company  may  not 
have  even  considered  yet.  So  for  your  own  peace  of  mind,  whether  you  manage  your  own  network, 
or  use  a  service  provider  with  a  Cisco  Powered  Network  (HCjSCO'  let  us  show  you  how  to  put  the 
Internet  to  work  for  you.  And  show  you  all  the  benefits  that  follow  from  it.  Visit  cisco.com/go/iq 
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Cover  Story 

56    SHOW  TIME  AT  AOL  TIME  WARNER 

It's  the  $110  billion  question:  Can 
executives  make  the  merger  between 
Internet  powerhouse  America  Online 
and  old-line  media  kingpin  Time 
Warner  work?  More  to  the  point,  can 
Bob  Pittman — the  charming-yet-tough- 
as-nails  son  of  a  Mississippi  preacher 
who  helped  create  MTV  in  the  '80s — 
make  it  work?  It  won't  be  easy  for  the 
company's  co-chief  operating  officer, 
and  a  slower  economy  and  a  clash  of 
corporate  cultures  could  hurt. 
Megamerger,  or  mega-mess? 
64    PITTMAN'S  CO-PILOT 

Richard  Parsons  has  made  Time 
Warner  look  good — but  will  he  stick 
around  for  the  next  act? 

News:  Analysis  &  Commentary 


32 


34 


THE  KINDEST  CUT  OF  ALL 

A  surprise  rate  cut  by  the  Fed 
signals  a  bold  new  policy  to  counter 
the  New  Economy  slump 
WILL  A  RATE  CUT  DO  THE  TRICK? 

In  the  past,  action  by  the  Fed 
following  a  down  year  for  the  stock 
market  has  led  to  recovery 


36    HOUSING  CRACKS 

It's  looking  shakier — and  rate  cuts 
might  not  be  enough  to  repair  it 
38    A  ROCKY  ROAD  FOR  SUVs 

The  once-hot  market  is  chilling  just 
as  carmakers  prepare  to  dump  a 
host  of  new  models  on  dealer  lots 

40  NOSTALGIA  CARS 

Vehicles  like  the  new  Volkswagen 
Samba  draw  their  inspiration  from 
decades-old  designs 

41  WINTEL  VS.  PC  MAKERS 
Microsoft  and  Intel  are  set  to  debut 
sexy  new  products  that  will 
compete  for  consumer  dollars 

42  COMMENTARY:  UTILITIES 
Contrary  to  their  claims, 
deregulation  in  California  has  not 
been  all  bad  for  Edison  and  PG&E 
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International  Business 
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The  DNG  may  be  changed  b 
leadership  battle  between  a   1*Wl 
fund-raiser  and  an  ideologis 
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CEO  Carlos  Gutierrez  is  mal 
profound  changes  at  the 
once-stodgy  cereal  giant 
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by  helping  you  keep  your  eyes  on 
the  road 
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Privately  managed  accounts  have 
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accessible — and  they  take  the 
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BusinessWeek  online 


Free  to  Subscribers 

Go  to  www.businessweek.com 
and  follow  the  instructions  to 
register.  Be  sure  to  have  the 
account  number  that  appears  on 
your  business  wllk  mailing  label 


Updated  every  business  day  at  www.businessweek.com 


Winner  of  the  2000  National 
Magazine  Award  for  General 
Excellence  in  New  Media 


VIDEO  VIEWS 


Original  streaming  video  featuring  industry 
experts  and  BW  editors 
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■  RATE  CUTS:  Wharton's 
Jeremy  Siegel  expects 
continued  aggressive  ac- 
tion from  the  Federal  Reserve  to 
spur  the  economy 

■  MARKET  BOUNCE:  Find 
out  why  BW's  Seymour 
Zucker  is  projecting  dou- 
ble-digit growth  for  stocks  this 
year 


TOOLS 


■  CAPITAL  GAINS  CALCULATOR: 

Here's  how  to  figure  if 
you  should  hold,  or  sell 
and  reinvest 

■  MBA  SEARCH:  Which  is  . 
the  right  business  school 
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your  investments 


INTERACTIVE  FORUMS 
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Find  quick  links  to  everything  on  this  page  at  the  January  15,  2001,  issue's  table  of 
contents  online,  or  go  directly  to  www.businessweek.com/2001/01  _  30/online.htm 

Sun's  Internet  Blues 

Sun  Microsystems'  perceived  reliance  on  Net 
companies  has  crushed  its  stock.  Now,  the 
Web-server  heavyweight  is  shifting  its  focus 
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giant  is  gaining  market  share.  It  has  a  potentially 
hot  IPO  lined  up  and  a  new  friend  in  Washington 
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by  S&P  Personal  Wealth 
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STREET  WISE:  A  closer  look  at  Goldman,  Sachs  &  Co.'s  recent 
earnings  announcement  reveals  some  troubling  signs 
NET  WORTH:  Get  the  lowdown  on  the  disclosure  practices  of  the 
Standard  &  Poor's  500-stock  index  companies  in  our  exclusive  surve 
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A  resource  for 
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SCHOOL  NEWS:  Babson  is  customizing  its  flexible  MBA  for  Intel 
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In-depth  coverage  of  Asia, 
Europe,  and  Latin  America 


Q&A:  Arun  Shourie,  India's  new  privatization  czar,  is  determined  to 
succeed — at  his  own  pace — where  two  predecessors  have  failed 
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Advice  and  tools  for 
upper-management  job  seekers 
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Digex  and  Spalding 


We  manage  Web  servers, 

They  manage  to  improve  your  game. 

Together,  we  do  e-Business. 


Spalding  has  been  a  leader  in  golf  ball 
manufacturing  for  over  100  years  - 
that's  their  business.  Through 
Spalding.com,  they  offer  only  the 
BEST  products  -  Ben  Hogan,  Etonic, 
Strata  and  Top-Flite.  At  Digex,  we  may 
not  know  much  about  sporting  goods 
but  we  do  know  what  it  takes  to  run  a 
successful  e-Business. 

We  supply  the  hardware,  software  and 
pre-engineered  platforms  that  include 
best-of-breed  technology  to  get  your 
site  up  and  running  -  fast  and  reliably. 
Our  world-class  data  centers  and 
networks  are  optimized  for 
performance  and  availability,  so  your 
site  is  online  24x7x365.  We  provide  the 
administration,  monitoring  and  security 
services  necessary  to  make  sure  your 
site  remains  secure. 


Spalding  is  a  hit  for  its  online  customers. 
Digex  is  a  hit  for  Spalding. 


Digex      keeps  e-business  in  business- 


www.digex.com/spalding    1-800-455-2968  Ext.  501 

Where  managed  hosting  began. 
Where  managed  hosting  is  going. 


Up  Front 


EDITED  BY  SHERIDAN  PRASSO 


WILD  BLUE  YONDER 

NEW  SOFTWARE  + 
SNOW  =  SNAFUs 

ANGRY  TRAVELERS  ABOUNDED 
this  snowy  holiday,  but  per- 
haps nowhere  more  than  at 
Spirit  Airlines.  The  Fort 
Lauderdale  carrier,  with  85 
flights  a  day  to  14  cities,  is 
one  of  the  handful  of  airlines 
to  win  slots  in  the  New  York 
and  Chicago  markets  in  re- 


STORM  in     cent  deregu- 
New  York     lation. 

But  slots 
don't  mean  service.  Spirit 
passengers  in  Florida, 
Michigan,  and  New  York 
caused  near-riots  on  New 
Year's  weekend  due  to  39 
flight  cancellations  and 
dozens  of  delays.  On  Jan. 
2,  police  had  to  surround  a 
planeload  of  irate  passen- 
*  gers  at  LaGuardia.  Local 
authorities  were  so  con- 
cerned they  considered 
yanking  Spirit's  landing 
rights.  "They  had  passengers 
stranded  for  days  because 
they  lacked  enough  pilots  to 
fly  the  planes  or  crew  to  load 
baggage,"  says  the  New  York 
&  New  Jersey  Port  Authori- 
ty's Steven  Coleman. 

But  the  faa  says  Spirit's 
safety  record  is  solid.  And 
Spirit  blamed  bad  weather 
and  a  new  software  system. 
"Maybe  we  goofed,"  says 
apologetic  coo  Mark  Kahan. 
And  then  some.     Joan  Oleck 


TAKEOVER  TALES 

IS  PEPSI  MESSING 
WITH  SUCCESS? 

you'd  think  they'd 
have  learned  from 
Snapple — Quaker  Oats' 
fiasco  that's  become  a 
case  study  in  how 
not  to  take  over  a 
beverage  company. 
On  Jan.  4,  PepsiCo 
will  complete  its 
$370  million  acquisi- 
tion of  South  Beach 
Beverage,  makers  of 
herb-enhanced, 
lizard-emblazoned 
SoBe  drinks.  Since 
the  Norwalk  (Conn.)  juice- 
maker  did  such  a  great  job 
selling  to  the  Pepsi  Genera- 
tion, Pepsi  had  promised  SoBe 
near-complete  autonomy.  Pep- 
si even  said  it  wanted  to  learn 
from  SoBe's  success. 

So  what's  one  of  Pepsi's 
first  moves?  Putting  in  its  own 


people,  business  week  has 
learned  that  Pepsi  will  put 
two  of  its  execs  in  charge  of 
sales  and  marketing.  Still, 
SoBe  co-founder  John  Bello 
will  stay  as  ceo  for 
three  more  years.  "I'll 
still  be  the  Lizard 
King,  the  catalyst  for 
change  and  creativi- 
ty," he  says.  At  least 

SoBe:  New  execs 

Pepsi's  people  come 
from  its  alternative 
units:  Starbucks 
iced  coffee  and 
Aquafina  water. 
Industry  watchers  are 
keeping  close  tabs:  Pepsi 
itself  takes  over  Quaker  to 
get  Gatorade  this  year.  But 
Quaker  no  longer  owns  Snap- 
ple, having  driven  it  to  near- 
ruin  by  messing  with  the  com- 
pany chemistry.  SoBe  just 
hopes  Pepsi  has  that  lesson  in 
hand.  Gerry  Khermouch 


TALK  SHOW  "( Montgomery  Ward]  came  out  of  bankruptcy 
and  decided  on  a  niche  between  a  department  store  and  a 
discount  store,  but  there  is  no  marketplace  there)) 

— Retail  consultant  George  Whalin  to  USA  Today 


EDIFICE  COMPLEX 

CONSPICUOUS 
CONSTRUCTION 

IT  CAN  ALREADY  FIT  32 
747s,  seven  Yankee  Stadiums, 
or  67  Washington  Monu- 
ments. But  it's  getting  even 
bigger.  Bloomington,  Minn., 
just  passed  a  milestone  ap- 
proval for  an  addition  to  the 
Mall  of  America  that  will 
more  than  double  its  space. 
To  come:  two  anchor  stores, 
hundreds  more  boutiques, 
1,650  hotel  rooms,  300  con- 
dos,  an  11-story  office  tower, 
a  spa  and  fitness  center,  and 
a  5,000-seat  performing  arts 
arena  with  a  dome  bigger 
than  the  current  Mall's  ro- 
tunda. The  price:  $1  billion, 
or  nearly  twice  what  the  Mall 
cost  to  build  back  in  1989-92. 
In  this  kind  of  retailing  en- 
vironment? After  all,  most 
stores  had  a  pretty  lackluster 
Christmas.  But  planners  say 


new  spaces  will  generate  ne\ 
enthusiasm — and  new  sales- 
after  revenues  grew  just  lc, 
in  2000,  to  $860  million.  "Thi 
is  going  to  happen  no  matte 
what,"  says  Bill  Griffith,  th 
Mall  of  America  Co.'s  lawye 
who  adds  that  a  recessio 
would  only  slow  completio 


A  MALL  GROWS  IN  MINNESOT 


to  10  years  from  the  currei 
plan  of  three  to  five. 

When  complete,  the  ne 
complex  will  steal  the  tit 
of  largest  mall  in  the  world- 
now  kept  up  north 
Edmonton.  Laurie  Freemc 


THE  LIST    GONE  WITH  THE  RECOUNT 


The  revolving  door  of  the  White  House  will  bring  in  a  whole 
new  crew  come  Jan.  20.  What  lies  ahead  for  the  departing 
Clinton  Administration?  Here's  what  we  know  so  far: 


CLINTON  TEAM  MEMBER       ADMINISTRATION  JOB 


WILLIAM  DALEY 


Commerce  Secretary, 
Gore  campaign 
manager 


NEW  JOB  

Considering 
corporate  jobs  in 
Washington,  New 
York,  Chicago 


MARK  GEAREN 


Deputy  Chief 
of  Staff 


President,  Hobart 
Hobart  &  William 
Smith  Colleges, 
Geneva,  N.Y 


JOE  L0CKHART 


White  House  Press 
Secretary 


DONNA 
SHALALA 


Health  &  Human 
Services  Secretary 


Communications 
strategy, 
Oracle  Corp. 

President, 
University  of 
Miami  (Fla.) 


4 


DOUGLAS       Senior  White  House 
S0SNIK         Adviser 


Senior  VP,  strate- 
gic &  corporate 
communications, 
National  Basket- 
ball Assn.,  New  Yon 


JAMES  STEINBERG 


Deputy  National 
Security  Adviser 


Senior  Adviser, 
Markle  Foundation 
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Wireless 
Internet 


And  we're  bringing  even  more  people  together,  Jesse.  Because  we're  building  the  new, 
high-performance  Internet -the  Wireless  Internet.  Our  Wireless  Internet  architecture 
is  ranked  No.  1*  worldwide,  enabling  unprecedented  speed,  reliability  and 
acity  to  meet  customer  demand  for  bandwidth-hungry  eBusiness  applications.  And 
result?  All  over  the  planet,  people  in  the  most  remote  areas  can  now  communicate 
collaborate  like  never  before.  Opening  up  avenues  of  economic  opportunity  that  |^  £^FRT  F  I 

NETWORKS 


e  never  been  explored.  So  come  together,  right  now  with  Nortel  Networks 
i  I  make  the  Internet  whatever  you  want  it  to  be.  nortelnetworks.com 


nar. 


Networks,  the  Nottel  Networks  logo  and  the  Globemark  are  trademarks  of  Nortel  Networks  "What  do  you  want  the  Internet  to  be?" 
/Ice  mark  of  Nortel  Networks  ©2001  Nortel  Networks.  All  rights  reserved.  'Yankee  Croup  and  Herschcl  shosteck  Associates  Ltd. 


Up  Front   2000:  the  year  of  the  dot-bomb 


At  least  100  e-companies  went  bust — or  were  on  the  verge — by  the  end  of  2000.  Thousands  more  laid  off  i 
and  many  more  will  likely  flop  this  year.  We  chose  10  companies  we  deemed  the  most  spectacular  flops  of  2C 
for  the  lessons  they  taught — and  for  the  business  plans  that  never^ 
should  have  been  launched. 


COMPANY 


E-CATEGORY         THE  DEMISE 


BOO.COM 

P.  May  17 


Euro 
apparel 


Based  in  London,  it  blew  through  $200  million  trying  to  sell 
expensive,  unrecognized  brands;  now  under  new  ownership. 


R. LP.  May  22 


.COM 


Toys 


BRANDWISE.COM 

R.I.P.  May  25 


Appliance 
buying 


Disney  was  taken  aback  at  how  expensive  a  dot-com  can  be.  Site  is  now 
defunct;  ex-CEO  David  Lord  heads  a  new,  undisclosed  venture  at  Intel. 


Whirlpool  owned  a  chunk  of  it,  so  retailers  were  skeptical  of  the  site's 
objectivity.  Site  now  reads  "currently  under  transition." 


VALUEAMERICA.COM 

R.I.P.  Aug.  11 


Discount 
products 


Aimed  to  be  the  Price  Club  of  the  Web  and  raised  $127  million  in  an  April  '99  IPO. 
Dogged  by  billing/fulfillment  problems  and  FTC  charges  of  deceptive  advertising. 


P0P.COM 

R.I.P.  Sept.  5 


Digital 
films 


A  shortage  of  broadband  users  meant  even  powerhouse  trio  Geffen- 
Spielberg-Katzenberg  couldn't  save  it.  Still  posts  movie  reviews. 


PSEUDO.COM 

R.I.P.  Sept.  18 


Net 

media 


Hip  media  site  burned  through  millions  before  flaming  out.  Site  reads: 
"thanks  to  all  the  viewers  and  talent  that  made  Pseudo  so  special." 


MIADORA.COM 

R.I.P.  Sept.  22 


Luxury 
accessories 


Even  the  online  affluent  don't  buy  pricey  items  online.  Site  says  its 
inventory  has  been  purchased  by  Overstock.com. 


FURNITURE.COM 

R.I.P.  Nov.  6 


Furniture 


Consumers  like  to  sit  on  couches  before  they  buy;  site  also  promised 
delivery  dates  manufacturers  couldn't  meet.  Site  posts  its  Chapter  11  news. 


PETS.COM 

R.I.P.  Nov.  7 


APBNEWS.COM 

Bankrupt  June  5 


Pet  Not  only  can  pets  not  drive,  they  can't  buy,  either.  Raised  $83  million 

supplies      ,    in  a  Feb.  '99  IPO,  but  the  public  was  more  interested  in  the  puppet,  and 
!   the  site  racked  up  losses  on  low-margin  goods.  Bought  by  petsmart.com. 


Crime 
news 


Site  declared  bankruptcy  after  failing  to  merge  with  News  Corp.  and  was 
sold  to  a  new  owner;  still  posts  crime  news. 


DATA:  WWW.D0TC0MFAILURES.COM,  WWW.F*****COMPANY.COM.  FORRESTER  RESEARCH,  BUSINESS  WEEK 


A  BAD  YEAR  FOR  INTERNET  STOCKS] 


IAN  I. '00  DEC  3) 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


Deathwatch: 
Sites  in  Free  Fall 


COMPANY 

2001  PROJECTED 
DEATH  DATE* 

ESTAMP.COM 

FEB.  11 

DRK00P.COM 

MAR.  4 

PRICELINE.COM 

MAR.  18 

ET0YS.COM 

APR.  1** 

DRUGST0RE.COM 

JUNE  26 

*F3urn  rates  computed  from  SEC  filings 
Jan.  I  to  Sept.  30,  2000 
"Based  on  SEC  filings  information  April 
to  September,  2000 

DATA:  WWW  D0WNSI0E.COM/DEATHWATCH  HTML  | 


TRIVIA  QUIZ 

KNOW  ABOUT  BIZ? 
TRY  OUR  QUIZ 

1.  It  was  a  big  year  for  exec- 
utive turnover.  Which  ceo  had 
the  shortest  tenure? 

A.  Richard  Thoman, 
Xerox 

B.  Jill  Barad,  Mattel 

C.  Durk  Jager, 
Procter  &  Gamble 

D.  Lloyd  Ward, 
Maytag 

2.  On  a  percentage  basis, 
which  Wall  Street  merger  re- 
sulted in  the  most  layoffs? 

A.  J.  P.  Morgan  and  Chase 

B.  Credit  Suisse  First 
Boston  and  Donaldson, 
Lufkin  &  Jenrette 

C.  UBS  and  Paine  Webber 

3.  Which  commodity  nearly 
quadrupled  in  price  in  2000? 

A.  crude  oil 

B.  titanium 

C.  platinum 

D.  natural  gas 

4.  Shortstop  Alex  Rodriguez' 


record  $252  million  contract 
with  the  Texas  Rangers  is 
bigger  than: 

A.  The  gdp  of  Micronesia 

B.  The  U.  S.  annual 
contribution  to  the 
World  Health  Org. 

C.The  past  five 
years'  net  earnings 
of  amazon.com 
D.  The  worldwide  gross 
of  Sleepless  in  Seattle 
5.  In  commenting  on 
the  stock  market 
runup  that  ended  last 
year,  who  said:  "Don't  confuse 
brains  with  a  bull  market"? 

A.  Ex-Citibank  boss 
Walter  Wriston 

B.  Henry  Paulson,  CEO  of 
Goldman  Sachs 

C.  Merrill  Lynch  U.  S. 
Private  Client  Group 
President  Stanley  O'Neal 

D.  New  York  City  Mayor 
Rudy  Giuliani 

6.  Airbus  finally  named  its 
ASXX,  the  largest  commercial 
jet  ever.  Previous  planes 
were  the  a:j.20,  A330,  and  A340. 


So  why  skip  numbers  and 
dub  it  the  A380? 

Airbus  ceo  Noel 
Forgeard's  wife  was  born 
Mar.  8 


I   dub  it 
Tk  *■  A 

\ 


B.  Singapore  placed  the 
largest  order,  and  the 
Chinese  characters  for  380 
are  good  luck 

C.  The  figure  8  suggests 
that  the  jet  has  two  decks 

7.  GE  boss  Jack  Welch  got  $7.1 
million  to  pen  his  memoirs. 
Senator  Hillary  Clinton  got  $8 
million.  Who  is  the  only  one 
ever  to  get  more  for  a  book? 

A.  Stephen  King 

B.  J.  K.  Rowling 

C.  Colin  Powell 

D.  Pope  John  Paul  II 


8.  CEO  Bernie  Ebbers'  stoc 
in  WorldCom  is  worth  aboi 
$300  million  after  the  swoc 
in  telecom  issues.  Ho 
much  was  it  worth  back 

March? 
A.  $660  million 
B.  $900  million 
C.  $1.1  billion 
D.  $1.8  billion 

9.  Which  contributed  more 
c;e's  profits  last  year? 

A.  Appliances 

B.  Technical  products  and 
services 

C.  Its  pension  plan 

10.  Rank  in  order  the  mo 
popular  luxury-car  makers 
America,  according  to  U. 
sales: 

A.  Lincoln 

B.  Lexus 

C.  Cadillac 

D.  Mercedes-Benz 


DC 

put] 

■ 
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Twice  as  many  points 
&  twice  as  many  miles 


Now  you  can  earn  both  double  points  &  double  miles 
n  Double  Dip  stays  with  Hilton  HHonors  through  February,  2001. 

ilton  HHonors  hotels  are  the  only  hotels  that  offer  you  hoth  hotel  points  and  airline  miles  for  the  same  stay.  And  now  through 
ibruary  28,  2001,  you  can  earn  twice  the  points  and  twice  the  miles  for  the  same  stay  at  any  of  more  than  2,000  Hilton  HHonors  hotels 
orldwide.  You  don't  have  to  choose  between  hotel  points  and  airline  miles — you  get  both.  HHonors  calls  this  a  Double  Dip,  and  you 
in  Double  Dip  even  when  you  don't  fly  with  an  airline.  To  qualify  for  this  promotion,  just  have  one  Double  Dip  stay  during  the  period, 
id  you'll  get  twice  as  many  points  and  twice  as  many  miles  for  every  additional  Double  Dip  stay  before  February  28th.  Plus,  HHonors 
embers  can  enjoy  up  to  40%  off,  with  World  of  Savings  rates  outside  the  U.S.  To  enroll  in  Hilton  HHonors  or  to  make  reservations,  visit 
.  online  at  www.hiltonhhonors.com,  call  your  professional  travel  agent  or  call  1-800-HHONORS. 


CONRAD 
INTERNATIONAL- 


Hilton  HHonors 

Points&Miles" 


(p? 


DoubleTree- 

HOTELS  SUITES  RESORTS   Cn 


EMBASSY      SUITE! 
HOTELS" 


INNI    t    IUIIII 


A  Double  Dip  stay  is  a  stay  for  which  you  earn  both  Points  &  Miles~-available  only  at  Hilton  HHonors  hotels.  Must  have  one  Double  Dip  stay  to  qualify  for  twice  the  earnings  on  additional  stays. 
Promotional  offer  valid  November  15.  2000  through  February  28.  2001  Hilton  HHonors  membership,  earning  of  Fbints  &  Miles,  and  redemption  of  points  are  subject  to  HHonors  Terms  and 

Conditions  %  2001  Hilton  HHonors  Worldwide. 


DEDWARDS 


BECOME 


ARCHITECT 

QF 

FREEDOM. 


The  writing's  on  the  wall.  Collaboration  is  the  key  to  profitability  in  the  New  Economy.  Enterprises  must 
share  information  and  processes  with  the  outside  world.  It's  time  to  harness  the  power  of  your  partners,  vendors, 
customers  and  employees  to  boost  efficiencies,  build  value  and  achieve  competitive  advantage.  But  to  truly 
collaborate,  you  need  freedom  of  choice.  That's  what  we  offer  at  |.D.  Edwards.  We  provide  the  only  enterprise-wide 
foundation  that  gives  you  the  freedom  to  choose  the  best  solutions.  So  you  can  run  with  any  idea.  Connect  with 
any  business  partner.  Plug  in  any  application.  And  transform  enterprise  software  from  a  constraining  liability  into 
a  liberating  asset.  Isn't  freedom  amazing?  To  collaborate  and  thrive,  visit  www.jdedwards.com/freedom 

THE    FREEDOM    TO    CHOOSE.    THE    POWER    TO    SHARE 


BusinessWeek 


EDITOR-IN-CHIEF:  Stephen  B.  Shepard 
MANAGING  EDITOR:  Mark  Morrison 
CHIEF  ECONOMIST:  William  Wolman 
ASSISTANT  MANAGING  EDITORS: 

Joyce  Barnathan,  frank  J.  Comes,  Robert  J.  Dowlmg,  G.  David  Wallace 
ART  DIRECTOR:  Malcolm  Frouman 
CHIEFOF CORRESPONDENTS:  James  E.  Ellis 
SENIOR  EDITORS:  Bob  Arnold  (New  Media),  Rick  Green  (Frontier), 
Neil  Gross,  Mary  Kuntz,  Jeffrey  M.  Laderman,  Christopher  Power, 
Kathy  Rebello,  Jane  A,  Sasseen,  Ciro  Scotti,  John  Templeman,  Lee 
Walczak  (Washington),  Elizabeth  Weiner,  Seymour  Zucker 
EDITORIAL  PAGE  EDITOR:  Bruce  Nussbaum 
SENIOR  WRITERS:  Catherine  Arnst,  Robert  Barker,  Aaron  Bernstein, 
Anthony  Bianco,  John  A.  Byrne,  Peter  Elstrom,  Gene  G.   Marcial, 
Otis  Port,  Paul  Raeburn,  Gary  Weiss 

ECONOMICS:  James  C.  Cooper  (Sr.  Economist/Bus.  Outlook  ed.)r 
Kathleen  Madigan.  Michael  J.  Mandel  (Economics  ed),  Peter  Coy, 
Charles  J.  Whalen.  Gene  Koretz  (Trends  ed.).  Christopher  Farrell 
(Contributing  ed.) 

INTERNATIONAL:  Patricia  Kranz  (European,  Latin  American  Editions  ed); 
Michael  S.  Semll  (Sr.  ed);  Pete  Engardio,  (Sr.  news  eds);  Rose  Brady 
(Sr.  writer);  Cnstina  Lmdblad  (Latin  America),  Julia  Lichtblau  (Int'l. 
finance) 

ASSOCIATE  EDITORS:  Dan  Beucke,  Diane  Brady,  Amy  Dunkin,  Mike 
France,  Toddi  Gutner,  Steve  Hamm,  Robert  McNatt,  Ira  Sager,  Eric 
Schme,  Fred  Strasser,  Marcia  Vickers 
PICTURE  EDITOR:  Lawrence  Lippmann 
MANAGING  ART  DIRECTOR:  Jay  Petrow 
SENIOR  ART  DIRECTOR:  Steven  Taylor 
INTERNATIONAL  ART  DIRECTOR:  Christine  Silver 
DEPARTMENT  EDITORS:  Books:  Hardy  Green    Computers:  David  Rocks. 
The  Corporation:  Nanette  Byrnes,  John  Koppisch    E-Business:  Timothy  J 
Mullaney    Finance  &  Banking:  Emily  Thornton,   Debra  Sparks,   Heather 
Timmons.  Frontier:  Larry  Kanter,  Robin  D  Senate   Industrial  Management: 
Adam  Aston.   Internet:  Spencer   E.   Ante.   Management:  Louis  Lavelle. 
Markets  &  Investments:  Mara  Der  Hovanesian.  Media:  Tom  Lowry   News: 
John  Protos.  People:  Susan  Berfield.  Personal  Finance:  Susan  Scherreik, 
Anne  Tergesen.  Science:  Ellen  Licking.  Scoreboards:  Frederick  F.  Jespersen. 
Technology   Strategies:  Marcia   Stepanek.   Telecommunications:  Steve 
Rosenbush.  Up  Front:  Sheridan  Prasso.  Working  Life:  Michelle  Conlin 
CONTRIBUTING  EDITOR:  Mark  Hyman  (Sports  business) 
STAFF  EDITORS:  Dennis  K.   Berman,   Lewis  Braham,  Jeanette  Brown, 
Heather  Green,  Jennifer  Merritt,  Joan  Oleck,  Kimberly  Weisul 
COPY  EDITORS:  Prudence  Crowther,  Harry  Maurer,  Marc  Miller  (Deputy 
chiefs);  Jim  Taibi  (Asst.  chief);  Tim  Belknap,  Aleta  Davies,  Jack  Robbms, 
Doug  Royalty  (Sr );  Giles  Blunt,  Joy  Katz,  Barry  Maggs,  Anne  Newman, 
David   Pengilly,   Malka   Percal,   Monica   Roman,   Lourdes  Valeriano. 
Researchers:   Maria  Chapin,  Gail  Fowler,  Aida  Rosano 
PRODUCTION  COPY  EDITORS:  Lawrence  Dark  (Chief),  Celine  Keating, 
Robert  J.  Rosenberg  (Deputy  chiefs),  Alethea  Black,  Sarah  B.  Davis, 
Hallberg  Hallmundsson,  Robert  S.  Norman,  David  Purcell,  Victoria  Rubin 
ART:  Don  Besom,  Alice  Cheung,  Gary  Falkenstern  (Assoc,  dirs.);  Jamie  Elsis, 
Edith  Gutierrez,   Peter  Marshutz,   Ron  Plyman  (Asst).  Graphics  &  New 
Media:  Arthur  Eves  (Creative  dir.);  Joan  Danaher  (Graphics  dir.);  Rob  Doyle 
(Deputy  graphics  dir.);  Jaime  Beauchamp;  Laurel  Daunis  Allen,  Alan 
Baseden,  Joe  Calviello,  Matthew  Kopit,  Alberto  Mena,  Ray  Vella  (Illustrators); 
Eric  Hoffmann.  Imaging: James  Leone  (Mgr.).  Alan  Bomzer  (Asst),  Rich 
Michiel,  Leo  Nieter,  Joseph  Rhames 

PHOTO  EDITORS:  Scott  Mlyn  (Deputy);  Ronnie  Weil  (Sr);  Cynthia  Carris 
Alonso,  Bettina  Baudoin,  Paula  Gillen,  Kathleen  Moore,  Anne  Murray, 
Andrew  Popper,  (Assoc.);  Sarah  Greenberg  Morse  (Asst.);  M.  Margarita  Eiroa 
(Traffic  mgr.);  Lucy  Conticello,  Mmdy  Katzman  (Researchers);  Burte  Hughes 
(Researcher/Librarian) 

EDITORIAL  OPERATIONS:  Susan  Fingerhut  (Director);  Ken  Lockwood 
(Mgr ,).  Karen  Butcher,  Francisco  Cardoza,  Thomas  R.  Dowd,  Stephen  R. 
Lebron,  Jody  A.  LoGrasso,  Kim  Maenak,  Jose  L.  Martin,  Peter  K. 
Niceberg,  Jane  M.  Perkinson,  Laura  Reissman,  Karen  Turok,  Use  V. 
Walton  (Edit  map  mgr ),  Barbara  Wilhelm.  Mark  Lang 
EDITORIAL  TECHNOLOGY:  Thomas  L.  Morgan  (Director).  Christopher 
Amado,  David  Bandler,  Y.  Steve  Ben-Ari,  Amanda  Chan,  Lawrence 
Crowe,  Beth  Higgins,  James  Kutz,  Neil  MacLeod,  Mike  Marubbio,  Steven 
McCarthy,  John  Navarro,  Juan  Rodriguez,  Marta  Skrelja,  Craig  Sturgis, 
Mauro  Vaisman,  Julian  Wong 

BUSINESS  WEEK  ONLINE:  Michael  Mercuno  (Managing,  ed.),  A.  Peter 
Clem,  John  A.  Dierdorff,  John  Johnsrud;  Heather  Barry,  Stefani  Eads,  Sam 
Jaffe,  B.  Kite,  Jessica  Loudon,  Joseph  Mandel,  Tzyh  Ng,  Patricia  O'Connell, 
Margaret  Popper,  Alex  Salkever,  Mica  Schneider,  Amey  Stone,  Kathy 
Vuksanaj 

CORRESPONDENTS:  Atlanta:  Dean  Foust  (Mgr),  Charles  Haddad,  Aixa 
Pascual.  Boston: William  C.  Symonds  (Mgr),  Norm  Alster,  Rochelle  Sharpe, 
Geoffrey  Smith,  Chicago:  Joseph  Weber  (Mgr.),  Michael  Arndt,  Robert 
Berner,  Roger  0.  Crockett,  Julie  Forster,  Pallavi  Gogoi,  Darnell  Little. 
Connecticut:  Pamela  L.  Moore  Dallas:  Wendy  Zellner  (Mgr),  Stephanie 
Anderson  Forest,  Lori  Hawkins  (Austin).  Detroit:  Kathleen  Kerwin  (Mgr.),  Jeff 
Green,  Joann  Muller,  David  Welch.  Los  Angeles:  Ronald  Graver  (Mgr);  Larry 
Armstrong,  Christopher  Palmen  (Sr.  correspondents);  Steven  V.  Brull, 
Arlene  Weintraub  Philadelphia:  Amy  Barrett  (Mgr).  Silicon  Valley:  Linda 
Himelstein  (Mgr),  Peter  Burrows,  Cliff  Edwards,  Ben  Elgin,  Jay  Greene 
(Seattle),  Joan  O'C.  Hamilton,  Robert  D.  Hof  (Sr  correspondent),  Jim 
Kerstetter,  Louise  Lee,  Andy  Remhardt,  John  Shinal.  Washington:  John 
Carey,  Paula  Dwyer  (News  eds),  Howard  Gleckman,  Mike  McNamee  (Sr. 
correspondents);  Rich  Miller  (Sr.  writer);  Amy  Borrus,  Dan  Carney,  Laura 
Cohn,  Stan  Crock,  Richard  S.  Dunham,  Paul  Magnusson,  Nicole  St, 
Pierre,  Christopher  H  Schmitt,  Stephen  H.  Wildstrom  (Tech.  &  You), 
Lorraine  Woellert,  Catherine  Yang;  Douglas  Harbrecht  (Online:  Sr.  News  ed), 
Beth  Belton  (Online:  News  ed).  Beijing:  Dexter  Roberts  (Mgr). 
Bombay:  Manjeet  Knpalani  (Mgr.)  Brussels:  William  Echikson  Frankfurt  Jack 
Ewing  (Mgr.),  David  Fairlamb,  Christine  Tierney.  Hong  Kong:  Mark  L. 
Clifford  (Mgr),  Fredenk  Balfour,  Bruce  Einhorn,  London: Stanley  Reed 
(Mgr),  Kerry  Capell  Mexico  Cftyifjeri  Smith  (Mgr).  Moscow:  Paul  Starobm 
(Mgr)  Paris:  John  Rossant  (Mgr),  Stephen  Baker,  Carol  Matlack  Rome:  Gail 
Edmondson  (Mgr).  Seoul:  Moon  Ihlwan.  Singapore:  Michael  Shan  (Mgr). 
Tokyo:  Brian  Bremner  (Mgr),  Robert  Neff  (Contrib.  ed),  Ken  Belson, 
Irene  M.  Kunii 

EDITORIAL  SERVICES:  Broadcasting:  Ray  Hoffman  Business  Manager: 
Barbara  Boynton.  Communications:  Robert  Pondiscio  (Director),  Christine 
Fountaine,  Andrew  Palladino,  Nancy  Sheed.  Information  Services:  Jamie 
B.  Russell  (Director),  Susann  Rutledge  (Research  mgr),  John  Cady 
(Technology  mgr.),  Lara  Christianson,  Fred  Katzenberg,  Jennifer  Reyes- 
Orellana,  David  Polek,  Susan  Zegel.  Office  Manager:  Roselyn  Kopit. 
Readers  Report:  Yvette  Hernandez.  Reprint  Permission:  Wendy  Hernandez. 
Special  Asst.  to  Editor-in-Chief:  Christine  Summerson 


Readers  Report 


WHEN  POLITICIANS  AND 
THE  COURTS  CROSS  PATHS 

"Justice  ran  out  the  clock"  (Govern- 
ment, Dec.  25/Jan.  1)  and  "It  didn't  have 
to  end  this  way"  (Editorials,  Dec. 
25/Jan.  1)  were  the  clearest  statements 
of  outrage  I  have  read  on  the  Supreme 
Court's  Bush  vs.  Gore  decision.  The  rul- 
ing, which  recognized  the  unfairness  of 
machine  counts  yet  deferred  to  arbi- 
trary deadlines  to  prevent  a  fair  manu- 
al count,  can  only  be  viewed  dubiously. 

Yet  the  insistence  on  equal  protec- 
tion has  already  opened  doors  to  better 


LESSONS  OF  THE  FIASCO 


would  still  be  pending.  Consider:  Th< 
Florida  legislature  is  responsible  for  set  mi 
ting  standard(s)  for  legal  ballots,  no 
the  courts.  As  every  recount  proceeder1 
Bush  won;  Gore  sued  to  "change"  (reai 
lower)  the  standard.  Any  standard  un  I 
changed  from  the  original  would  pro  I 
duce  a  suit  from  Gore.  Any  change- 
standard  for  a  "prior"  election  may  hav  I 
been  illegal  and  produced  a  suit  fror  I 
Bush.  It  would  be  many  weeks  before   . 
decision  was  reached,  contested,  adjud 
cated,  and  decided.  The  Supreme  Cour 
acted  with  restraint,  reasonableness,  an 
expedience,  ending  the  litigation  and  a  | 

lowing  the  winner  t  Inn 

proceed. 

David  Croo  e  otl 
Phoeni  fly  g 


THE  MAN  WHO 
FELL  FURTHEST 


federal  oversight  of  the  voting  process, 
as  "Lessons  of  the  fiasco"  (Government, 
Dec.  25/Jan.  1)  describes.  The  court 
should  now  be  made  to  consider  requir- 
ing all  states  to  assign  their  electors 
for  President  proportionally.  Currently, 
votes  for  the  loser  in  most  states  are  ef- 
fectively counted  as  votes  for  the  win- 
ner, which  surely  violates  any  equal- 
protection  standard. 

Eric  Rosenbloom 
New  York 

Were  it  not  for  the  Supreme  Court 
decision  "ending"  the  election  by  re- 
versing the  Florida  court,  the  case 
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perie 

"The  search  begir  I'm 
for  a  Democratic  sa^  inv  r 
ior"  (Government,  De  it  it : 
18)  misses  the  mar  1  i 
when  it  contends  ths  luliin 
1  Lieberman  got  tl  | 
j  biggest  push  out 
Campaign  2000.  TI 
fact  is,  he  came  out  the  biggest  lose 
He  came  into  the  campaign  as  t\ 
"moral  voice  of  the  Senate"  but  can 
out  as  a  political  hack  who  flip-flops  ( 
the  issues  and  doesn't  stand  up  for  wh: 
he  says  he  believes.  We  don't  need  pe 
pie  like  that  in  positions  of  authority. 

Robert  E.  Nebfci,v 
Brenham,  Te  |  A  i; 
llvsis 
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Amazon.com  and  Wal-Mart  Stores  Ir 
to  merge  ("This  race  isn't  even  close 
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EDITOR'S  NOTE 

n  our  issue  of  Oct.  30,  2000,  we  ran  an  ar- 
icle  called  "Surf  at  your  own  risk"  (page 
143).  It  described  how  a  Boston-based 
:ompany,  Pharmatrak  Inc.,  surreptitiously 
racked  computer  users  who  visited  the 
Web  sites  of  11  pharmaceutical  compa- 
res. Unfortunately,  the  article  used  infor- 
nation  and  wording  without  attribution 
rom  a  similar  story  that  ran  earlier  in  The 
Washington  Post.  We  deeply  regret  this  in- 
dent. We  apologize  to  our  readers  and  to 
The  Washington  Post  for  this  breach  of 
ournalistic  standards. 


formation  Technology,  Dec.  18)?  We 
know  that  each  has  deficiencies  in 
e  other's  world.  Wal-Mart,  while  fi- 
lly getting  its  Web  site  up  and  run- 
ig,  is  still  behind  Amazon  online  tech- 
logy  and  service.  As  for  Amazon,  we 
iow  its  problems  with  inventory  and 
perienced  retail  management. 
I'm  sure  the  "experts"  could  find 
iny  reasons  why  this  wouldn't  work, 
it  if  the  Amazon.com  alliance  with 
ys  'R'  Us  is  even  slightly  successful, 
mldn't  Amazon.com  and  Wal-Mart  be 
e  granddaddy  of  bricks-and-clicks  al- 
nces?  Anyone  for  Walmazon? 

Sal  Chieffalo 
New  York 

ISEBALL  WILL  SURVIVE 

ROD'S  SWEET  DEAL 

Please,  enough.  Haven't  we  heard  the 
me  lament  every  time  a  player  is 
^ned  for  a  new  record  salary  ("Good 
P  A-Rod,  bad  for  baseball,"  News: 
lalysis  and  Commentary,  Dec.  25/Jan. 
'  Remember  Dave  Winfield's  deal  for 
1  million  for  10  years  or  so?  Same 
nent  then,  yet  the  game  goes  on. 
.seball  team  franchises  continue  to  go 

in  value.  When  we  see  teams  selling 
t  and  losing  money  on  their  franchis- 

then  you  should  worry.  It  is  no  acci- 
nt  that  the  team  with  the  higher  pay- 
1  also  makes  the  most  profit  and  has 
!  biggest  market  share.  Maybe  small- 
irket  teams  are  small  because  of  their 
iall  business  practices. 

Joe  DeRosa 
Closter,  N.J. 

IRYSLER'S  COST-CUTTING 
S  ONE  DRIVER  SCARED 


CEO  Dieter  Zetsche's  strategy  in  "Can 
urysler  get  blood  from  a  supplier?" 
ews:  Analysis  &  Commentary,  Dec. 
Jan.  1),  is  incredible.  I  thought  that 
oe  of  management  philosophy  went 
t  of  style  years  ago.  This  kind  of 
nking  reflects  either  that  Chrysler 


Principle  No,- \    7 


Men,  GUARD 

the  SPRING 

ROBBIE  DHU  with  your 

LIVES! 


BUSINESS  WEEK  /  JANUARY  15.  2001   15 


ia/h 


Better  Ideas,  Me. 


esults 


BusinessWeek 


presents 


Las  Vegas 


March  22-23,  2001 

The  Aladdin  Resort 
&  Casino 

Las  Vegas,  Nevada 


Mark  your  calendar  for  the  next  installment  in 
BusinessWeek's  e.biz  Live  series! 

On  March  22-23,  BusinessWeek  will  bring  to  life  its  acclaimed  e.biz  supplement, 
published  within  the  pages  of  the  magazine  every  month.  Last  year,  sold  out  crowds 
flocked  to  e.biz  Live  to  meet  the  innovators  and  thinkers  driving  the  New  Economy. 
In  2001,  e.biz  Live:  Las  Vegas  will  take  it  to  the  next  level. 

All  revolutions  devour  their  young. ..e.biz  is  no  different. 

By  now  nearly  everyone  has  used  the  Web  to  connect  with  employees,  customers, 
and  suppliers.  BusinessWeek's  e.biz  Live:  Las  Vegas  will  feature  the  Web  Smart 
executives  who  are  converting  connections  into  relationships  that  drive  new  revenue 
streams,  provide  innovative  services,  and  create  greater  efficiencies. 

Info  and  Registration: 

www.conferences.businessweek.com  or  call  1-888-239-6878 

Register  NOW  to  qualify  for  the  Early  Registration  Fee  ($950)  and  a  FREE  year's 
subscription  to  BusinessWeek.  After  January  31st,  the  Regular  Fee  ($1250)  will  apply. 

Sponsorship  Opportunities: 

For  sponsorship  opportunites,  contact  Kim  Harrell,  Manager,  Sponsorship  Sales  by 

nhnnp  at  91  9-R1  P-P^RR  nr  h\/  <=>-mail  at  kim   harrp>ll((Z)hiisinpsswfiPk  mm 
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orp.  has  the  worst  purchasing  depart- 
ent  in  the  world  (they  have  been  over- 
larged  so  much  that  their  suppliers 
in  quickly  lower  their  prices!)  or  that 
lis  is  the  signal  from  Chrysler  to  cut 
"ices  by  lowering  quality — but  don't 
11  consumers. 

I  would  be  scared  to  purchase  a  car 
ade  by  companies  that  buy  the  cheap- 
;t  materials.  Quality  is  key,  not  lower 
•ices.  I  can't  wait  to  go  a  buy  a  car 
om  Chrysler  and  immediately  demand 
at  they  cut  the  price  10%.  I  can  only 
sume  Zetsche  is  also  getting  a  10% 
lary  and  bonus  reduction. 

David  C.  Steinberg 
Plainsboro,  N.J. 

HOOSING  A  CEO? 

ONT TAKE  SHORTCUTS 

In  the  quest  for  superheroes  to  res- 
e  our  companies  and  lead  us  into  a 
•rformance  nirvana,  one  important  hid- 
•n  dynamic  is  the  process  we  use  to 
oose  top  executives  and  who  takes 
irt  in  that  process  ("The  ceo  trap," 
)ver  Story,  Dec.  11). 
A  large-scale  research  program  on 
ecutive  selection,  recently  completed 
'  the  Center  for  Creative  Leadership, 


found  there  are  no  shortcuts  to  good 
executive  selection.  It  takes  a  disciplined 
and  systematic  process,  best  undertaken 
by  a  team  of  people  who  can  put  the 
needs  of  the  organization  first. 

We  found  that  teams  with  a  diverse 
makeup,  including  subordinates  and 
even  clients,  usually  make  better  hir- 
ing decisions  than  executives  acting 
alone.  And  these  teams  dramatically  in- 
crease their  effectiveness  by  following  a 
rational  process:  first  assessing  the  or- 
ganization and  identifying  the  require- 
ments of  the  job,  and  then  determining 
a  broad  range  of  essential  candidate 
skills.  Regrettably,  this  approach  gets 
sidestepped  more  often  than  not — be- 
cause the  process  takes  time,  and  com- 
panies seem  to  need  a  new  executive 
yesterday  or  sooner. 

Finally,  choosing  the  best  person  isn't 
where  the  process  ends;  integrating  the 
new  executive  is  key.  Leaders  who  re- 
ceive an  introduction  to  the  company 
and  their  new  position  and  have  a  men- 
tor to  turn  to  are  more  likely  to  succeed 
than  those  left  to  sink  or  swim  on  their 
own  merits. 

Valerie  I.  Sessa 

Center  for  Creative  Leadership 

Greensboro,  N.  C. 


BusinessWeek  online 


The  full  text  of  Business  Week,  the  Business  Week 
Daily  Briefing,  and  five  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 

HOW  TO  REACH  BUSINESS  WEEK 

LETTERS  FOR  READERS  REPORT 

All  letters  must  include  an  address  and  daytime  and 

evening  phone  numbers.  We  reserve  the  right  to  edit 

letters  for  clarity  and  space  and  to  use  them  in  all 

electronic  and  print  editions. 

Mail:  Business  Week,  1221  Avenue  of  the  Americas, 

43rd  floor,  New  York,  NY  10020 

Fax:  (212)  512-6458 

Internet:  bwreader@businessweek.com 

America  Online:  readersbw 

SUBSCRIBER  SERVICES 

For  individual  subscriptions,  corporate  subscriptions, 

renewals,  changes  or  problems,  and  single  copies. 

Phone:  (800)  635-1200  or  (609)  426-7500 

Fax:  (609)  426-7623 

Internet:  bwcustsv@businessweek.com 

Library  fee-based  services:  (212)  512-6704 

REPRINTS  AND  COPYRIGHT  PERMISSIONS 

For  custom  reprints  (minimum  order  of  1,000)  contact: 

(212)512-3148 

Fax:(212)512-2337 

Internet:  www.businessweek.com/reprints/ 

For  permission  contact: 

Phone:  (212)  512-4801 

Fax:  (212)  512-4938 
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of  Economy  and  Finance 


For  further  information: 

HQ:  Santiago  de  Compostela 

Ph:  +34  981  541  143  •  promocion@igape.es 

Offices: 

Dusseldorf  •  Ph:  0211  935  0141 
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Books 


THE  CHINESE 

By  Jasper  Becker 
Free  Press  •  464pp 


$27.50 


SHINING  A  LIGHT 

ON  CHINAS  DARK  SIDE 


According  to  Jasper  Becker,  Bei- 
jing bureau  chief  of  the  South 
China  Morning  Post,  today's  Chi- 
na is  not  a  happy  place.  In  his  impres- 
sive if  pessimistic  survey,  The  Chinese, 
the  author  describes  the  huge  strains 
facing  the  country  as  it  attempts  to 
modernize  its  economy,  while  still  be- 
ing led  by  a  suspicious  and  heavy-hand- 
ed Communist  Party. 

Becker's  primary  focus  is  on  some  of 
the  less  attractive  aspects  of  this  rapid- 
ly changing  land:  often  abused  workers 
and  peasants,  worsening  health  care  and 
falling  education  standards,  a  weak  rule 
of  law,  rampant  corruption,  and  wide- 
spread environmental  degradation.  He 
introduces  the  reader  to  a  wide  range  of 
Chinese — from  an  elderly  Hunan  farmer 
outraged  by  high  local  taxes  to  the 
Guizhou  police  officer  who  is  too  poor  to 
afford  shoelaces  but  still  rides  in  a  lux- 
urious Japanese  jeep.  Becker  asks:  Will 
China  overcome  the  obstacles  facing  it 
and  slowly  open  its  economy  and  coun- 
try to  the  world?  Some  of  his  conclu- 
sions are  discouraging.  "A  tiny  elite  will 
remain  in  charge  of  the  destiny  of  the 
vast  majority  of  submissive,  relatively 
poor,  and  ill-educated  peasants,"  he  pre- 
dicts. "China  will  remain  an  essentially 
agrarian  and  autarkic  economy  in  which 
living  standards  for  all  but  the  elite  will 
improve  only  slowly." 

It's  a  useful  corrective  for  those  who 
imagine  that  free  markets  are  already 
producing  a  broad,  modern,  middle-class 
society  in  China.  Unfortunately,  Becker's 
pessimism  blinds  him  to  some  positive 
developments,  such  as  the  role  being 
played  by  new  entrepreneurs. 

Becker  is  particularly  well  suited  to 
write  this  account,  having  spent  more 
than  a  decade  reporting  from  China's 
sprawling  cities  and  its  remotest  hinter- 
lands. He  is  deeply  skeptical,  especially 
when  it  comes  to  data  on  economics  and 
social  achievements  such  as  reported  high 
levels  of  gross  domestic  product  or  low 


rates  of  infant  mortality.  He  knows  all 
too  well  how  statistics  have  been  bent  to 
serve  prevailing  political  elites.  In  his 
earlier  book  Hungry  Ghosts:  Mao's  Secret 
Famine,  Becker  laid  out  in  grim  detail 
how  fake  economic  numbers  led  to  a 
famine  that  may  have  killed  tens  of  mil- 
lions during  the  1950s'  Great  Leap  For- 
ward. While  many  China-watchers  as- 
sume that  China's  economic  data  can  be 
relied  on  at  least  to  show  trends,  Becker 
doubts  even  that.  "The  information  trav- 
els up  through  the  bureaucracy,  and 
every  layer  revises  it  to 
conform  to  the  targets  set 
by  its  superiors,"  he  says. 
"I  suspect . . .  that  many  fig- 
ures are  simply  made  up 
to  suit  the  propaganda 
needs  of  the  day." 

But  what  Becker  is 
sure  about — and  persua- 
sively demonstrates — is 
the  degree  to  which  life 
in  China  remains  for 
many  a  struggle  to  sur- 
vive. From  the  arbitrary 
taxes  levied  on  farmers  by 
rapacious  local  officials 
the  working  conditions  ol 
migrant  workers  in  the 
export-oriented  factories  of 
China's  south,  Becker  offers  powerful 
evidence  that  life  for  many  is  not  im- 
proving and  may  even  be  worsening,  a 
clear  indictment  of  the  supposedly  pro- 
worker  Communist  Party.  Similarly,  the 
author's  outrage  over  rampant  corrup- 
tion, and  the  asset-stripping  that  has 
accompanied  attempts  at  reforming  the 
state-planned  economy,  is  vindicated  by 
the  past  year's  crackdown,  which  saw 
executions  of  scores  of  officials,  including 
a  deputy  chairman  of  China's  Congress. 

Becker  also  details  such  environmen- 
tal disasters  as  deforestation,  desertifi- 
cation, and  dwindling  water  supplies. 
We  get,  for  example,  an  ominous  pic- 
ture of  arid  Shanxi  province,  where 


rivers  are  dry  and  many  peasants  livefj] 
in  caves  carved  into  barren  hillsides.     |Si 

But  the  author  has  less  to  say  about 
such  major  developments  as  China's  im- 
minent entry  into  the  World  Trade  Or- 
ganization, arguably  the  clearest  sigri/' 
to  date  that  China's  leaders  have  de-  \ 
cided  to  gamble  on  the  long-term  bene-  '  ^ 
fits  of  globalization.  And  except  for  cat  V 
aloging  the  abuses  in  export-orientec  p 
factories  run  by  overseas  Chinese  anc^ 
Korean  investors,  Becker  offers  litth  T~ 
on  the  huge  roles  that  foreign  invest! 
ment  and  expertise  continue  to  play  iif 
China,  the  world's  second-largest  recij 
ient  of  foreign  investment. 

Moreover,  while  Becker  does  a  good 
job  of  laying  out  the  many  challenge | 
facing  private  enterprise  in  China,  ir 
eluding  government  prejudices  againsl 
private  businesses  and  difficulty  findinf 
funding,  he  barely  mentions  perhaps  thj 
most  important  new  group  of  entrepre 
neurs  and  managers  in  China  todaj 
The  returning  overseas  stu 
dents  and  homegrown  aca 
demics-turned-businessme: . 
who  are  starting  and  run  I'M 
ning  a  plethora  of  info-tec  ~|j( 
companies.    These    includ  t"' 
China     Netcom's     Edwar  njiip 
Tian,  UT  Starcom's  Wu  Ymj M 
and  Legend's  Liu  Chuanzh 
These  key  players  will  onl 
become  more  important,  gi\ 
en  the  World  Bank's  obsei 
vation  that  China's  privat 
sector  already  accounts  fo.. 
one-third  of  total  GDP  and  f 
growing  at  70%  per  year. 
Becker  at  times  seems  so  ft 
cused  on  bad  old  Communist  Chin 
that  he  may  underestimate  the  degre 
to  which  personal  freedoms  have  e) 
panded  despite  the  huge  obstacles  t 
political  reform.  And  he  is  prone  t 
overstatement,  going  so  far  as  to  coi 
elude  that  "China  is  now  a  society  i 
which  everyone  seems  to  be  engage 
in  deceiving  and  cheating  one  another 
Ironically,  his  book  provides  powerfi 
evidence  of  Chinese  strength:  Whetht 
it  is  a  loutish  police  officer  in  a  Huna 
brothel  or  an  impoverished  peasant 
the  southwest,  Becker  shows  most  pei 
pie  are  ready  to  speak  the  truth.  The 
voices  go  a  long  way  toward  mappi^ 
out  the  challenges  that  lie  ahead 

BY  DEXTER  R0BER1 
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IS  NOT  IMPROVING  AND  MAY  BE  GETTING  WORSE 


TWlll 


■" 


r  STEPHEN  H.  WILDSTROM 


echnology  &  You 


:h&you@busi  nessweek.com 

>0METIMES, 
,ESS  IS  LESS 


I  have  a  message  for  companies  that  hope  to 
offset  stagnant  PC  demand  by  selling  Internet 
appliances:  Simple  is  not  simpleminded. 
Net  appliances  have  become  a  critical  busi- 
ness proposition.  Just  over  half  of  U.  S.  house- 
holds own  PCs,  but  that  number  has  stopped 
growing.  What's  more,  people  don't  seem  to  be 
replacing  their  old  computers  as  quickly.  I'm 
convinced  that  simplified  devices  that  are  just 
browsers  and  e-mail  terminals  could  rekindle 
people's  interest.  But  if  you  are  going  to  do  only 
one  thing,  you  had  better  do  it  really  well.  And 
all  the  efforts  I've  seen  fall  short:  They  achieve 
simplicity,  but  at  too  high  a  cost  in  function. 

The  latest  efforts  show  promise  but  still  miss 
the  mark.  The  Gateway  Connected  Touch  Pad  is 
the  first  device  based  on  new  Instant  AOL  soft- 
ware from  America  Online  and  its  Netscape  unit. 
And  a  new  version  of  the  Compaq  iPAQ  Home  In- 
ternet Appliance  replaces  the  Microsoft  software 
of  the  original  (BW — Sept.  11)  with  packages 
from  Be  Inc.  and  Norway's  Opera  Software. 
SOFTWARE  SHORTFALL.  Both  are  decent,  and 
similar,  hardware  designs  with  software  that 
falls  short.  Both  feature  pivoting  10-inch  flat- 
panel  displays  and  wireless  keyboards.  For  some 
reason,  designers  seem  to  think  buyers  of  Web 


iese  Net 
)pliances 
thieve 

mplicity  but 
icrifice  too 
I  uch  in 
nction 


sinessWeek 


M  A  COLLECTION  OF 
SST  COLUMNS  and 

ine-only  reviews  of 
hnology  products,  go 
Technology  &  You  at 
w.businessweek.com/ 
hnology/ 


of  a  high-speed  connection  was  not  available  on 
my  test  unit).  You  quickly  get  a  display  that 
looks  like  a  shrunken  version  of  the  standard 
AOL  welcome  screen.  Unfortunately,  the  top  inch 
of  the  smallish  screen  is  devoted  to  a  familiar 
AOL  toolbar  whose  functions  duplicate  a  row  of 
dedicated  buttons  on  the  keyboard. 

Both  the  browser  and  the  mail  program  are 
underfeatured.  You  can  listen  to  RealAudio,  but 
streaming  video  is  billed  as  "coming  soon." 
Macromedia  Flash  animations  don't  work,  and 
you  can't  view  Adobe  Acrobat  documents.  Some 
complex  pages  failed  to  display  properly,  with 
pictures  superimposed  on  text.  The  mail  pro- 
gram is  similarly  handicapped:  The  only  attach- 
ments that  can  be  opened  are  standard  still-pic- 
ture formats  such  as  JPEG.  And  unlike  PC-based 
AOL  mail,  you  can  read  messages  only  while  on- 
line. For  the  $599  cost,  you  can  buy  a  cheap  PC, 
set  it  up  to  boot  straight  into  aol  service,  and 
get  more  for  your  money.  Either  way,  you'll  pay 
$4.95  to  $21.95  a  month  to  aol. 

The  iPAQ's  software  is  harder  to  judge.  Com- 
paq will  sell  it  only  through  service  providers  or 
other  e-businesses,  such  as  online  brokers,  and 
each  partner  will  do  its  own  software  configura- 
tion. The  Opera  browser  is  more  capable  than 
aol's,  handling  Flash,  Java,  and  RealVideo,  al- 
though the  audio  quality  is  bad. 

The  sample  unit  I  had  was  configured  to  use 
Web  mail  from  Yahoo!,  a  poor  choice  that  re- 
quires you  to  battle  past  a  screenful  of  ads  to  see 
your  messages.  But  no  mail  program  can  dis- 
play attachments  such  as  Word  or  Acrobat  files 
because  these  require  software  on  the  computer 
separate  from  any  mail  program. 

Pricing  for  the  iPAQ  will  be  determined  by 
the  companies  that  distribute  it.  But  the  cost 
of  the  MSN  Companion  version,  $99  to  $499  de- 
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appliances  incapable  of  using  a  standard  mouse. 
Instead,  you  control  the  cursor  with  spongy  rub- 
ber knobs.  I  found  them  hard  to  use  accurately. 
Fortunately,  you  can  plug  a  standard  mouse  into 
a  universal  serial  bus  port.  The  Gateway's  touch 
screen  provides  another  alternative. 

The  downer  on  the  Gateway  is  the  Instant 
aol  software,  which  is  more  like  aol  Lite.  When 
you  wake  the  unit  up,  it  gives  you  an  aol  log-in 
screen.  Enter  your  password,  and  it  dials  up 
the  service  (a  network  option  that  allows  use 


pending  on  the  length  of  a  commitment  to  msn 
service,  should  be  a  good  indication. 

I  still  believe  in  Net  appliances,  both  as  ad- 
juncts and  alternatives  to  home  PCs.  But  the 
designers  of  these  devices  are  straining  my  faith. 
Buyers  of  appliances,  no  less  than  buyers  of  Pes, 
need  browsers  that  deliver  the  full  richness  of 
the  Web,  adequate  e-mail,  and  pointing  devices 
that  work.  Fortunately,  the  software  shortcom- 
ings can  be  fixed  by  automated  downloads.  Let's 
hope  the  improvements  are  ready  soon. 
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CoSine  Takes  Qwest 

to  the  Edge  with  New  VPN  Service 
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The  Internet  has  rapidly  evolved  to  become  a  critical 
foundation  for  business  in  today's  information-driven 
economy.  Many  companies  rely  on  the  Internet  to  act  as 
an  information  portal,  a  communications  medium  or  as 
a  vehicle  for  e-commerce. 

Numerous  Service  Providers  have  emerged  to  take 
advantage  of  this  opportunity,  offering  broadband  con- 
nectivity for  increasingly  faster  Internet  access.  As  new 
Service  Providers  begin  to  enter  this  market,  the  competi- 
tion has  become  fierce  with  increasing  costs  and  decreas- 
ing profit  margins.  The  battle  for  customer  retention  has 
escalated  with  many  Service  Providers  attempting  to  dif- 
ferentiate their  services  on  factors     

other  than  price  alone. 

Qwest  Communications 
International  Inc.  believes  that 
offering  broadband  connectivity 
alone  is  not  enough  to  satisfy 
many  of  today's  business  cus- 
tomers. This  is  one  reason  why 
Qwest  introduced  its  Qwest 
Virtual  Private  Network  (VPN) 
solution,  one  of  the  company's 

many  advanced  broadband  applications  and  services. 
Qwest  VPN  includes  a  suite  of  value-added,  network- 
based  services  that  leverage  Qwest's  global  broadband 
Internet  network  to  solve  business  problems  that  limit 
customers'  efficiency  and  profitability.  This  solution 
allows  businesses  of  all  sizes  to  cost-effectively  configure 
high-performance,  site-to-site,  remote  access  and 
intranet/extranet  solutions  in  a  secure,  standards-based 
environment. 

Qwest  VPN:  Value-added  Services  from  the  Edge 

Qwest  VPN  is  also  modular  in  design,  enabling  enter- 
prise customers  to  implement  VPNs  tailored  to  their 
specific  business  requirements  and  network  infrastruc- 
ture. An  important  part  of  the  Qwest  solution  is  CoSine 
Communications'  IP  Service  Delivery  Platform.  CoSine's 


"The  CoSine  platform  helped  enable 
our  launch  of  the  first  network-based 
managed  VPN  service  that  gives 
businesses  a  cost-effective,  scalable 
alternative  to  managing  their  own 
resources. " 

—  Rick  Weston,  senior  vice  president 
of  Qwest  Internet  Solutions. 


platform  is  a  key  product  that  combines  routing,  switch- 
ing and  scalable  computing  resources  to  provide  the 
processing  capabilities  required  for  value-added  IP 
services  such  as  Qwest  VPN.  The  CoSine  platform 
enables  Service  Providers  such  as  Qwest  to  offer  VPN 
services  today  and  the  new  services  that  their  customers 
will  demand  in  the  future.  By  deploying  the  CoSine  IP 
Service  Delivery  Platform  within  Qwest's  global 
broadband  Internet  network,  Qwest  can  meet  its  VPN 
customers'  needs  in  real-time  by  turning  up  services  with 
a  virtual  flip  of  a  switch. 

"As  a  global  leader  in  broadband  Internet-based  commu- 
nications and  services,  Qwest  is 
always  seeking  out  innovative 
network  technologies,"  said  Rick 
Weston,  senior  vice  president  of 
Qwest  Internet  Solutions.  "The 
CoSine  platform  helped  enable 
our  launch  of  the  first  network- 
based  managed  VPN  service  that 
gives  businesses  a  cost-effective, 
scalable  alternative  to  managing 
their  own  resources." 


A  New  Model  for  Business 

Today,  Qwest  has  more  than  1000  customers  for  its 
traditional  and  network-based  VPN  service.  While  most 
of  the  new  VPN  customers  are  based  in  the  U.S.,  Qwest 
is  also  turning  up  some  European  customer  nodes  with 
network-based  VPNs  and  integrating  other  international 
customers  using  traditional  Customer  Premises 
Equipment-  (CPE-)  based  implementations. 

Some  of  these  customers  are  looking  for  replacements  to 
their  existing  network  infrastructure  while  other  want  a 
solution  that  integrates  with  what  is  already  in  place. 
Qwest's  solution  is  flexible  enough  to  accommodate  both 
scenarios  without  all  of  the  cost  and  complexity  that  is 
inherent  with  customer-located  equipment. 
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With  a  CPE-based  model,  it  would  be  a  costly  proposi- 
tion to  outfit  multiple  locations  with  additional  firewalls 
and  "VPN  boxes"  to  support  secure  connectivity  net- 
work-wide at  each  site.  Additionally,  either  the  Service 
Provider  or  the  enterprise  would  need  to  hire  and  train 
administrators  at  every  facility  and  incur  on-going  "soft 
costs"  in  administration  and  maintenance  that  in  short 
order  would  eclipse  the  hardware  expenses. 

Qwest  VPN  also  provides  their  customers  with  the 
performance,  operational  simplicity  and  security  that 
is  lacking  with  other  solutions.  In  side-by-side  tests, 
customers  find  Qwest  VPN  to  perform  equal  to  or  better 
than  their  existing  network  solution,  while  offering  con- 
figuration flexibility  and  substantially  lower  operational 
costs.  Additionally,  CoSine  platform  helps  Qwest  offer 
"brand  name"  firewall  services  from  their  network.  This 
gives  Qwest  customer  the  reassurance  that  they  can  build 
and  scale  a  secure  wide-area  network  without  necessitat- 
ing a  service  truck  roll  to  the  customer's  site.  Because  all 
security  services  can  be  immediately  deployed  from  the 
Qwest  network,  enterprise  customers  will  not  have  to 
wait  to  begin  securely  conducting  business  transactions 
using  Qwest  VPN. 

Qwest  VPN:  Scaling  to  the  Future 

So  what  is  next  for  Qwest?  Network-based  VPNs  give 
both  Qwest  and  its  customers  a  more  manageable 
solution.  With  a  rapid  deployment  capability  and  easy 
management,  Qwest  has  already  been  able  to  quickly 
build  out  VPN  networks  that  incorporate  as  many  as 
150  nodes,  and  has  the  capability  to  scale  its  VPN 
solution  to  thousands  of  nodes.  Given  Qwest's  leadership 
position,  the  company  is  poised  to  be  a  market  leader  in 
VPN  services  for  years  to  come. 

And  with  CoSine's  IP  Service  Delivery  Platform,  Qwest 
has  the  resources  they  need  to  scale  service  deployment 
across  the  country  and  around  the  world. 


About  CoSine's 

IP  Service  Delivery  Platform 
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CoSine's  IP  Service  Delivery  Platform 
incorporates  a  unique  combination  of 
components  to  allow  Service  Providers  like 
Qwest  to  dynamically  deliver  manageable 
network-based,  value-added  IP  services  to 
their  enterprise  customers.  This  edge-based 
computing  platform  includes  the  IPSX  9000,M, 
a  service  processing  switch  that  marries 
routing,  switching  and  underlying  computer 
technology  to  enable  Service  Providers  to 
deliver  processing  intensive  services  like 
Qwest  VPN;  InVision™  Service  Management 
System  (SMS)  for  managing  the  service  from 
the  Service  Provider's  network;  and  InGage™, 
a  browser  based  Customer  Network  Manage- 
ment (CNM)  system  that  allows  corporate 
customers  to  view  and  control  their  services 
over  the  Service  Provider's  network. 
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The  Next  Wave  in  Carrier  Services 


For  more  information,  please  find  CoSine  at 
www.cosinecom.com  or  call  us  at  1-866-226-7463. 
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BY  LAURA  D  ANDREA  TYSON 


BUSH'S  NEW  TAX-CUT  LOGIC 
IS  NO  BETTER  THAN  THE  OLD 


WARNING: 

Slashing 
taxes  to 
prime  the 
pump  should 
be  limited 
to  rare 
crises-not  to 
every  twitch 
in  the 
economic 
cycle 


Laura  D'Andrea  Tyson  is 
dean  of  the  Haas  School  of 
Business  at  the  University  of 
California  at  Berkeley.  She  is 
chair  of  the  Council  on 
Foreign  Relations  Task  Force 
on  Japan. 


Anew  year  and  a  new  rationale  from 
George  W.  Bush  for  a  large  across-the- 
board  tax  cut  that  will  disproportionately 
benefit  the  wealthy.  I'm  not  surprised.  After  all, 
such  a  tax  cut  is  a  core  goal  of  conservative  GOP 
ideology,  regardless  of  implications  for  the  federal 
budget  and  the  economy's  performance. 

Last  year,  when  the  economy  was  booming, 
then-candidate  Bush  advocated  his  $1.3  trillion 
tax  cut  on  philosophical  grounds.  He  warned 
Americans  that  "you  can't  trust  Washington  with 
your  money."  He  failed  to  mention  that  Wash- 
ington's debt  was  also  the  people's  debt  and  that 
Washington's  spending  finances  such  popular  pro- 
grams as  Medicare  and  Social  Security. 

As  Bush  prepares  to  take  over  the  Presidency, 
he  has  understandably  and  predictably  dropped 
his  anti-Washington  rhetoric.  Fortuitously,  the 
slowing  economy  has  provided  a  new  argument 
for  cutting  taxes.  In  recent  weeks,  slipping  into  a 
Keynesian  rhapsody,  he  has  championed  his  tax 
plan  as  insurance  against  a  downturn,  even 
though  his  campaign  advisers  had  maintained 
that  the  same  tax  plan  would  not  boost  aggre- 
gate demand.  There's  an  inconsistency  here,  since 
Keynesian  logic  works  in  both  directions. 

You  might  suspect  that  as  an  economist  known 
to  harbor  Keynesian  sensibilities — after  all,  I  led 
the  Clinton  Administration's  fight  against  passage 
of  a  balanced-budget  amendment  in  1995 — I 
might  be  persuaded  by  Bush's  new  pitch.  I'm 
not.  I'm  worried  about  the  risk  of  a  recession  this 
year.  But  a  tax  cut  passed  late  in  2001  for  partial 
enactment  in  2002 — which  is  the  calendar  dic- 
tated by  the  budgetary  process — will  not  reduce 
that  risk.  Worse,  such  a  cut  may  prolong  the 
slowdown  by  weakening  the  Fed's  resolve  to  re- 
duce short-term  interest  rates  early  this  year. 
DELAYED  REACTION.  A  brew  of  nasty  ingredi- 
ents, including  higher  energy  prices,  higher  in- 
terest rates,  and  a  dive  in  stock  market  values, 
has  certainly  raised  the  probability  of  a  recession 
during  the  first  half  of  2001.  At  their  last  meeting, 
Federal  Reserve  decision-makers  acknowledged 
these  worsening  conditions  and  strongly  hinted 
that  short-term  rates  would  soon  fall.  Even 
prompt  action  by  the  Fed,  however,  will  not  have 
much  effect  during  the  period  of  greatest  risk,  be- 
cause it  takes  nine  to  18  months  for  changes  in 
interest  rates  to  influence  economic  activity.  And 
some  of  the  slowing  effects  of  the  175-basis-point 
increase  in  rates  that  occurred  between  mid- 1999 
and  mid-2000  are  yet  to  be  felt. 

But  the  prospects  for  fine-tuning  the  economy's 
performance  in  2001  through  changes  in  fiscal 


policy  are  even  bleaker.  In  theory,  John  Maj 
Keynes  was  right:  A  well-timed  boost  in  aggrel 
gate  demand  through  tax  cuts  or  spending 
hikes — an  option  that  President-elect  Bush  ne 
gleets  to  mention — can  forestall  a  recession 
ameliorate  one  already  in  progress.  The  key  cor 
dition,  however,  is  that  the  medicine  be  "wel 
timed."  Experience  in  the  U.  S.  and  elsewhere  re 
veals  that  this  condition  is  rarely  met.  WheJ 
governments  try  to  fight  recessions  by  cuttinJ 
taxes  or  increasing  spending,  they  almost  al| 
ways  get  the  timing  wrong.  By  the  time 
tortuous  budgetary  process  yields  a  new  policy! 
the  recession  is  over  and  the  fiscal  stimulus  is  nl 
longer  warranted.  Nor,  unfortunately,  is  it  easili 
reversed,  especially  if  it  takes  the  form  of  a  tai 
cut.  And  a  more  expansionary  fiscal  policy  durinl 
the  recovery  means  a  more  restrictive  mone 
tary  policy  with  higher  interest  rates,  lower  ir 
vestment,  and  slower  long-run  growth  tha 
would  otherwise  be  the  case. 
EMERGENCIES  ONLY.  Cutting  taxes  to  prime  th   I 
pump  should  be  limited  to  rare  circumstance   I 
of  deep  and  persistent  recessions  that  cannot  b  I 
cured  by  aggressive  monetary  easing.  Such  ch 
cumstances  engulfed  the  U.  S.  during  the  Gres 
Depression  and  Japan  during  the  1990s.  Thanl 
fully,  they  do  not  appear  applicable  to  the  U.  S.  i 
2001.  Except  in  such  dire  circumstances,  fiscr 
policy  should  be  shaped  by  long-run  prioritieJ 
And  as  the  experience  of  the  Clinton  Admini^ 
tration  demonstrates,  long-run  fiscal  discipline, 
fostering  lower  interest  rates,  provides  the  mod 
secure  foundation  for  short-term  growth. 

Bush  identified  his  long-run  priorities  durir 
the  campaign.  He  wants  to  devote  the  lion| 
share  of  the  non-Social  Security  surplus  to  ta 
cuts,  the  bulk  of  which  benefit  the  richest  10*2 
and  he  wants  to  spend  more  on  the  militarl 
Spending  on  education,  Medicare,  and  other  gof 
ernment  programs  are  lower  priorities.  So 
debt  reduction.  The  new  Congress  should  dj 
bate  these  priorities  on  their  merits — it  shoul 
not  be  swayed  by  meretricious  warnings  froj 
the  Bush  team  that  a  recession  is  imminer 
Such  warnings  are  both  misleading — odds  still 
vor  a  soft-landing  slowdown  over  a  hard-landir 
recession — and  irresponsible  because  they  intej 
sify  the  anxieties  of  consumers  and  investors 
a  moment  of  fragile  market  confidence.  Bud 
wants  a  large  tax  cut  for  political  reasons,  nj 
economic  ones.  Neither  he  nor  his  economic  .ni 
visers,  most  of  whom  are  avowed  supply-sidei 
really  believe  the  Keynesian  logic  that  they  a| 
now  espousing. 
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Now  we've  made  paying  bills  online 
as  secure  as  paying  them  by  mail. 
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Now  you  can  receive  and  pay 
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U.S.  Postal  Service.  Because 
even  if  our  delivery  methods 
change,  our  secure,  reliable 
service  stays  the  same.  Find 
out  more  about  USPS  eBillPay 
at  www.usps.com 
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Economic  Trends 


BY  GENE  KORETZ 

THE  LIRE  OF  LOW 
BUSINESS  COSTS 

Will  the  pricey  regions  suffer? 

Judging  from  recent  data,  business 
costs  have  little  influence  on  local 
economic  performance.  Indeed,  as  Fran- 
cis X.  Markey  and  Michael  Burt  of 
Economy.com  Inc.,  an  economics  re- 
search firm,  observe  in  a  new  analysis, 
the  high-cost  regional  economies  in  the 
Northeast  and  California  have  been 
thriving  lately,  while  the  lower-cost  Mid- 
west and  South  have  lost  some  steam. 
The  analysts  note,  however,  that  low 
business  costs  have  tended  to  bolster 
growth  over  the  long  run,  accounting 

WHERE  BUSINESS  COSTS 
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for  a  third  of  states'  relative  employ- 
ment gains  over  the  past  decade.  And 
with  the  economy  slowing,  that  impact 
may  well  rise  in  a  competitive  climate 
where  pricing  power  is  low  and  ad- 
vances in  information  and  distribution 
technologies  enhance  corporate  mobility. 

According  to  Economycom's  business 
cost  index,  which  is  based  on  unit  labor 
costs,  taxes,  and  energy  costs,  the  prici- 
est state  overall  in  1999  was  New  Jer- 
sey, followed  closely  by  Massachusetts, 
Hawaii,  and  Connecticut.  New  Jersey 
had  the  fourth-highest  labor  and  energy 
costs.  Massachusetts  led  in  labor  costs, 
Hawaii  in  energy  costs,  and  New  York 
in  state  and  local  taxes,  which  came  in 
28%  above  the  national  average. 

As  in  the  past,  the  Northeast  remains 
by  far  the  most  expensive  part  of  the 
nation,  containing  more  than  half  of  the 
16  states  with  above-average  costs. 
Among  costly  urban  areas,  the  broad 
New  York  City  metro  area  ranks  No.  1, 
with  Boston  not  far  behind.  Costs  are 
also  high  in  California,  particularly  in 
the  San  Francisco  Bay  Area,  but  other 
Western  states — Wyoming,  New  Mexico, 


and  (perhaps  surprisingly)  Oregon — 
boast  quite  low  costs. 

The  lowest  costs  of  doing  business 
are  in  the  rural  Midwest  and  the  South. 
Midwestern  cities  such  as  Chicago, 
Cleveland,  Detroit,  and  Minneapolis  do 
have  above-average  costs.  But  the  agri- 
cultural regions  have  low  cost  struc- 
tures, with  South  Dakota  at  the  bot- 
tom end  of  the  index  (25%  below  the 
national  average).  And  the  entire  South 
enjoys  very  low  costs. 

Who  has  gained  in  the  past  decade? 
The  authors  point  to  falling  costs  in 
Utah,  Arizona,  and  New  Mexico.  In  all 
three  states,  fast  growth  in  output  per 
worker  offsets  wage  gains,  resulting  in 
declining  unit  labor  costs. 

Two  factors  help  explain  the  current 
economic  strength  in  the  Northeast  and 
California.  One  is  that  their  recoveries 
trailed  the  overall  cyclical  upturn.  The 
other  is  that  urban  areas  in  both  re- 
gions are  strong  in  human  capital,  boast- 
ing research  centers  and  highly  educat- 
ed workforces — resources  that  have 
counted  heavily  in  the  nation's  recent 
high-tech  and  financial  services  booms. 


NATURAL  GAS  WILL 
DEFLATE  WALLETS 

Beware  of  an  ice-and-price  shock 

Economy  watchers  counting  on  the 
recent  decline  in  oil  prices  to  bol- 
ster consumer  spending  in  coming 
months  had  better  think  twice,  advises 
Jan  Hatzius  of  Goldman,  Sachs  &  Co. 
About  half  of  U.  S.  homes  are  heated 
by  natural  gas,  and  the  runup  in  natural 
gas  prices  in  recent  months,  together 
with  colder  winter  weather,  suggests 
that  the  average  household  heating  bill 
could  more  than  double,  to  more  than 
$1,000,  he  says.  Electricity  bills  should 
rise  sharply  as  well. 

The  Goldman  i^ ■■■■^^^™ 
economists  think        THE  EXPLOSION 
the  impact  of  the         IN  GAS  PRICES 
gas  price  hike  by 
itself  will  add 
one-half  of  a  per- 
centage point  to 
the    consumer 
price  index  in  the      4 
first  quarter  and 
will  cut  the  econ- 
omy's growth  by 


US.  SPOT  WELLHEAD 


about  a  percent- 
age point.  That's 
more  than  enough 
to  offset  the  ben- 
eficial impacts  of 
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recent  lower  oil  prices,  and  if  oil  price 
were  to  go  back  up  again,  all  bet 
would  be  off.  With  consumer  spendinj 
already  slowing  and  industrial  produc 
tion  flagging,  the  risks  of  a  sharp  eco 
nomic  slowdown  are  growing,  say 
Hatzius. 


EXTRA  POUNDS, 
SLIMMER  WAGES 

Heavy  women  sacrifice  a  lot  in  pay 


Americans  may  have  grown  rich 
in  recent  decades,  but  they  hav 
also  grown  heavier.  Government  est 
mates  indicate  that  60%  of  the  popuk 
tion  is  overweight  and  27%  actuall 
obese.  Although  most  people  are  awar 
that  being  overweight  can  cause  healt 
problems,  researchers  also  find  ths 
putting  on  extra  pounds  can  hurt  ean 
ings — especially  for  women. 

To  estimate  just  how  much,  econ< 
mist  John  Cawley  of  the  University  < 
Michigan  recently  analyzed  survey  dat 
covering  a  representative  sample 
women  from  1979  to  1998.  Using  st 
tistical  techniques,  Cawley  first  elim 
nated  any  effects  that  might  reflect 
tendency  for  low  wages  to  inspire  ob 
sity  (by  causing  people  to  become  d 
pressed  and  eat  too  much,  for  exan 
pie).  Then,  assessing  white,  black,  ar 
Hispanic  women  separately,  he  looke 
at  how  weight  affected  their  wages,  o 
cupational  sectors,  and  ability  to  fir 
and  retain  jobs. 

Cawley  found  no  significant  effect 
weight  on  women's  occupational  se 
tors  (blue-  or  white-collar)  or  their  ab: 
ity  to  find  and  keep  a  job.  Moreovi 
weight  appeared  to  have  no  influence 
black  women's  wages  and  only  a  we 
effect  on  Hispanic  women's  earnings 

Among  white  women,  however,  beii 
overweight  lowered  hourly  wages  su 
stantially — about  7%  for  someone  w 
tipped  the  scales  by  65  pounds  abo 
the  average.  As  Cawley  points  oi 
that's  like  losing  the  extra  pay  produc 
by  a  year  of  education  or  three  years 
work  experience. 

The  report  raises  intriguing  que 
tions  that  require  future  study.  Wr 
for  example,  doesn't  weight  affect  t 
wages  of  black  women,  who  suffer  mo 
from  obesity  than  white  women?  A: 
how  much  do  lower  wages  among  ove 
weight  white  women  reflect  either  lo 
er  productivity  or  discrimination?  B 
for  most  women,  its  warning  is  del 
Eating  too  much  can  hurt  your  pock< 
book  as  well  as  your  health. 
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LAY  TH  E 

FOUNDATION 

FOR  A  HEALTHY 

PORTFOLIO. 


Everyone  knows  diversification  is  the  key 
to  a  well-balanced  portfolio.  Franklin 
California   Tax-Free    Income    Fund    can 

help  provide  portfolio  balance  while  also 
helping  you  keep  more  of  what  you  earn. 
The  fund  invests  in  various  municipal 
bonds  that  offer  you  the  opportunity  to 
earn  monthly  income  exempt  from  regu- 
lar federal  and  California  state  personal 
income  taxes;  alternative  minimum  tax 
may  apply.' 

And   there   are   other   benefits   too- 


particularly  over  buying  bonds  directly. 
We  offer  you  professional  expertise  in 
negotiating  better  prices  for  the  bonds  we 
buy  for  our  portfolios.  Because  of 
Franklin's  position  as  the  largest  manag- 
er of  tax-free  mutual  funds,  we  often  get 
the  first  look  at  new  issues.  Our  funds 
also  offer  better  liquidity  than  individual 
bonds,  without  the  transaction  costs  asso- 
ciated with  liquidations." 
Call  your  investment  representative  or 
1-800-FRANKLIN  Ext.  F667. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

Franklin  Templeton  Distributors,  Inc.,  777  Mariners  Island  Blvd.,  San  Mateo,  CA  94404  Call  for  free  prospectuses  containing  more  complete  fund  information  including  sales  charges, 
expenses  and  risks.  Please  read  them  carefully  before  you  invest  or  send  money  tDistributions  of  capital  gains  and  of  ordinary  income  from  accrued  market  discount,  if  any,  are  generally  tax- 
able. ttFunds  incur  management  fees,  which  are  not  applicable  to  individual  bonds  franklintempleton.com 
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All  Internet. 
All  Business. 


All  Week. 


Keep  your  business  stable  in  a  shaky  marketplace... 

Internet  World  -  where  business  leaders  find  business 
solutions... 


Featuring: 

■  The  industry's  only  five-day  conference 
on  emerging  Internet  applications, 
technologies  and  trends. 

■  Brand  new  forums  on  the  Urban  Internet,  ASPs, 
the  e-business  workforce  and  more. 

■  Enlightening  keynote  presentations  from  five  top 
industry  leaders. 

■  More  than  900  exhibitors  and  the  world's  largest 
display  of  Internet  products 

and  services! 

■  Co-located  with  eCRM,  the  first  event 
to  focus  exclusively  on  strategies  for 
customer  relationship  management. 

Register  Now! 

at  www.internetworld.com/registerspring 

For  More  Information 

Visit  www.internetworld.com 

To  Request  a  Brochure 

Call  1-800-500-1959  or  e-mail  iwsprogramfaiw.com 

To  Exhibit 

Call  203-559-2884  or  e-mail  twalshfaiw.com 
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more  information  visit  www.d2mefest.com. 

An  online  competition  of 
M  E  FESTIVAL     media  and  entertainment. 

Live-action  films,  animation, 
web  commercials,  web  series  and  experimental 
works.  Cast  your  vote  online  beginning  February 
7  at  www.internetworldmefestival.com. 
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"I  think 

Special  Olympics 
is  a  great  place. 
Just  like  a  flower  it 
made  me  blossom. 

If  I  can  train 
for  15  weeks  for 
a  marathon, 
I  can  do  just 
about  anything. 

You  might  be  able 
to  out-read  me,  but 
I  can  outrun  you." 
Billy  Quick, 
Special  Olympics 
Athlete 
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Special  Olympics 


Special  Olympics  Nmili  <  arolina 

1-800-843-6276  (Nc:  Only) 

919-719-7662 

www.sonc.net 

Spcti.il  Olympus  Inspires  Greatness  in  everyone  it  couches. There  .ire  man)  (1111111111  and  adults  with  mental  retardation  in  youi  own 

community  who  can  bene  lit  from  yi  ai  round  sports  t>. ig  and  1  ompetition   But  they  need  coaches,  volunteers  and  im.uni.il  support 

<  ontact  your  local  Spcii.il  Olympus  office  today  and  sec  how  you  can  help  Inspire  Greatnesi  www.specialolympici.org 
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WHAT  GREENSPAN  SAW 
N  THE  DATA 

rtll  his  aggressive  action  confine  the  damage  to  manufacturing? 


US.  ECONOMY 


What  a  way  to  ring  in  the 
new  year.  Coming  after  an- 
;her  one-day  plunge  in  the  Nasdaq,  a  drop  in  con- 
lmer  confidence,  and  a  purchasing  managers'  report 
lat  confirmed  the  manufacturing  sector  is  in  recession, 
le  Federal  Reserve  decided  it  could  wait  no  longer  to 
•e  how  the  2001  economy  would  play  out.  And  so,  in  a 
unning  move  on  Jan.  3,  policymakers  cut  short-term 
tterest  rates.  More  important  to  the  outlook,  the  Fed 
lggested  more  cuts  could  be  on  the  way. 
The  Fed  said  that  its  action  to  cut  the  federal  funds 
ite  by  a  half-point  to  6%,  and  the  discount  rate  by  a 
aarter-point  to  5.75%,  was  "taken  in  light  of  further 
eakening  of  sales  and  production,  and  in  the  context  of 
wer  consumer  confidence,"  as  well  as  tight  financial 
mditions  and  high  energy  prices  that  are  "sapping 
Dusehold  and  business  purchasing  power." 

The  stock  market,  long  bat- 
tered by  recession  fears, 
soared  on  the  news.  The  Dow 
Jones  industrial  average  ended 
the  day  up  300  points,  while 
the  Nasdaq  surged  by  325 
points.  The  dollar  climbed 
sharply  versus  the  euro,  as 
the  Fed's  aggressive  move 
convinced  foreigners  that  U.S. 
investments  will  remain  the 
most  attractive  in  the  world. 
Moreover,  the  Fed  reiterated  that  its  concerns  for  the 
atlook  remain  tilted  "toward  conditions  that  may  gen- 
rate  economic  weakness  in  the  foreseeable  future." 
ranslation:  More  rate  cuts  could  be  on  the  way,  per- 
aps  as  early  as  the  Jan.  30-31  meeting,  depending  on 
ow  the  upcoming  data  play  out. 
The  move  is  unequivocally  positive  for  both  the  fi- 
ancial  markets  and  real  economic  activity,  although 
/all  Street  will  feel  the  effects  before  consumers  and 
usinesses.  Much  of  the  economic  data  will  undoubted- 
I  remain  on  the  soft  side  through  the  winter,  but  the 
'ed's  decisive  action  now  clearly  lessens  the  risk  of  a 
^cession  and  heightens  the  chances  for  a  soft  landing. 

HE  TIMING  OF  THE  RATE  CUT,  between  scheduled 
olicy  meetings,  was  especially  curious  coming  as  it 
id  during  President-elect  Bush's  economic  summit, 
lie  move  gave  all  the  appearances  of  sending  a  mes- 
age  to  the  new  Administration  that  monetary  policy  is 
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a  more  flexible  tool  for  managing  the  short-term  ups 
and  downs  in  the  economy  than  fiscal  policy. 

The  intermeeting  cut  also  indicated  an  urgency  that 
plainly  shows  that  the  Fed  is  more  concerned  about  the 
health  of  the  economy  than  any  Fed-watcher  had 
thought  only  a  few  days  earlier  (charts).  What  may 
have  shocked  the  Fed  to  move  was  the  striking  weak- 
ness of  the  Jan.  2  report  from  the  nation's  purchasing 
managers. 

The  Purchasing  Managers'  index — a  composite  of 
production,  orders,  employment,  inventories,  and  de- 
livery times — fell  to  43.7%  in  December,  from  47.7%  in 
November.  It  has  been  below  50%  for  five  months 
now.  That's  the  break-even  point  between  growth  and 
recession  in  the  industrial  sector.  Before  December, 
the  index  had  been  in  the  46%-50%  range  associated 
with  the  soft  landing  of  1994-95.  But  last  month's  read- 
ing crashed  through  that  floor,  and  now  stands  at  its 
lowest  point  since  the  1990-91  recession. 

Although  the  PMI  only  covers 
manufacturing,  which  makes 
up  only  about  16%  of  the  econ- 
omy, the  recent  plunge  de- 
serves special  attention.  That's 
because,  unlike  the  1998  falloff 
in  industrial  activity  triggered 
by  the  Asian  crisis,  this  facto- 
ry slump  cannot  be  traced  to 
any  external  factors:  This 
weakness  is  all  homegrown, 
thanks  to  the  stock-market 
sell-off  and  past  interest-rate  hikes  by  the  Fed. 

In  coming  months,  economists  and  policymakers  will 
watch  the  pmi — long  known  to  be  a  favorite  of  Fed 
Chairman  Alan  Greenspan — to  see  if  it  sinks  below 
42.4%.  Based  on  historical  patterns,  that's  the  reading 
associated  with  an  economywide  recession.  But  the  re- 
port offered  no  encouragement  for  the  future.  New 
orders  and  the  backlog  of  unfilled  orders  contracted  at 
a  faster  pace  in  December  than  in  the  previous  mouth. 

FOR  NOW  AT  LEAST,  the  manufacturing  weakness  is 
decidedly  low-tech  and  concentrated  in  the  auto  and  re- 
lated industries,  as  a  result  of  excessive  car  inventories. 
Through  November,  factory  production  was  up  4.6% 
from  a  year  ago,  but  excluding  computers,  peripherals, 
electronic  components,  and  communications  equipment, 
factory  output  is  down  0.2%  from  last  year.  High-tech 
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output  has  also  slowed,  but  from  its  supercharged  pace 
of  earlier  this  year.  The  Fed's  Jan.  2  statement  noted 
that  "there  is  little  evidence  that  the  long-term  ad- 
vances in  technology  and  associated  gains  in  produc- 
tivity are  abating." 

However,  the  purchasers'  survey  suggested  that  the 
excess  factory  inventory  goes  beyond  cars.  The  De- 
cember percentage  of  companies  reporting  that  the  in- 
ventory levels  of  their  customers  were  "too  high"  rose 
further,  continuing  its  climb  since  July.  Indeed,  gov- 
ernment data  show  that  the  ratio  of  inventories  to 
sales  in  the  factory  sector  has  been  rising  since  the 
middle  of  2000. 

THE  MANUFACTURING  DOWNTURN  is  having  a  direct 

effect  on  other  key  economic  indicators.  For  example,  a 
good  deal  of  the  recent  rise  in  initial  unemployment 
claims  reflects  factory-sector  layoffs,  especially  in  the 
auto  industry.  Moreover,  initial  claims  are  one  of  the  10 
components  of  the  Conference  Board's  index  of  leading 
indicators.  Claims  and  four  other  factory-related  indi- 
cators— the  factory  workweek,  orders  for  both  con- 
sumer and  capital  goods,  and  the  purchasing  managers' 
measure  of  delivery  times — make  up  half  the  index. 

It's  little  wonder,  then,  that  the  leading  index  has 
been  so  weak.  It  fell  for  the  second  month  in  a  row  in 
November,  down  0.2%  from  October,  when  it  dipped 
0.3%.  The  index,  which  also  reflects  the  slide  in  stock 
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CONSUMERS  ARE 
GETTING  NERVOUS 


prices,  has  been  in  a  downtrend  through  most  of  2000 
The  composite  indicator  has  not  yet  fallen  enough  t 
give  a  clear  sign  of  an  impending  recession,  but  base< 
on  its  historical  performance  that  point  is  not  far  awaj 

Manufacturing's  woes  may  also  be  playing  a  big  rol 
in  the  recent  slip  in  consumer  confidence,  which  the  Fe 
listed  as  one  of  the  reasons  for  its  move.  Layoff  an 
nouncements  at  well-known  companies  such  as  For< 
Motor  Co.  and  American  Standard  Cos.  resonate  mor 
among  Americans  than  failures  of  short-lived  dot-coms 

The  Conference  Board's  in- 
dex of  consumer  confidence  fell 
to  128.3  in  December  from 
132.6  (chart).  The  index  cov- 
ering expectations  for  the 
economy  fell  steeply,  to  95.8 
from  101.2.  The  board  said  the 
drop  was  "disconcerting"  and 
if  expectations  continue  to  de- 
cline, "a  more  severe  econom- 
ic slowdown  may  be  on  the 
horizon,"  since  worried  con- 
sumers may  choose  to  delay  purchases. 

That's  just  the  kind  of  vicious  cycle  that  the  Fed' 
rate  cut  was  aimed  at  avoiding.  The  Fed  has  begu 
2001  with  a  clear  sign  that  it  stands  at  the  ready  to  er 
sure  that  the  rest  of  the  economy  does  not  follow  mar 
ufacturing  into  a  recession. 
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A  WATERLOGGED  ECONOMY  WITH  A  DEBT  PROBLEM 


Because  of  the  devastating 
floods  in  the  fourth  quarter  of 
2000,  Italy  may  have  experienced 
the  worst  growth  rate  among  the 
euro  zone  economies  for  the  third 
year  in  a  row.  And  2001  may  be  a 
tough  year  as  well. 

Prime  Minister  Giu- 
liano  Amato  has  said 
that  real  gross  domes- 
tic product  likely  grew 
between  2.7%  and 
2.8%  in  2000,  short  of 
the  government's  tar- 
get of  2.8%.  Amato 
partly  blamed  the  Oc- 
tober flooding  in  the 
northern  region  for  the 
weakness.  The  floods  caused  plant 
closings  and  more  than  20  deaths. 
Industrial  output  in  October  fell 
0.8%,  after  no  growth  in  Septem- 
ber. And  October  retail  sales  rose 
a  disappointing  1.1%  from  year- 


RUSINESS  CONFIDENCE 
IS  FLOUNDERING 


v,t   ,■■■■!   I   I   I   I   I   I   I   I   I   I   I   I   I   I   I   I   I    I   I 

IAN  '99  OCT  '00 

A  INDEX;  1995=100 

DATA  BLOOMBERG  FINANCIAL  MARKFTS 


ago  levels.  Consumer  spending 
was  hampered  not  only  by  the 
floods  but  also  by  rising  inflation, 
which  has  cut  into  buying  power. 
Soft  demand  both  at  home  and 
abroad  is  hitting  manufacturing. 
Third-quarter  orders 
rose  8.7%  from  a  year 
ago,  but  that's  down 
from  a  17.1%  gain  in 
the  second  quarter. 
Business  confidence 
has  been  falling  since 
May  (chart). 

For  2001,  Italy's 
real  GDP  growth  may 
slow  to  2.3%,  com- 
pared with  a  forecast 
of  2.7%  for  the  euro  zone.  Italy's 
jobless  rate  may  fall  to  9%  from 
October's  10%,  but  the  rate  will 
remain  one  of  the  highest  in  the 
euro  zone. 

Growth  will  be  lackluster  this 


year,  despite  coming  fiscal  stimu- 
lus. The  Italian  Parliament  ap- 
proved a  2001  budget  that  includ 
ed  a  tax  cut  of  28  trillion  lire 
($13.3  billion)  this  year.  The  tax 
cut  lifted  consumer  confidence  in 
December,  but  budget  watchers 
warn  that  the  cuts  in  both  person- 
al and  business  taxes  mean  the 
Amato  government  is  unlikely  to 
hit  its  goal  of  reducing  the  deficit 
to  0.8%  of  GDP  in  2001,  from  about 
1.3%  in  2000. 

The  government  has  said  it  will 
pay  for  the  plan  by  cracking  down 
on  tax  evasion,  but  the  2001  bud- 
get almost  guarantees  that  Italy 
will  still  be  the  most  indebted 
country  in  the  euro  zone.  The  out 
standing  public  debt  stands  at 
about  1 15%  of  GDP,  and  a  slower 
economy  and  a  revenue  decline 
mean  that  the  high  debt  burden 
will  surely  increase  this  year. 
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News:  Analysis  &  Commentary 


The  Fed  unleashes 
a  surprise  move  to 
reverse  a  market- 
driven  decline 

No  policymaker  has  studied  the 
New  Economy's  contours  more 
closely  than  Alan  Greenspan. 
The  Federal  Reserve  chairman 
was  among  the  first  to  prosely- 
tize about  the  growth  payoff  of  the 
technological  revolution.  So  it's  no  sur- 
prise that  Greenspan  has  swiftly  swung 
into  action  now  that  a  rocket-propelled 
tech  boom  has  given  way  to  a  steep 
tech  dive  that  risks  dragging  down  the 
economy.  On  Jan.  3,  smack  in  the  mid- 
dle of  George  W.  Bush's  carefully  or- 
chestrated economic  summit  in  Austin, 
Greenspan  stunned  the  President-elect 
and  the  markets  with  an  atypically  as- 


sertive move.  Without  waiting  for  a 
scheduled  policy  meeting,  Greenspan's 
Fed  slashed  interest  rates  by  50  basis 
points  and  signaled  that  more  cuts 
were  in  the  offing. 

Although  a  cut  had  been  expected 
by  the  markets,  the  timing  and  size  of 
the  central  bank's  move  caught  every- 
one by  surprise.  But  from 
now  on,  expect  the  unex- 
pected from  the  Fed  chief. 
Although  he  has  principally 
been  known  over  his  13-year 
Fed  tenure  as  a  cautious  in- 
crementalist  who  likes  to 
telegraph  his  moves  to  the 
market,  the  New  Economy 
monetary  policy  Greenspan 
is  adopting  to  counter  a 
New  Economy  slump  is  un- 
characteristically bold.  True, 
he's  been  known  to  roll  the 
dice  before,  most  recently  in 
1998  in  response  to  the 
Asian  economic  meltdown. 
Now    he    needs    to    do    so 


again,  because  Fed  members  are  con 
vinced  consumer  confidence  has  sunk  to 
levels  that  are  unjustified  by  economic 
fundamentals,  a  mind-set  that  could  lead  ,< 
to  a  recession. 
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Even  as  Greenspan's  bold  move 
snatched  the  limelight  away  from  Bush, 
it  also  gave  him  a  big  helping  hand. 


DR.  GREENSPAN'! 
ELIXIR 

An  aggressive  half-poi 
rate  cut  means  the  Fel 
has  firmly  swung  beh, 
Chairman  Alan 
Greenspans  campaigi 
to  head  off  a  possible 
recession.  But  while  tl 
cut  will  be  hugely  ben 
cial,  the  economy  isn  \ 
out  of  hot  water  yet. 


Itil 


32  I'.ilMHI  V,  WEEK  /  JANUARY  15,  2001 


JANUARY  15,  2001 


CONFAB:  Bush 
huddled  with 
Welch  (second 
from  left)  and 
other  bigwigs  as 
the  cut  was  an- 
nounced 


ot  only  did  it  restore  confidence  to 
le  faltering  markets,  it  also  under- 
bred the  concerns  of  the  President- 
ect  and  his  team  about  the  slowing 
:onomy.  Indeed,  at  a  Jan.  3  press  con- 
rence,  Bush  argued  that  the  Fed's 
nergency  action  only  underscores  his 
tntral  point:  that  America  needs  his 


proposed  $1.6  trillion 
tax  cut  as  recession 
insurance. 

But  if  the  Presi- 
dent-elect clearly  wel- 
comed the  move,  he 
seemed  genuinely  tak- 
~  en  aback  by 
Greenspan's  crashing  of  his  Austin  par- 
ty. The  Texan  suggested  the  Fed's  half- 
point  easing  "is  not  enough"  to  assure 
long-term  growth,  and  insisted  that  he 
will  move  ahead  with  his  controversial 
tax-cut  plans.  Business  leaders  who  at- 
tended the  summit  were  clearly  more 
elated  by  the  Fed  action.  General  Elec- 
tric ceo  Jack  Welch  reported  that  the 
assembled  execs  "raised  a  glass  of  wa- 
ter to  Mr.  Greenspan"  in  an  impromptu 
toast.  Adds  Boeing  ceo  Phillip  Condit: 
The  Fed  cut  was  "a  great  move. 
Strong  action  was  needed." 

And  Wall  Street  rejoiced  as  well.  The 
Dow  Jones  industrial  average  rose  near- 
ly 3%.  on  the  news.  The  Nasdaq  saw 
its  biggest  one-day  gain  ever,  up  14%. 
And  once  again,  shell-shocked  traders 
began  to  talk  about  that  long-delayed 
market  rally. 

The  rate  cut  came  just  in  time.  The 
New  Economy  that  generated  America's 
longest  economic  expansion  looked  to 
be  unraveling  quickly.  The  hallmark  of 
the  era's  prosperity  has  been  a  technol- 
ogy-driven, productivity-boosting  in- 
vestment boom  that  has  been  fed  by  a 
soaring  stock  market.  But  that  has 
made  it  more  susceptible  to  the  risk  of  a 
sudden  downturn.  As  growth  slowed 
from  the  heady  8.4%  pace  of  late  1999, 
corporate  profits  took  a  hit  and  a  stock 
market  priced  for  perfection  slumped. 
The  devastation  in  the  market  sapped 
consumer  and  corporate  confidence. 
Companies,  in  turn,  cut  back  on  expan- 
sion plans  and  trimmed  spending  on 
new  technology  and  workers.  Con- 
sumers, faced  with  a  sudden  evaporation 


of  stock  wealth  and  news  of  layoffs, 
threatened  to  slam  shut  their  pocket- 
books.  "We  kept  getting  doses  of  bad 
news,"  says  Michael  C.  Ruettgers,  ceo 
of  tech-storage  giant  EMC  Corp.  "Even- 
tually, that  creates  a  self-fulfilling 
prophecy." 

WAVE  OF  REFINANCINGS.  Inside  the  Fed, 
alarm  has  been  building  for  weeks  over 
the  swiftness  of  the  economy's  decline. 
It  started  in  mid-December,  when  the 
University  of  Michigan's  consumer  con- 
fidence index  plunged.  Palms  got  sweati- 
er as  company  after  company  missed 
earnings  projections.  The  last  bit  of  bad 
news  was  on  Jan.  2,  when  the  National 
Association  of  Purchasing  Management 
reported  that  the  napm  December  index 
was  the  worst  since  the  spring  of  1991. 

In  the  short  run,  the  Fed's  shift  to  an 
aggressive  monetary  stance  will  benefit 
both  consumers  and  the  durable-goods 
sector.  The  wave  of  refinancings  that 
was  starting  to  sweep  the  housing  sec- 
tor will  now  turn  into  a  flood.  And  eas- 
ier credit  terms  could  start  to  move 
some  of  that  huge  backlog  of  new  cars 
on  dealers'  lots.  Debt-strapped  compa- 
nies also  will  get  a  break,  since  the 
prime  lending  rate  was  cut  in  tandem. 
"A  50-point  drop  is  kind  of  a  slap  in 
the  face,"  says  W  Van  Bussmann,  Daim- 
lerChrysler's  chief  U.  S.  economist.  "It's 
the  Fed  telling  people,  'Here's  some 
more  money  to  spend,  you  need  it.'" 

Retailers,  while  welcoming  the  central 
bank's  move,  wish  it  had  come  a  little 
sooner — in  time  to  salvage  disappointing 
holiday  sales.  "Maybe  the  reality  of  a 
slowdown  has  finally  hit  [Greenspan  & 
Co.],"  says  Joseph  Ettore,  CEO  of  Ames 
Department  Stores.  "They  had  an  op- 
portunity to  really  make  some  hay  be- 
fore Christmas." 

Elsewhere,  even  execs  in  hard-hit 
Techland  opined  that  the  shift  to  a  full- 
throttle  monetary  policy  could  send  a 
spark  to  their  battered  sector.  "Money 


THE  BENEFITS 


BOLD  ACTION  The  speed  and  size  of  the  cut 
s  that  the  Fed  believes  a  steep,  tech-based  New 
my  downturn  requires  a  New  Economy  monetary  poli- 
assertive  counteraction.  And  more  cuts  are  likely. 

DVED  INVESTOR  CONFIDENCE  The  battered 
ts  soared  in  the  wake  of  the  Fed  move.  By  boosting 
ors'  faith  that  a  bottomless  slide  can  be  averted,  the 
lay  end  stocks'  hammering  by  the  tech  decline. 

NGTHENING  CONSUMER  BALANCE  SHEETS  With 
g  cut,  the  Fed  is  injecting  a  burst  of  liquidity  into  the 
my.  Housing  and  autos  could  be  among  the  immedi- 
'neficiaries. 


THE  PROBLEMS  AHEAD 


EARNINGS  DISAPPOINTMENTS  With  fourth-quarter  profit 
warnings  on  the  rise,  more  corporations  are  poised  to  miss 
earnings  targets.  If  the  bad  news  keeps  up,  it  could  blunt 
the  psychological  impact  of  the  Fed's  bold  move. 

HIGHER  UNEMPLOYMENT  Although  labor  markets  are 
tight  now,  continued  deterioration  in  the  corporate  sector 
could  send  the  jobless  rate  up  from  the  current  4%  range 
to  4.5%  or  higher. 

ENERGY  UNCERTAINTY  High  energy  prices  could  sap 
consumer  spending.  With  OPEC  cartel  nations  once  again 
weighing  lower  production  quotas,  a  renewed  spike  in  fuel 
prices  could  undermine  some  of  the  Fed's  actions. 
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will  be  freed  up  for  our  customers  to 
spend  on  technology,"  says  George 
Samenuk,  CEO  of  Network  Associates 
Inc.,  a  computer-security  concern  that 
warned  investors  in  early  January  of  a 
bleak  fourth  quarter  that  reflected  a 
raft  of  order  cancellations.  "I'm  going  to 
be  on  the  phone  with  customers  to  see 
if  we  can  get  some  of  these  projects 
started  again." 

So  much  for  the  good 
news.  The  trouble  is 
that  there  are  long  lags 
before  monetary  stimulus  kicks  in,  and 
in  the  interim  there  are  a  lot  more 
sickly  earnings  reports  ahead  from  cor- 
porations. "Cutting  interest  rates  now 
doesn't  do  anything  for  earnings  in  the 
short  run,"  says  Ian  Shepherdson,  chief 
U.S.  economist  at  High  Frequency 
Economics,  in  Valhalla,  N.Y.  "We're 


still  in  for  a  couple  of  quarters  of 
dismal  earnings." 

True,  the  impact  of  monetary  stimu- 
lus can  take  anywhere  from  six  to  12 
months  to  affect  the  real  economy.  But 
now  that  Greenspan  is  cutting  rates  in 
larger  increments,  he  hopes  to  get  a 
bigger  psychological  bang  for  his  buck. 

Moreover,  however  long  the  lags  for 


signs"  in  hopes  of  ginning  up  politica  n 
support  for  his  $1.6  trillion,  10-yeai 
package  of  tax-rate  reductions  and  cred  ' :i 
its.  If  history  is  any  guide,  however,  bj  R 
the  time  the  lawmakers  get  around  t( 
enacting  any  tax  legislation,  which  usu  P 
ally   doesn't   happen  before   autumn 
whatever  underlying  condition  the  plai  j 
was  supposed  to  have  cured  has  usuall;  I 


Bush  sees  the  Fed's  strategy  as  confirmati<  ia 


monetary  policy,  the  stimulative  impact 
of  the  big  tax  cuts  that  President-elect 
Bush  is  seeking  is  even  farther  away. 
Bush  argues  that  even  a  big-time  dose 
of  monetary  liquidity  won't  be  enough  to 
put  the  economy  on  a  solid  long-term 
growth  track.  So  he's  continuing  to  raise 
concerns  about  recessionary  "warning 


subsided.  "As  far  as  getting  money  int  f 
consumers'  pockets  quickly  via  tax  cuts  f 
it's  pretty  hard  to  do,"  concedes  an  eco  p 
nomic  adviser  to  Bush.  "But  with  smai 
business  struggling,  we  still  think  lowe  I 
marginal  rates  are  needed.  We've  got  t  f 
create  a  sense  that  this  is  urgent 
Yet  much  of  Bush's  tax  plan  has  beei 
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WILL  IT  DO  THE  TRICK?  HISTORY  SIDES  WITH  THE  DULLS 


Don't  fight  the  Fed.  That  age-old 
Wall  Street  axiom  means  that  if 
the  Federal  Reserve  is  cutting  in- 
terest rates,  bet  that  the  market  will  go 
up.  Or  if  it's  raising  rates,  put  your 
money  on  stocks  going  south.  And  with 
the  Fed's  surprise  50-basis  point  inter- 
est-rate cut  on  Jan.  3,  accompanied  by  a 
rip-roaring  rally  in  the  market,  sending 
the  Nasdaq  and  Dow  soaring  325  and 
300  points,  respectively,  the  axiom  cer- 
tainly seems  to  have  been  underscored. 
In  moving  so  quickly,  "the  Fed  was  re- 
acting to  the  market's  mounting  losses," 
says  James  A.  Bianco,  president  of 
Bianco  Research  LLC,  a  bond  market 
research  firm. 

But  many  people  are  wondering  if 
the  rally  will  hold — or  if,  despite  rate 
cuts,  the  stock  market,  along  with  the 
rest  of  the  economy,  will  resume  its 
slide  once  the  euphoria  over  this  initial 
cut  has  subsided.  More  often  than  not, 
history  has  been  on  the  side  of  the 
bulls.  In  7  out  of  the  10  rate  eas- 
ings  from  1973  to  1995  during  a  pe 
riod  of  economic  weakness  or  slow- 
ing, the  market  has  responded 
positively,  according  to  a  study  by 
Goldman,  Sachs  &  Co. 

In  fact,  Edward  F.  McKelvey,  a 
senior  economist  at  Goldman,  com- 
pares the  current  environment 
with  July,  1995,  when  the  Fed  de- 
creased rates  by  25  basis  points  to 
preserve  an  economic  expansion. 
Three  months  after  the  cut,  the 
Standard  &  Poor's  500-stock  index 


had  risen  some  25%  over  where  it  was 
six  months  prior  to  the  cut.  And,  ac- 
cording to  Brown  Brothers  Harriman  & 
Co.,  when  rate  easings  occur  in  the 
year  after  a  down  year  for  the  stock 
market,  stocks  tend  to  stage  a  robust 
recovery. 

So  even  if  market  jitters  don't  entire- 
ly disappear  overnight,  it's  likely  that 
interest  rate  cuts  will  eventually  give 
the  market  a  sustained  boost.  The  rate 
cuts,  coupled  with  a  likely  tax  cut  this 
year,  will  certainly  make  for  a  potent 
stimulus  package,  say  strategists.  "We 
have  an  additional  50  basis  points 
priced  in  over  the  next  quarter.  And 
with  a  tax  cut  coming,  you  don't  want 
to  own  bonds.  You  want  stocks,"  says 
Bianco. 

But  before  you  load  up  on  all  those 
stocks  you  were  terrified  to  buy  last 
year,  heed  some  important  caveats.  For 
one,  the  stock  market  has  not  always 
staged  a  sustained  recovery  after  an 


initial  Fed  move.  And  that  may 
pecially  true  this  time,  according 
Bruce  Steinberg,  chief  economist 
Merrill  Lynch  &  Co.,  because  the 
my  is  continuing  to  slow.  Now,  t! 
jected  consensus  for  growth  of  re| 
gross  domestic  product  in  2001  is 
vs.  4%  in  2000.  "One  cut  won't  d 
and  by  acting  now,  they  have  the 
meeting  on  Jan.  31  where  they  c; 
more,"  says  Steinberg. 
BIG  WINNERS.  You  can  forget  abo 
Lazarus-like  revival  for  the  Nasd 
technology  stocks,  too,  despite  th 
3  rally.  "The  Nasdaq  will  still  lag 
hind  the  rest  of  the  market,  at  le| 
the  first  half  of  year,"  says  Charl 
Blood,  chief  investment  strategists^ 
Brown  Brothers  Harriman.  Tech 
ings  will  continue  to  come  in  slov 
They're  expected  to  grow  11%  in 
vs.  27.6%  last  year,  according  to 
ings  researcher  First  Call  Corp. 
though  technology  has  been  show 


RATE  CUT 
RALLIES 

Of  the  past 
10  rate  cuts 
aimed  at 
buoying  an 
expansion, 
7  sparked 
a  rally  of 
the  S&P  500 
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baignecl  to  slowly  phase  in  over  nine  to 
10  years  in  order  to  minimize  its  bud- 
letary  impact.  A  smaller  overall  pack- 
ige,  with  perhaps  an  earlier  effective 
pte  retroactive  to  Jan.  1,  could  solve 
■me  of  the  problem — but  might  look 
ike  a  Bush  retreat  from  his  campaign 
;ow  to  seek  the  biggest,  boldest  tax 
;ut  on  the  block.  Hill  Republicans  say 


idea  of  a  one-two  punch  of  tax  relief  and 
Fed  action.  Says  Jim  Morgan,  ceo  of 
Applied  Materials  Inc.:  "Counteracting 
forces  like  a  rate  cut  and  a  good  front- 
loaded  tax  cut  could  stop  a  steep  slide." 
But  most  CEOs  queried  by  BUSINESS 
WEEK  reporters  say  that  the  size  of  the 
tax  component  needs  to  be  scaled  down 
and  that  the  central  bank  should  shoulder 


rut  on  the  block.  Hill  Republicans  say      and  that  the  central  bank  should  shoulder      be  a 

iat  the  economy  needs  a  substantial  tax 

hat  Bush  is  still  unlikely  to  get  his      the  primary  burden  of  spurring  growth.      than 


hat  Bush  is  still  unlikely  to  get  his 
)lan  to  collapse  the  39%  and  36%  tax 
rackets  into  a  new  33%  top  rate.  But 
ic  cm  ild  eventually  win  some  rate  cuts 
"or  lower  income-wage  earners,  plus 
;liminate  the  marriage  penalty  and  in- 
leritance  taxes. 
Business,  not  surprisingly,  backs  Bush's 


the  primary  burden  of  spurring  growth. 
Long  before  Bush's  vaunted  tax 
blueprint  gets  sliced  and  diced  and 
massaged  by  Congress,  the  Fed  will 
cut  rates  again  to  jump-start  the  econ- 
omy. Some  Fed  watchers  expect  an- 
other 100  basis  points  by  the  middle  of 
the  year — the  kind  of  monetary  medi- 


cine that  under  most  circumstances 
would  restore  robust  growth. 

The  upshot:  an  early  and  aggressive 
Fed  campaign  could  produce  a  visible 
payoff  by  midyear,  while  congressional 
committees  are  still  gnawing  at  the 
bones  of  Bush's  campaign  tax  plan. 
Right  now,  the  President-elect  might 
be  a  little  peeved  that  Greenspan's  sur- 
prise overshadowed  his 
Austin  extravaganza.  In 
the  long  run,  though, 
Bush  may  come  to 
thank  the  Fed  chairman  for  doing 
him — and  the  economy — a  huge 
favor. 

By  Rich  Miller,  Laura  Cohn,  and 
Lee  Walczak  in  Washington,  with  Lori 
Hawkins  in  Austin,  William  Symonds 
in  Boston,  Stanley  Holmes  in  Seattle, 
and  bureau  reports 


cut 


re  economically  sensitive  than 
iusly  thought  over  the  past  year, 
experts  say  it  still  does  not  corre- 
3  closely  with  Federal  Reserve 
as  other  sectors  of  the  market 
:  didn't  bother  the  technology  sec- 
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tor  when  the  Fed  was  tightening,  and 
it  won't  matter  when  the  Fed  is  easing. 
Semiconductors  could  be  the  only  ex- 
ception," says  Bianco. 

The  sectors  that  will  benefit  most 
from  a  rate-easing  environment:  finan- 
cial, faster-growing  re- 
tailers, and  health-care 
companies.  "These  are 
more  defensive  growth 
sectors,  where  growth 
may  not  be  as  rapid  as 
tech  but  is  much  more 
consistent,"  says  Brown 
Brothers'  Blood. 

For  that  reason,  it's 
likely  that  the  s&P  500 
and  even  the  Dow  Jones 
industrial  average  could 
continue  their  ascent.  Ac- 


cording to  the  Gold- 
man study,  in  cases 
where  the  Fed  used 
rate  cuts  to  success- 
fully prolong  an  ex- 
pansion, much  like 
the  current  environ- 
ment, the  market 
generally  improved 
even  before  the  first 
rate  cut.  Three 
months  after  the  on- 
set of  rate  easings, 
the  s&P  500  was  up 
nearly  5%  on  aver- 
age, and  by  six 
months,  it  had  gained 
a  total  of  8.5%. 

This  time,  the 
market  did  not  im- 
prove in  anticipation 
of  rate  cuts.  And  "if 
easing  doesn't  cause  a  sustained  recov- 
ery soon,  stock  market  declines  could 
be  massive  over  the  next  year,"  says 
Goldman's  McKelvey,  who  sees  only 
about  a  35%  chance  of  that.  In  1981,  for 
instance,  stock  prices  declined  10%  in 
the  three  months  after  the  Fed  cut  in- 
terest rates.  The  reason:  The  economy 
had  already  reached  the  brink  of  reces- 
sion, and  investors  viewed  the  rate 
easing  more  as  a  postponement  of  a 
recession  than  an  avoidance  of  one, 
says  McKelvey. 

For  now,  most  economists  and  strate- 
gists agree  that  it  looks  as  if  the  Fed's 
easing  will  head  off  a  recession  this 
time  around.  If  that's  the  case,  it's  like- 
ly the  bears  will  be  wrestled  to  the 
ground. 

By  Marcia  Vickers  in  New  York 
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HOUSING 


THE  GROUND 
IS  GETTING  SOFT 

Even  the  Fed  cut  may  not  be  enough  to  put  housing  on  its  feet 


Over  the  past  few  years,  the  next 
best  thing  to  holding  shares  in  an 
Internet  highflier  was  owning  a 
home  in  one  of  the  nation's  hot  real  es- 
tate markets.  In  Silicon  Valley,  tales 
abound  of  Internet  tycoons  offering 
homeowners  $1  million  in  cash.  In 
Chicago,  developers  like  David  W. 
"Buzz"  Ruttenberg,  president  of  Bel- 
gravia  Group  Ltd.,  recall  seeing  70-year- 
old  grandparents  buying  high-rise  condo 
units  under  construction — only  to  flip 
them  for  a  quick  profit.  And  in  Austin, 
Tex.,  agent  Sandy  Goodwin  surprised 
even  herself  last  summer  when  she  sold 
a  home  for  $50,000  above  the  owners' 
$180,000  asking  price. 

But  with  the  sharp 
slowdown  in  manufac- 
turing and  the  tech  sec- 
tor fueling  fears  of  a  re- 
cession, the  rock-solid 
housing  market  has  be- 
gun to  look  vulnerable 
of  late.  The  National  As- 
sociation of  Realtors 
(nar)  predicts  that  re- 
sales of  existing  homes 
will  slip  5%  in  2001,  to 
4.53  million.  It  expects 
construction  of  new  sin- 
gle-family homes  to  slide 
3.4%,  to  861,000  units, 
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OPEN  HOUSE? 

After  explosive  growth, 
sales  have  peaked 
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on  top  of  the  2%  decline  over  the  past 
year.  This  weakness  is  spilling  over  into 
the  renovation  market  as  well:  On  Jan. 
3,  the  Commerce  Dept.  reported  a  0.6% 
dip  in  construction  spending  in  Novem- 
ber— a  decline  driven  in  part  by  a  6.3% 
drop  in  home  improvements. 
"SHOT  IN  THE  ARM."  That's  why  devel- 
opers and  agents  were  ecstatic  about 
the  Federal  Reserve's  surprise  half-point 
interest-rate  cut  on  Jan.  3.  A  cut  "is 
just  the  shot  in  the  arm  the  market 
needs,"  says  Keith  L.  Hartke,  manager 
of  the  Great  Falls  (Va.)  office  of  real 
estate  agency  Coldwell  Banker  Stevens. 
But  the  Fed's  action  may  not  get 
things  cooking  again.  While  it  helped 
.  ignite  a  rally  in  the 
stock  market,  the  cut 
did  nothing  for  mort- 
gage rates.  Yields  on  10- 
year  Treasuries — the 
benchmark  for  most 
mortgage  rates — actually 
rose  by  nearly  a  quar- 
ter-point following  the 
Fed  action,  to  5.16%. 
The  reason:  Investors, 
who  had  fled  stocks  for 
the  safety  of  bonds,  used 
the  Fed  move  to  plunge 
back  into  stocks.  That 
ignited  a  sharp  sell-off 
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NOT  MOVING:  Homes  for  sale  in 
Austin  now  take  longer  to  sell 

in  bonds.  And  even  if  mortgage 
rates — which  before  the  Fed  move 
were  hovering  just  above  7%  o: 
30-year  fixed  loans — do  fall,  econ- 
omists believe  that  housing's  fate 
may  be  driven  more  by  consumer 
concerns  about  job  security.  "If 
the  unemployment  rate  rises  by 
more  than  a  half-point,  lower  in- 
terest rates  won't  make  much  of  a 
difference  because  consumers  may 
be  more  worried  about  their  jobs,'; 
says  First  Union  Corp.  economist 
Mark  Vitner. 

BROKEN  DEALS.  So  for  the  mo- 
ment, what  was  an  engine  has  be- 
come a  drag  on  the  economy 
David  F  Seiders,  chief  economist 
I  for  the  National  Association  of 
Home  Builders,  notes  that  the  sharp 
drop  in  residential  investment  shaved 
a  few  tenths  off  third-quarter  gross  do- 
mestic product  growth  and  a  tenth  o 
fourth-quarter  GDP.  A  slowdown  in  hous 
ing  can't  be  taken  lightly,  considerin: 
that  housing  and  related  sectors  hav 
generated  roughly  20%  of  economi 
growth  since  the  mid-1990s. 

Evidence  abounds  that  the  market  i 
cooling.  In  the  upscale  Uplands  sectio 
of  Austin,  Tex.,  where  new  $750,00 
homes  sold  within  hours  of  hitting  th 
market,  the  development  is  now  dottei 
with  "for  sale"  signs — most  of  whic 
have  been  up  for  a  month  or  more.  I 
San  Francisco,  John  M.  Lee,  a  broke 
with  the  Pacific  Union  Real  Estat< 
Group,  notes  that  the  number  o 
"DFTs" — industry  shorthand  for  "deal; 
fell  through" — has  climbed  to  25%  a 
his  agency,  from  just  under  7%  earl; 
in  2000.  And  while  Bay  Area  housin 
values  have  held  up  surprisingly  well 
the  median  home  price  in  San  Francisc 
hit  $463,990  in  October,  up  nearly  5 
from  September  and  26%  from  the  ye; 
earlier — Lee  isn't  convinced  the  tren 
can  continue  even  if  interest  rates  de 
cline  further. 

Nevertheless,  many  larger  builder: 
who  have  stockpiled  land  during  fa 
times  have  little  choice  but  to  mov 
ahead  with  new  projects.  In  Atlanta 
John  Wieland  Homes  &  Neighborhood 
Inc.  is  shifting  its  emphasis  from  single 
family  units  to  lower-priced  townhomefl 
But  with  the  economy  cooling,  there's  n< 
guarantee  that  if  the  nation's  developer: 
build  it,  buyers  will  come. 

By  Dean  Fovst  with  /><■//  Elgin  H 
San  Mateo,  Calif.,  Stephanie  Andersoi 
Forest  in  Dallas,  and  Michael  Arnq 
in  Chicago 
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AUTOS 


DETROIT'S  BIG  STEEDS 
ARE  LOSING  TRACTION 

A  cooling  economy  is  chilling  the  SUV  market  just  as  new  models  hit  the  gate 
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Karen  Elkins  wasn't  even  shopping 
for  a  new  vehicle.  But  when  she 
heard  a  radio  ad  for  a  new  Ford 
Explorer  from  Texas  Motors  Ford 
in  Ft.  Worth  offering  a  $1,500  rebate  and 
cheap  financing,  she  not  only  decided  to 
buy  one,  she  got  the  top-of-the-line  Ed- 
die Bauer  edition. 

Such  deals  are  only  likely  to  become 
sweeter  if  the  annual  Detroit  Auto 
Show,  set  for  Jan.  13  to  21,  is  any  indi- 
cation. Together,  General  Motors,  Ford, 
DaimlerChrysler,  and  Toyota  will  send 
eight  new  models  out  into  an  already 
crowded  field  of  midsize  sport-utility  ve- 
hicles. Indeed,  Detroit's  latest  versions  of 
America's  must-have  vehicle  will  include 
updates  of  all  the  industry's  stars:  a 
new  model  of  Ford's  best-selling  Ex- 
plorer and  revamped  offerings  from  Gen- 
eral Motor's  Chevy  and  gmc  divisions,  as 
well  as  new  Jeeps  from  Chrysler. 

Why  the  onslaught?  Detroit's  Big 
Three  are  still  jockeying  to  cash  in  on 
one  of  their  most  profitable  auto  seg- 
ments. Growing  almost  10%  annually 
for  the  past  10  years,  sales  of  midsize 
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suvs  account  for  60%  of  the  entire  suv 
market  and  have  fueled  much  of  the 
Big  Three's  earnings  growth  over  the 
past  decade. 

Problem  is,  2001  may  well  be  a  bust 
for  Detroit.  AH  the  new  models  are  com- 
ing just  as  a  cooling  economy  and  high 
gasoline  prices  are  chilling  demand  for 
suvs,  particularly  Detroit's  mainstay 
midsize  lines.  In  December,  for  instance, 
General  Motors  Corp.  reported  that 
truck  sales  are  down  20%,  and  Ford  Mo- 
tor Co.'s  truck  sales  fell  7%.  Fat  rebates 
are  already  needed  to  move  many  2000 
models  off  of  crowded  dealer  lots.  And 
after  five  years  of  steadily  increasing 
incentive  packages,  it's  likely  that  2001 
will  bring  even  bigger  deals. 

That  could  mean  a  major  squeeze  on 
profits.  Analysts  expect  Americans  to 
buy  about  16  million  vehicles  this  year, 
down  from  a  record  17.4  million  in  2000. 
Of  that,  Comerica  Bank's  chief  econo- 
mist, David  Liftman,  forecasts  that 
truck  and  suv  sales  will  fall  10%  this 
year,  to  just  under  8  million  vehicles. 
More  worrisome:  The  2  million-vehicle 


market  for  midsize  suvs  is  expected  to, 
be  flat  in  2001  even  as  auto  makers  add 
production  capacity  for  an  additional 
300,000  units.  "There  will  be  a  lot  of 
pressure  on  margins,"  says  Tom  Davis, 
group  vice-president  for  product  devel- 
opment at  GM. 

Already,  midsize  suvs  are  piling  up 
on  dealers'  lots.  At  the  end  of  Novem- 
ber, Chevrolet  dealers  had  128  days' 
worth  of  trucks,  vs.  87  days'  of  supply  in 
late  1999.  Ford  Explorer  inventories  had 
grown  to  70  days'  supply  by  late  2000, 
up  from  62  days'  worth  in  1999.  "We 
aren't  getting  much  activity  on  any  new 
vehicles,"  says  Elyria  Ohio  Chevrolet  \ 
dealer  Allan  Spitzer.  "We're  making 
deals  right  from  the  start  with  whatev- 
er it  takes." 

To  get  the  attention  of  consumers, 
auto  makers  have  already  had  to  hike  in- 
centives beyond  current  record  levels 
Last  year,  auto  makers  were  selling  mid- 
size sport  utilities  at  sticker  prices  of 
around  $28,000,  with  an  average  dis 
count  of  $3,000.  That  was  up  from  $2,000 
in  1999,  according  to  cnw  Marketing/Re- 
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larch  in  Bandon,  Ore.  But  if  eompeti- 
ion  gets  brutal,  it  will  be  hard  to  resist 
branding  rebates  even  for  its  recent 
aunches.  "Manufacturers  hate  to  put  in- 
tentives  on  new  vehicles,"  says  Fort 
Vorth  (Tex.)  Ford  dealer  Cliff  Johnson. 
But  we  might  have  to." 

Publicly,  at  least,  Detroit  executives 
tavc  a  "What — me  worry?"  attitude, 
dany  say  that  the  new  entries  will  gen- 
•rate  buzz  for  all  the  carmakers  in- 
'olved.  "The  market  will  continue  to 
;row,"  says  Russ  Clark,  brand  manager 
or  the  all-new  Chevrolet  TrailBlazer. 

The  stakes  are  high,  particularly  for 
)etroit's  two  biggest  players,  Ford  and 
iM.  For  the  first  time,  they  will  launch 
Jl-new  offerings  in  the  same  year,  gm 
vill  challenge  the  new  Ford  Explorer — 
jid  its  related  Mercury  Mountaineer — 
vith  a  redesigned  family  of  truck-based 
uvs  that  includes  the  Chevrolet  Trail- 
•lazer,  GMC  Envoy,  and  Oldsmobile 
Jravada.  At  the  high  end,  it  will  launch 
cs  more  luxurious  Buick  Rendezvous 
iext  month. 

GM  is  betting  that 
uch  models  will  re- 
oup  market  share  and 
irofits,  which  fell 
harply  in  2000.  Its 
lder,  undersize 
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1 999  sales  of  top-selling 
midsize  SUVs 
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executive  for  gm's  new 
sport-utes. 

Now,  gm  will  have 
entirely  new  suv  offer- 
ings at  the  low,  mid, 
and  high  end.  Their 
biggest  selling  point: 
larger  bodies  as  well  as 
a  new  six-cylinder  en- 
gine. It  puts  out  more 
power  than  Ford's  com- 
peting V8  motor  but 
with  better  fuel  econo- 
my. "I'd  be  lying  if  I 
said  these  vehicles  were 
anything  but  critical  for 
us,"  Spina  says. 

Ford  has  much  on  the  line,  too.  Its 
Explorer,  long  the  best-selling  SUV  in 
the  U.  S.,  may  have  already  run  its  best 
race.  It  has  been  tainted  by  the  gov- 
ernment investigation  into  148  highway 
deaths  in  rollover  accidents,  most  of 
which  involved  Explorers  equipped  with 
Bridgestone/Firestone  tires.  Sales  fell 
more  than  11%  in  the 
investigation's  wake. 
Thanks  to  the  new  com- 
petition and  the  Fire- 
stone stigma,  "Ford 
may  have  to  launch  the 
Explorer   with   incen 


WITH  SALES  STALLING, 
INCENTIVES  GROW 
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UNITS  SOLD 


FORD  EXPLORER            428,772 
Chevrolet  Blazer  and      tives  almost  out  of  the 


MC  Jimmy  became 
lso-rans  behind  the 
Explorer,  Cherokee, 
nd  Grand  Cherokee. 
We  have  not  had  the 
ompetitive  products 
te  need,"  says  Rick 
Ipina,  the  vehicle  line 


JEEPGRAND CHEROKEE  300,031 
CHEVROLET  BLAZER  232,140 
JEEP  CHEROKEE  189,840 

TOYOTA  4RUNNER  124,221 

DATA:  AUT0DATA  CORP 


gate,"  says  Art  Spinella, 
a  vice-president  at  cmw. 
Ford  execs  counter 
that  the  redesign  will 
spur  a  rebound,  since 
the  new  Explorer's 
wider  wheel  base 
makes  it  more  stable. 


And  Ford  has  replaced 
Bridgestone/Firestone 
as  the  suv's  tire  suppli- 
er with  Goodyear  Tire 
&  Rubber  and  Michelin. 
"The  burden  of  proof  is 
less  on  us  than  the 
Johnny-come-latelys," 
such  as  the  Toyota  and 
Jeep  offerings,  says 
James  C.  Schroer, 
Ford's  vice-president  for 
global  marketing. 

DaimlerChrysler  will 
also  elbow  for  market 
share.  Its  top  American 
execs  have  fled  the 
company,  and  German  management  has 
thus  far  failed  to  stem  mounting  losses. 
One  big  reason:  Sales  of  its  Jeep  family 
of  suvs  fell  10%  in  2000  as  its  aging 
models  lost  out  to  new  offerings  from 
Ford  and  foreign  carmakers. 

Now,  Chrysler  is  counting  on  its  new 
Liberty  model  to  reverse  that  trend.  It 
is  designed  with  bolder  styling  and  a 
smoother  ride  than  the  3-year-old  Chero- 
kee it  replaces.  Banking  on  strong  de- 
mand, Chrysler  has  ambitious  plans  to 
build  80,000  Liberties  in  the  first  year 
and  up  to  130,000  thereafter. 

As  if  domestic  competition  weren't 
enough,  foreign  suv  makers  are  also  an- 
gling for  a  bigger  slice  of  the  pie.  Toyota 
Motor  Co.'s  new  Highlander — a  lower- 
priced  version  of  its  top-shelf  Lexus  RX 
300  suv— will  sell  for  under  $30,000,  one 
of  the  lowest  prices  for  a  midsize  suv. 
Designed  around  the  chassis  of  the  Cam- 
ry  sedan,  it  offers  a  smoother  ride  than 
Detroit's  truck-based  suvs.  Toyota  "is 
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absolutely  a  threat,"  says  gm's  Spina. 
That  may  be  so,  but  Toyota  isn't  near- 
ly as  optimistic  as  Detroit  is.  It  expects 
to  sell  just  70,000  units  this  year  and 
100,000  a  year  after  that — about  two- 
thirds  the  sales  of  Jeep  Cherokees. 
What's  more,  Toyota  figures  the  High- 
lander will  cut  into  sales  of  its  4Run- 


ner,  the  fifth-best-selling  midsize  suv  in 
the  U.  S.  "Our  volume  plan  is  fairly  mod- 
est," concedes  Steven  Sturm,  Toyota 
Div.'s  vice-president  for  marketing. 

With  so  many  new  models  competing 
for  attention,  that  may  be  the  wisest 
course.  "The  new-product  effect  won't 
generate  as  much  buzz  because  con- 


sumers will  be  bombarded  with  rebate! 
and  discount  ads,"  says  Susan  Jacobs, 
president  of  Jacobs  &  Associates,  an  au-| 
tomotive-marketing  research  firm  ir 
Rutherford,  N.J.  If  that's  so,  Detroit's 
latest  race  may  boast  particularly  sore 
losers. 

By  David  Welch  in  Detroit 


HEAVY  TRAFFIC  ON  MEMORY  LANE 


From  The  Jetsons  to  Blade  Run- 
ner, popular  culture  has  suggest- 
ed the  cars  of  the  21st  century 
would  be  futuristic  flying  machines. 
Turns  out,  many  will  instead  look  a 
lot  like  the  ones  found  sitting  in 
driveways  40  years  ago. 

Thanks  to  the  wild  successes  of 
Volkswagen's  New  Beetle  in  1998 
and  Chrysler's  PT  Cruiser  a  year  lat- 
er, a  full-blown  retro  car  craze  is 
gathering  steam.  Proof  of  their  ap- 
peal? The  new  Beetle  already  ac- 
counts for  about  a  quarter  of  Volks- 
wagen's U.S.  sales  and  the  pt 
Cruiser  has  been  sold  out  since  it 
went  on  sale  last  spring.  Now  comes 
the  return  of  that  1960s  flower-power 

FORD 

THUNDERBIRD 

2002 


staple,  the  Volkswagen 
Microbus.  The  German  carmaker 
plans  to  unveil  a  throwback  concept 
vehicle,  the  Samba,  modeled  on  the 
original  hippie  bus,  at  the  Detroit 
Auto  show,  which  runs  Jan.  13-21. 

Nor  will  vw  be  alone.  Several  oth 
er  carmakers  plan  to  fan  the  retro 
craze  as  well.  Ford  Motor  Co.  is 
coming  out  with  a  redesigned  Thun- 
derbird  that  harkens  back  to  the 
classic  mid-'50s  T-Birds.  Nissan 
Motor  Corp.  plans  a  new  Z-car 
modeled  on  the  racy  Datsun 
240Z.  And  BMW  will  offer  an  up- 
date of  the  Mini  Cooper,  which 
had  its  heyday  in  Swinging  Lon 
don.  Testing  the  waters  further, 
Ford  will  even  present  a 
pair  of  pure  concept  ve- 
hicles that  draw  their  in- 


spiration from  a  1949  and  a  1960s- 
style  auto  respectively. 

Why  is  everything  old  suddenly 
new  again?  Chalk  it  up  to  the 
nostalgia  of  baby  boomers,  .  ^ 

who  now  make  up  40%  to       Jr^ 
45%  of  all  car  buyers. 
"They  look  to  these  re- 
minders of  the  past  to  find 
some  sort  of  comfort,"  says 
Wes  Brown,  auto  market  analyst  for 
Thousand  Oaks  (Calif.)  NexTrend. 
"Auto  companies  know  this  and  are 
responding." 

Around  Detroit,  the  early  buzz  is 
that  the  Samba  could  very  well  steal 
this  year's  show.  Although  the  vehicle, 
which  takes  its  title  from  the  Euro- 
pean nickname  of  the  deluxe  microbus 
of  the  1960s,  isn't  likely  to  show  up 
as  a  real  product  until  at  least 
2004,  auto  consultant 
Joseph  H.  Langley 
for  Standard  & 
Poor's  dri  figures  it 
could  capture  the 
public's  attention  the 
same  way  the  New 
Beetle  did  when  it  was 
first  shown.  "The  Beetle  demonstrat- 
ed Americans  love  of  the  1960s-era 
VW  products,"  says  Langley. 

That's  not  the  only  oldster  they 
love.  The  new  Nissan  Z-car,  expected 
to  hit  showrooms  in  spring  2002, 
should  answer  the  pleas  from  U.  S. 
drivers  for  a  modern  take  on  the 


BMW 

MINI  COOPER 


NISSAN  Z 

Datsun  240Z,  the  Nissan  sports  car 
that  was  hugely  popular  in  the  1970s. 
With  used  versions  still  trading  for 
as  much  as  new  sports  cars,  the  up- 
dated Z  will  likely  hew  closely  to  the 
design  of  the  original. 

Ford's  new  T-Bird  will  go  a  step 
further:  Although  it  will  rely  heavily 
on  the  1955  version,  it's  an  amalgam 
of  several  popular  earlier  Thunder- 
birds.  Expected  to  hit  the  showrooms 
this  summer,  Ford  won't  say  how 
much  the  new  T-Bird  will  cost.  Indus- 
try watchers  say  the  retro  car  is  tar- 
geted at  baby  boomers  who  could  not 
have  afforded  the  original  but  are 
now  in  their  peak  earning  years. 

Likewise,  BMW  will  bring  back  the 
popular  British-inspired  Mini  Cooper; 
a  European  debut  is  planned  for  this 
fall  with  a  U.  S.  launch  the  following 
spring.  Intended  as  a  third  car  or 
commuting  vehicle  for  most  buyers, 
the  Mini  will  form  the  basis  of  a  new, 
entry-level  line  of  vehicles  from  BMW. 
And  even  though  it  originally  sold 
just  10,000  units  in  the  U.S.  between 
1960  and  1967,  the  new,  $18,000  ver- 
sion is  expected  to  sell  20,000-25,000 
units  its  first  year  in  the  U.  S.  alone. 
Of  course,  it's  possible  auto 
makers  could  take  this  whole 
craze  too  far.  At  the  Detroit 
show,  Isuzu  plans  to  show  off 
its  GBX  concept  car,  which  has 
already  been  likened  to  a 
"modern-day  interpretation  of 
a  stagecoach."  So  what's 

next — Fred  Flintstone'e  car? 

By  Jeff  Green  in  Detroit 
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(MICROSOFT  AND  INTEL: 
MOVING  IN  ON  PC  MAKERS'  TURF 

flow  deeply  will  they  delve  into  developing  Net  appliances' 


TECHNOLOGY 


For  years,  personal  computer  mak- 
ers have  cheered  whenever  their 
biggest  suppliers,  Intel  Corp.  and 
Microsoft  Corp.,  have  hawked  new 
jrocessors  or  software  at  industry  trade 
shows.  But  they  aren't  likely  to  coo 
ibout  what  those  companies  will  intro- 
luce  at  this  year's  Consumer  Electron- 
cs  Show  on  Jan.  5  and  Jan.  6. 

Rather  than  unveil  new  goodies  for 
>cs,  the  two  will  preview  computer-like 
ippliances  that  could  siphon  consumer 
lollars  spent  on  PCs.  The  moves  could 
ilso  cut  off  promising  new  markets  for 
>c  makers.  Intel  will  reveal  a  digital 
nusic  player,  while  Microsoft 
Anil  show  off  its  much  antici- 
pated Xbox  game  console. 

The  introductions  could 
tick  off  a  more  troubled  era 
Jetween  PC  makers  and  the 
:hip  and  software  kingpins, 
^though  the  Wintel  duo  has 
;labbled  in  selling  hardware 
such  as  mice  and  home-net- 
vorking  gear  to  consumers,  ,NTEL'S 
his  is  the  first  time  it  will  PLAYER 
?o  head-to-head  with  PC  makers  in 
narkets  with  sizable  potential.  "You're 
?oing  to  step  on  a  lot  of  toes  when 
fou  start  competing  for  the  same  con- 
|  sumer  dollars  as  your  customers,"  ob- 


serves   idc    analyst    Bob    O'Donnell. 

The  assault  couldn't  come  at  a  worse 
time  for  PC  makers.  Partly  because  of 
market  saturation,  computer  sales  are 
expected  to  slow  dramatically  in  2001. 
Furthermore,  electronic  appliance  makers 
such  as  Palm  Inc.  and  Nintendo  have 
been  busy  picking  off  niche  PC  functions 
like  personal  organizers,  photography, 
music  players,  and  games.  Analysts  now 
expect  sales  of  non-PC  devices  to  grow  at 
least  40%  through  2004,  versus  mid-teen 
growth  for  PCs. 

PC  makers  have  remained  mostly 
mum  about  the  moves  for  fear  of  cross- 
ing their  most  critical  suppliers,  but 
many  are  trying  to  protect  their  turf. 

Some  are  building  new  relationships 

with  Intel  chip  rivals  Transmeta 
Corp.  and  Advanced  Micro  De- 
vices Inc.  Other  companies  us- 


Both  companies 
boast  name  recog- 
nition and  valuable 
proprietary  technology 


BIG  GAME:  Gates  has  high  hopes  for 
Microsoft's  Xbox  console 

ing  Microsoft's  operating  system  are 
moving  to  rival  Linux  for  forthcoming 
products.  Small  as  these  efforts  are,  PC 
makers  want  to  be  prepared  with  new 
suppliers  if  their  old  ones  become  sig- 
nificant competitors. 

Intel  and  Microsoft  are  already  at  their 
door.  Intel's  $299  digital  music  player,  to 
be  launched  February  1st,  will  go  up 
against  Compaq  Computer  Corp.'s  $249 
iPaq  MP3  player.  In  the  fall,  it  will  start 
shipping  its  Web  Tablet  and  Chat  Pad 
wireless-handheld  computers  that  work 
in  conjunction  with  desktop  pes.  Both  will 
compete  with  similar  offerings  from  Com- 
paq and  Gateway  Inc. 

Why  is  Intel  willing  to  forge  ahead? 
80%  of  its  core  business  comes  from  sell- 
ing chips  to  the  slowing  PC  market.  Now, 
they  are  looking  to  make  up  for  the  slump 
by  creating  new  products  that  make  use 
of  existing  Intel  components. 
EYE-POPPING  GRAPHICS.  Some  PC  makers 
also  see  a  major  threat  in  Microsoft's  pow- 
erful Xbox,  which  features  a  Pentium  III 
processor  and  graphics  far  more  stunning 
than  that  of  the  average  PC,  still  heavily 
used  by  gamers.  One  PC  industry  exec 
argues  consumers  will  be  far  more  likely 
to  buy  the  Xbox  for  $300  than  a  $700 
computer.  "I  don't  think  most  PC  makers 
understand  what's  going  on,"  he  says  of 
the  potential  threat  from  Microsoft. 

Of  course,  it's  far  from  certain 
whether  Microsoft  and  Intel  will  be  suc- 
cessful. Neither  has  much  experience 
competing  against  long-established  elec- 
tronics suppliers  such  as  Sony  and 
Panasonic,  much  less  Compaq  and  Gate- 
way. But  both  have  spent  billions  on 
brand  recognition,  and  analysts  say  their 
new  offerings  are  technologically  supe- 
rior. Intel's  music  player  has  twice  the 
recording  capability  of  competitors  at  a 
similar  price.  The  Xbox,  for  its  part, 
will  include  a  high-powered  DVD  player 
and  a  hard  drive  that  allows  for  better 
streaming  video  and  audio  than  on  pes 
and  competing  game  consoles. 

Intel  and  Microsoft  have  other  ad- 
vantages. The  former  controls  more  than 
25%  of  the  red-hot  flash  memory  market 
that  is  key  to  several  of  its  new  de- 
vices. And  Microsoft  has  attracted  major- 
game  developers  such  as  Electronic  Arts 
and  Activision  Inc.  That's  upping  con- 
cern elsewhere  in  the  industry.  "The 
question  on  everyone's  lips  is,  at  what 
point  do  they  stop?"  says  mc's  O'Don- 
nell. "It's  not  much  of  a  step  to  see  an 
Intel-branded  computer."  If  that  hap- 
pens, you  can  bet  pr  makers  will  only  be 
chillier  at  future  electronics  shows. 

By  Cliff  Edwards  in  San  Francisco, 
with  Peter  Burrows  in  San  Mateo  and 
Jay  Greene  in  Seattle 
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COMMENTARY 


By  Christopher  Palmeri 


CALIFORNIA'S  UTILITIES  DOTH  PROTEST  TOO  MUCH 
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Everything  seems  cold  and  dark  at 
California's  two  biggest  utilities 
these  days,  pg&e  Corp.  and  Edison 
International  say  the  deregulation  of 
California's  electricity  market  is  killing 
them.  The  companies  figure  they  have 
paid  out  nearly  $12  billion  more  for  pow- 
er than  they  have  collected  from 
ratepayers  in  recent  months.  Edison 
Chairman  John  E.  Bryson  has  been  a  fix- 
ture on  TV,  on  the  radio,  and  in  newspa- 
pers in  California  saying  that  if  Edison 
doesn't  get  some  sort  of  compensation 
for  those  "undercollections,"  there  could 
be  blackouts  in  the  Golden  State. 

Scary  talk.  And,  no  doubt,  Califor- 


cursory  look  at  the  books  of  both  com- 
panies suggests  that  their  claims  of 
losses  due  to  deregulation  may  be  more 
than  a  bit  overstated. 

Behind  the  debate  over  how  high 
rates  should  go,  a  huge  battle  is  shaping 
up  over  who  should  foot  the  bill  and  how 
much  the  whole  fiasco  has  really  cost. 
Some  longtime  utility  watchers  say  the 
amount  the  utilities  claim  they  are  being 
shortchanged  should  be  looked  at  in  the 
context  of  how  much  the  utilities  have 
earned  as  a  result  of  deregulation. 

The  reason:  Both  still  own  a  lot  of 
power  plants.  And  while  their  utility 
transmission  businesses  have  been  bleed- 


I 
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nia's  utility  deregula- 
tion mess  is  danger- 
ously close  to 
spinning  out  of  con- 
trol. That's  why  on 
Jan.  3,  the  California 
Public  Utilities  Com- 
mission proposed  a 
9%  residential  rate 
hike  for  90  days,  a 
stopgap  measure  that 
will  allow  indepen- 
dent auditors  to  re- 
view the  utilities  as 
well  as  "their  holding 
companies  and  affili- 
ates." The  puc  is  ex- 
pected to  approve  the 
measure  on  Jan.  4. 
That's  a  far  cry  from 
the  30%  the  utilities 
asked  for. 

Why  so  low?  The 
commission  isn't  com- 
menting. But  even  a 


WIN  SOME,  LOSE  SOME 


Here  are  some  of  the  ways 

Edison  International  and  pg&e 

have  benefited  from 

deregulation: 

DIVESTITURES  Both"  sold 

several  of  their  power-generat- 
ing plants.  PG&E  sold  more 
than  $1.5  billion  worth; 
Edison,  $1.2  billion. 

POWER  PRODUCTION I  PROFITS*" 

PG&E  and  Edison  own  plants 
and  have  reaped  profits  as 
electricity  prices  surged.  Out- 
siders estimate  their  production 
earnings  at  roughly  $5  billion. 

ACQUISITIONS  Both  utilities 
have  benefited  from  lucrative 
investments  in  out-of-state 
plants. 


ing  cash  because  of 
the  high  wholesale 
price  they  must  pay 
for  electricity,  the 
soaring  price  of  power 
has  been  a  huge  boon 
to  the  plants  they  still 
own  in  the  state. 
What's  more,  deregu- 
lation has  allowed  the 
utilities  to  pursue  a 
host  of  lucrative  op- 
portunities out  of 
state.  "These  compa- 
nies are  crying  poor, 
they  are  asking  for  a 
bailout,  but  I  will  bet 
you  anything  by  the 
end  of  the  year  they 
won't  show  a  loss," 
says  Harry  Snyder, 
head  of  the  San  Fran- 
cisco office  of  Con- 
sumers Union. 

So  far  neither  com- 


Si 


pany  has  shown  a  loss  attributable 
the  power  crisis.  PG&E  earned  $753 
lion  for  the  first  nine  months  of  20 
on  revenues  of  $18.1  billion,  up  40 
from  1999's  earnings.  Edison's  pro 
rose  15%  through  Sept.  30,  to 
lion,  on  revenues  of  $9.1  billion.  Tl 
main  driver  in  both  cases:  profits  i 
their  power  plant  units  as  well  as 
a  slew  of  independent  power  plant 
they  bought  or  built  in  recent  yea; 

To  be  fair,  those  earnings  don't 
elude  the  $12  billion  the  utilities  ss 
they're  out  of  pocket.  They  keep  t  i 
debits  in  separate  accounts.  They'i 
asking  regulators  to  let  them  char, 
that  amount  back  to  ratepayers 
WINDFALL.  But  just  how  much  of  tl 
should  consumers — rather  than  the 
ties  or  their  shareholders — have  to 
In  exchange  for  their  willingness  tc 
deregulate,  the  utilities  were  given 
chance  to  collect  big  sums  as  comp( 
tion  for  the  amount  they  thought  tl 
would  lose  when  their  old  plants  co 
ed  in  a  deregulated  power  market, 
starters,  the  sale  of  some  California 
plants  netted  them  a  combined  $2.'5 
lion.  They  also  charged  a  special  su 
charge  to  consumers  to  help  pay  of 
billion  in  bonds.  In  addition,  PG&E  fi 
its  California  power  plants  will  proi 
profits  of  $2  billion  this  year.  Edisc 
likely  make  more  than  $1.1  billion, 
windfall  of  several  billion  dollars  wj 
lected  from  ratepayers  in  the  first 
years  of  deregulation,  when  wholes 
energy  prices  were  far  below  what 
utilities  got  from  ratepayers. 

Add  it  all  up,  and  the  utilities  A 
lose  out  as  expected,  figures  The  I 
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•m  Network,  a  San  Francisco-based 
imer  rights  group  that  has  been 
al  of  California's  deregulation.  In- 
,  PG&Eand  Edison  have  collected 
y  $20  billion  in  post-deregulation 
s  from  ratepayers  through  August 
t  year.  "You  need  to  subtract  the 
illiun  in  losses  they  claim  from  the 
illion  they  have  earned  since  dereg- 
■n,"  says  TURN'S  director,  Nettie 
.  "They  are  still  in  the  black." 
course,  the  utilities  don't  much  care 
lat  math.  Kent  Harvey,  the  chief  fi- 
al  officer  at  PO&E  's  Pacific  Gas  & 
ric  unit,  disputes  turn's  analysis. 
;  billions  of  dollars  are  part  of  a 
ati   'leal,  negotiated  as  part  of 
julation.  "We  are  talking  about  two 
ent  accounts,"  he  says.  "A  transition 
nt  designed  for  us  to  recover  our 
tment  in  past  plants  and  the  operat- 
isses  we  are  showing  today." 
at  may  be  the  case,  but  looked  at  as 
)le,  it's  hard  to  argue  that  until  the 
nt  debacle  the  utilities  and  their  in- 
vestors haven't  ben- 
efited from  deregula- 
tion. To  hear  the 
complaints,  though, 
you'd  think  the  fi- 
nancial impact  has 
all  been  negative. 

Moreover,  deregu- 
lation allowed  pg&e 
and  Edison  to  ag- 
gressively enter  lu- 
crative new  markets. 
In  1998,  pg&e  paid  a 
then-record  $1.6  bil- 
lion for  power  plants 
~~  owned  by  a  New 
Hid  utility.  Months  later,  Edison 
•d  that  with  its  $1.8  billion  deal  for  a 
near  Pittsburgh.  Then  Edison  paid 
Dillion  for  plants  from  Chicago's 
nonwealth  Edison  Co.  So  far  those 
have  paid  off.  Edison  now  gets  more 
half  its  earnings  from  deregulated 
r  plants  outside  of  California.  Its 
on  Energy  unit  owns  more  than  40 
3  globally. 

me  of  that  is  to  argue  that  whole- 
)rices  aren't  too  high  in  California, 
at  ratepayers  shouldn't  pay  some- 
higher  rates.  But  they  shouldn't 
der  the  costs  alone.  The  California 
es  have  until  recently  profited  from 
fulation.  Reaping  the  greater  re- 
8  of  a  free  market  also  means  facing 
the  costs  inherent  in  greater  mar- 
isks. 

Palmeri  covers  energy 
from  California. 
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ns  of  our  children. 


tree  is  the  strong  one. 
The  ocean,  rambunctious  and  untamed. 
The  sky,  the  absolute  dreamer. 


nd  to  choose  the  tree  over  the  ocean 
would  belike  choosing  one  child  over  the  next. 

\  impossibility  as  large  as  the  world  itself. 

Lhe  world's  leading  environmental  groups  are  working  togethe 
To  find  out  how  you  and  your  employer  can  help, 

please  visit  our  Web  site  at  www.earthshare.org. 
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FORD:  A  BETTER  IDEA 
ON  WARRANTIES 

there's  nothing  like  a 
public-relations  fiasco  to 
motivate  corporate  change. 
Breaking  a  century-old  tra- 
dition, Ford  Motor  said  on 
Jan.  2  that  it  will  cover  tires 
under  its  vehicle  warranty 
program.  The  decision,  which 
will  cost  Ford  tens  of  mil- 
lions of  dollars,  comes  after 
the  recall  of  6.5  million  faulty 
Firestone  tires,  mostly  on 
Ford  Explorers.  Ford  says 
that  the  change  will  improve 
customer  satisfaction  and 
provide  early  warning  of 
possible  tire  defects. 

In  a  separate  action, 
Bridgestone/Firestone  re- 
called about  8,000  tires  made 
in  Mexico  for  gm  vehicles,  in- 
cluding the  gmc  Yukon  and 


CLOSING    BELL 


OFFICE  CUTBACKS 

Less  than  six  months  after 
taking  the  helm  of  the  largest 
seller  of  office  supplies,  Of- 
fice Depot  CEO  M.  Bruce  Nel- 
son said  on  Jan.  3  that  he 
would  close  70  of  the  worst- 
performing  stores  in  North 
America — a  move  that  gave 
its  beleaguered  shares  a 
11%  boost,  to  above  $8. 
What's  more,  Nelson  said  he 
would  scale  back  Office  De- 
pot's expansion  plans,  open- 
ing about  50  stores  in  2001. 
Nelson  remains  optimistic 
that  he  can  revive  growth  at 
the  retailer,  which  has  lost 
ground  to  rival  Staples. 
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the  Chevrolet  Suburban,  gm 
has  covered  tires  under  its 
vehicle  warranties  since  1996. 

RINGING  IN  THE  NEW 
WITH  A  RATE  HIKE 

AT&T    WELCOMED    THE     NEW 

year  by  raising  cable  rates. 
The  largest  U.  S.  cable-TV  op- 
erator said  on  Jan.  2  it  will 
raise  rates  an  average  of 
4.8%.  AT&T  Broadband  said 
programming  costs,  which  ac- 
count for  30%  of  its  overall 
costs,  rose  10%  last  year. 
Sports  shows  were  the  big 
culprit,  says  spokesman  Steve 
Lang.  The  price  increases  will 
also  cover  upgrades  that  will 
improve  the  quality  of  TV  sig- 
nals. They  will  not  be  used, 
however,  to  pay  for  the  cost 
of  new  digital  services  such 
as  cable  phone  service  or 
high-speed  Internet  access. 
The  increases  are  about  av- 
erage for  the  industry,  but 
that  isn't  likely  to  make 
AT&T's  16  million  customers 
want  to  celebrate. 


ENGINE  TROUBLE 
ATGE? 

WERE   THOSE   STORM   CLOUDS 

gathering  over  General  Elec- 
tric or  just  shadows  of  doubt? 
GE  shares  plunged  8.7%  Jan. 
2  on  fears  that  a  slowing 
economy  will  harm  the  Fair- 
field (Conn.)  conglomerate's 
earnings.  Also  sending  shares 
south:  renewed  worries 
about  ge's  popular  jet  en- 
gine, the  cf-6,  which  has  suf- 
fered a  series  of  problems. 
A  ge  spokesman  says  that 
stepped-up  inspections  of  en- 
gines won't  cost  more  than 
$30  million — an  amount  that 
won't  affect  profits.  And  ceo 
John  F.  Welch  says  that 
while  ge's  consumer  busi- 
nesses are  slowing,  industri- 
al businesses  are  still  strong. 
But  that  may  not  be  enough 
to  soothe  investors,  who 
have  seen  the  company  lose 
$126  billion  in  stock  market 
value  since  August. 


HEADLINER:  JAY  WALKER 


WALKING  AWAY  FROM  PRICELINE 


i 


\? 


Jay  Walker,  the  boyish, 
fast-talking  founder  of 
Priceline.com,  couldn't 
make  a  winner  out  of 
any  of  his  compa- 
nies in  2000.  Two 
closed  in  Octo- 
ber, including 
WebHouse 
Club,  his  name- 
your-own-price 
outfit  for  gro- 
ceries. Another 
delayed  its  initial 
public  offering,  while 
Priceline  and  sister  com- 
pany Walker  Digital  suf- 
fered painful  layoffs.  On 
Dec.  31,  Walker  decided  it 
was  time  to  quit.  The  con- 
troversial entrepreneur 
gave  up  his  board  seat  at 
Priceline.  He  leaves  be- 
hind a  company  whose 
shares  now  trade  at  $1  and 


change,  far  below  their 
$162  post-IPO  peak. 

But  that's  not  the  end  of 
his  problems.  Now, 

Walker  will  turn  his 
attention  to  the 
identity  crisis 
under  way  at 
Walker  Digital. 
Known  as  the 
patent  lab  that 
spawned  Price- 
line,  the  Stamford 
(Conn.)  company  re- 
tooled itself  as  an  incuba- 
tor and  said  it  would  spin 
off  a  dozen  startups  a  year. 
No  more.  It's  back  to  de- 
veloping patents  and  trying 
to  turn  intellectual  proper- 
ty into  cash.  Can  Walker 
pull  off  a  second  act?  The 
clock  is  ticking  on  those  15 
minutes  of  fame. 

Pamela  L.  Moore 
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LTV:  CHAPTER  11, 
BOOK  2 

LTV       ALREADY       HAS       THE 

dubious  distinction  of  suffer- 
ing through  the  longest  Chap- 
ter 11  bankruptcy  in  U.S.  his- 
tory, a  seven-year  ordeal  that 
ended  in  1993.  On  Dec.  29, 
the  nation's  No.  4  steelmaker 
became  one  of  the  few  com- 
panies to  go  bankrupt  twice. 
Cleveland-based  LTV  blamed 
its  Chapter  11  filing  on  low- 
priced  imported  steel  and  a 
steep  drop  in  domestic  de- 
mand. Analysts  also  fault  LTV 
for  piling  up  too  much  debt  as 
it  tried  to  diversify.  LTV  is  not 
alone:  Wheeling  Pittsburgh 
Steel  declared  bankruptcy  in 
November. 


MICROSOFT:  BACK 
BEFORE  THE  JUDGE 

[F  THERE'S  ONE  .JUDGE  THAT 
Microsoft  hoped  never  to  find 
itself  before  again,  it's  U.S. 
District  Court  Judge  Thomas 
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Penfield  Jackson.  Tough  luck. 
Microsoft  is  back  before  the  ; 
jurist  who  ordered  the  com- 
pany split  in  two.  Seven  cur- 
rent and  former  employees 
filed    a    race-discrimination  jy 
class  action  on  Jan.  3  seek- 
ing at  least  $5  billion.  The 
group  alleges  that  the  soft 
ware  giant  failed  to  evaluate, 
promote,    or   pay   them   as 
highly  as  white  employees. 
Deborah  Willingham,  Micro 
soft's 


m 
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t's  vice-president  for  hu-B 
n  resources,  denied  the  al- 


man 

legations,  saying  the  company 
has  a  "zero-tolerance  policy 
toward  discrimination. 


ETCETERA... 


■  Apple  Computer  sharply  cut 
prices  on  its  hardware  lines  to 
make  way  for  new  products. 

■  Yahoo!  will  ban  Nazi-relat- 
ed items  and  other  hate  ma 
terial  from  its  auction  sites. 

■  Auto-parts  maker  Federal- 
Mogul  obtained  an  additional 
$350  million  in  financing. 
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»Y  PAULA  DWYER 


A  BATTLE  FOR  THE  SOUL 
OF  THE  DNC 


When  word  leaked  just  before  Christmas  that  fund-raising 
maven  Terence  R.  McAuliffe  would  become  chairman  of 
the  Democratic  National  Committee — ousting  Joe  An- 
trew — theories  flew.  It  was  a  power  play  by  outgoing  Presi- 
lent  Clinton,  who  wants  to  remain  a  party  kingpin,  many 
aid.  No,  the  coup  was  the  work  of  Senator  Hillary  Rodham 
Clinton  (D-N.Y.),  who  needs  her  favorite  Mr.  Moneybags  to 
•ave  the  way  for  a  future  Presidential  bid,  others  declared.  Or, 
ome  posited,  it  was  orchestrated  by  disgruntled  Dems  who  be- 
ieve  Vice-President  Al  Gore  ran  a  rotten  campaign  and  can't 
ie  trusted  to  win  back  the  White  House. 

They  could  all  be  correct,  but  the  real 
eason  for  the  McAuliffe  Mutiny  is  simpler: 
Tie  Democratic  Party  is  about  to  become 
he  green  party — as  in  greenback.  McAuliffe 
aised  some  $75  million  in  earlier  fund-rais- 
ig  roles,  including  chairman  of  last  Sum- 
ner's party  convention  and  finance  chair- 
nan  for  the  '96  Clinton/Gore  reelection.  His 
iew  assignment:  Raise  bundles  of  cash  to 
ielp  Dems  win  control  of  Congress  in  2002 
nd  take  back  the  White  House  in  2004. 
>LD  SCANDALS.  Fund-raising  prowess  or 
.o,  McAuliffe  is  in  for  a  fight.  Ex- Atlanta 
dayor  Maynard  H.  Jackson  says  he  is  chal- 
jnging  McAuliffe,  alleging  he  presented  his  ~ 
andidacy  to  black  leaders  as  a  done  deal  without  consulting 
hem.  Jackson  also  claims  that  McAuliffe,  with  his  Clinton 
ies,  cannot  "offer  new  leadership  and  fresh  ideas." 

McAuliffe  isn't  likely  to  lose,  but  the  racial  aspect  of  the  tiff 
ould  heighten  intraparty  divisions.  "The  Democratic  Party  is 
bout  more  than  just  fund-raising,"  says  the  party's  Georgia 
hairman,  David  J.  Worley,  a  Jackson  ally.  "We  need  a 
pokesman  who  can  broaden  the  base." 

The  counterinsurgents  are  hoping  to  convince  most  of  the 
inc's  451  voting  members,  who  will  meet  in  Washington  on 
*eb.  2,  that  the  taint  from  past  fund-raising  scandals  should 


McAuliffe:  Mr.  Moneybags 


disqualify  McAuliffe.  Indeed,  McAuliffe,  43,  dreamed  up  those 
infamous  White  House  sleepovers  and  coffees.  But  his  back- 
ers point  out  that  he  was  not  involved  in  the  dnc's  stickiest 
legal  problem — the  millions  in  large  checks  that  came  illegally 
from  Chinese  and  other  foreign  donors  in  '96. 

The  powerful  Teamsters  union  has  its  own  gripe  with 
McAuliffe.  Aides  to  President  James  P.  Hoffa  allege  that 
McAuliffe  and  the  DNC  were  briefly  involved  in  a  scheme  to  di- 
vert union  funds  into  the  '96  reelection  campaign  of  then-union 
chief  Ron  Carey.  Hoffa  eventually  won  the  election  after  Carey 
aides  pled  guilty  and  government  overseers  barred  Carey  from 
office.  Hoffa  recently  warned  other  afl-cio 
leaders  that  supporting  McAuliffe  might 
prove  embarrassing  if  the  Bush  Adminis- 
tration revives  a  federal  probe  of  the  inci- 
dent. McAuliffe  supporters  say  raising  such 
allegations  is  dirty  pool:  While  he  has  testi- 
fied to  a  grand  jury  on  the  matter,  he  was 
never  a  target.  "There's  nothing  there,"  says 
McAuliffe  spokeswoman  Jennifer  Backus. 

Still,  the  flap  allows  Jackson  backers  to 
depict  a  McAuliffe  candidacy  as  a  mistake, 
especially  at  a  time  when  Dems  are  again 
pushing  campaign-finance  reform.  "It  cer- 
tainly fuzzies  up  the  issue,"  says  Worley. 
But  to  Jackson,  the  core  point  is  more 
basic.  He  says  he,  not  McAuliffe,  can  define  a  new  party  vision 
and  expand  its  appeal  in  fast-growing  Southern  and  Western 
states.  Jackson  was  especially  incensed  at  Gore's  halfhearted 
campaigning  in  Georgia,  North  Carolina,  Louisiana,  and 
Arkansas — states  Bush  won  but  that  Gore  could  have  taken, 
according  to  Jackson.  "To  write  off  Georgia,  the  third-blackest 
state  in  the  nation,  didn't  make  any  sense,"  he  says. 

McAuliffe  doesn't  want  to  fight.  Party  sources  say  he'll  offer 
Jackson  a  vice-chairmanship  or  other  high  post  if  he  with- 
draws, but  Jackson  says  he'll  accept  nothing  but  the  top  job. 
This  battle  could  leave  the  Greenback  Partv  black  and  blue. 


CAPITAL  WRAPUP 


INTERACTIVE  ACTIVITY 

►  Outgoing  Federal  Communications 
Commission  Chairman  William  E.  Ken- 
nard  is  likely  to  propose  regulating  the 
nascent  interactive-TV  industry.  A  new 
rule  could  bar  interactive-TV  providers, 
.such  as  cable  operators,  from  discrimi- 
nating against  unaffiliated  program- 
ming. The  move  is  a  departure  for 
Kennard,  who  has  taken  a  hands-off 
stance  toward  regulating  new  media. 
Why  the  shift?  Egged  on  by  con- 
tent providers  such  as  Walt  Disney 
1  Co.  and  NBC,  Kennard  worries  that  in- 


teractive-TV companies  could  keep  out 
rivals,  aoltv,  delivered  over  Time 
Warner  cables,  could  make  it  hard  for 
viewers  of  the  Fox  sci-fi  show  The  X- 
Files  to  click  on  an  icon  to  get  mer- 
chandise. "If  you're  a  content 
provider  and  you  don't  control  the 
pipe,  you  have  a  potential  bottleneck 
problem,"  says  Kennard. 

Cable  outfits  say  there's  no  need  for 
the  rule — and  they  may  have  an  ally  in 
the  next  FCC  chair.  The  top  contender 
for  the  job,  FCC  Commissioner  Michael 
Powell,  is  no  fan  of  Net  regulation. 

By  Amy  Bonus 


TARGETING  HELMS 

►  Even  though  the  2000  election  is 
barely  over,  the  2002  race  has  already 
begun — and  Democrats  are  taking  aim 
at  the  seat  held  by  North  Carolina's 
conservative  warhorse,  Senator  Jesse 
Helms,  79.  First  out  of  the  box  is 
North  Carolina  Secretary  of  State 
Elaine  F.  Marshall,  55,  a  rising  star 
among  Democratic  centrists  and  abor- 
tion-rights backers.  She  has  scheduled 
meetings  in  Washington  with  about  a 
dozen  sympathetic  political  action  com- 
mittees to  test  the  waters. 
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THE  MYTHICAL  FIVE  NINES.  99.999%.  AS  CLOSE  TO  PER 
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Server 


For  a  server  operating  system,  the  five  nines  are  a  measure  of  reliability  that  translates  i 
over  five  minutes  of  server  downtime  per  year*  For  your  business,  that  means  servers 
and  running  when  people  need  them.  Of  course,  rumors  of  this  99.999%  uptime  usually 
under  ideal  lab  conditions.  But  where  are  these  five  nines  when  your  business  needs  tr  I 
If  you're  using  Microsoft"  Windows"  2000  Server-based  solutions,  they  may  be  closer  thi  L 
think.  Today  Starbucks,  FreeMarkets  and  MortgageRamp,  an  affiliate  of  GMAC  Comme  k 


'This  level  of  availability  Is  dependent  on  many  factors  outside  of  the  operating  system,  Including  other  hardware  and  software  technologies,  mission-critical  operational  processes  and  profession 
©  2000  Microsoft  Corporation.  All  rights  reserved.  Microsoft,  Windows,  and  the  Windows  logo  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  In  the  United  States  and/or  other  countries  The  nan 
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rOU  CAN  GET  WITHOUT  BREAKING  SOME  LAW  OF  NATURE. 


Sage,  are  using  Windows  2000  Server-based  systems  designed  to  deliver  99.999%  server 
e.  Of  course,  not  all  installations  require  this  level  of  reliability,  but  one  thing  is  for  sure:  The 
)ws  2000  Server  family  can  help  you  get  to  the  level  of  reliability  you  need.  In  fact,  industry 
rs  such  as  Compaq,  Hewlett-Packard,  Unisys,  Stratus  and  Motorola  Computer  Group  can  work 
thai'  ou  to  deliver  solutions  with  up  to  five  nines  uptime.  To  learn  more  about  server  solutions  you 
me  Dunt  on,  visit  microsoft.com/windows2000/servers  Software  for  the  Agile  Business. 
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AUTOS 


CHRYSLERS 
RESCUE  TEAM 

Can  it  stop  the  bleeding? 


It  was  a  sobering  New  Year's  mes- 
sage. Over  the  holiday  weekend, 
DaimlerChrysler  Chief  Executive  Jiir- 
gen  E.  Schrempp  told  German  media 
it  could  take  two  to  four  years  to  turn 
the  tide  at  Chrysler.  Because  of  weak 
sales  and  out-of-control  costs,  the  U.S. 


auto  maker  posted  a  $512  million  loss  in 
the  third  quarter  and  is  expected  to  lose 
$1.3  billion  in  the  fourth.  It's  a  debacle — 
a  scenario  that  couldn't  be  any  further 
from  the  global  synergies  Schrempp  had 
extolled  when  Daimler  purchased 
Chrysler  in  1998. 


Schrempp's  admission  revealed  th< 
enormity  of  the  task  facing  the  band  o    ■ 
executives  struggling  to  turn  Chryslei  an 
around  in  a  weakening  U.  S.  car  market    mi 
But  this  time,  Schrempp  isn't  just  breath 
ing  down  the  necks  of  some  haples:  pi 
American  managers.  He's  putting  th<    ;t 
reputation  of  his  best  German  executives   | 
on  the  line  as  well.  The  new  ceo  o   h 
Chrysler  Group  is  Dieter  Zetsche,  47,  ;  alK- 
veteran  Daimler  executive  who  turnec 
around  the  company's  U.S.  truck  unit  I 
Freightliner  LLC,  in  the  early  1990s  anc  v 
later  helped  restructure  Mercedes-Ben    h 
itself.  Zetsche  has  chosen  as  his  backu| 
Chief  Operating  Officer  Wolfgang  Bern   • 
hard,  a  40-year-old  whiz  kid  who  han 
died  the  launch  of  Mercedes'  flagship  S   ■ 
Class  sedans.  They're  struggling  to  dea   k 
with     what     Zetsche     describes     a 
Chrysler's  "breathtakingly  fast  decline  o    \ 
the  bottom  line." 
minivan  glut.  Hut  if  there's  somethinj 

unusual  here,  it's  that  Zetsche  and  Hern 
hard  are  the  only  two  Germans  01 
Chrysler's   new   seven-member   resell- 
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IN  CHARGE 

CEO  Zetsche  is  relying  on 
one  German  and  five  U.S. 
execs  to  save  Chrysler 


team.  For  all  the  talk  about 
the  Germans  invading  the  ex- 
ecutive ranks  of  Chrysler, 
Schrempp  has  sent  only  a  pair 
of  workout  guys  to  handle  the 
biggest  workout  in  the  auto- 
motive world.  For  the  rest  of 
the  team,  he  is  relying  on 
Chrysler  veterans.  They  in- 
clude Controller  James  D. 
Donlon,  the  bean  counter  who 
is  believed  to  have  alerted 
Germany  to  Chrysler's  spiral- 
ing  costs;  Thomas  W.  Sidlik, 
Chrysler's  head  of  procure- 
ment and  supply;  and  manu- 
facturing chief  Gary  L. 
Henson. 

At  least  these  Americans 
won't  have  to  wait  for  scary 
transatlantic  phone  calls  to 
find  out  what  the  Germans 
are  thinking.  And  Zetsche  is 
critically  dependent  on  his 
American  executives  to  un- 
derstand Chrysler's  problems 
and  come  up  with  a  rescue 
plan.  The  next  few  weeks  will 
be  crucial  to  the  development 
of  that  plan,  which  Zetsche 
will  present  on  Feb.  23  to  the 
DaimlerChrysler  supervisory 
board. 

Zetsche  has  already  gone 
to  work.  In  December,  he  outlined  plans 
to  save  $2  billion  this  year  and  an  addi- 
tional $4  billion  over  the  next  two  years 
by  cutting  suppliers'  costs.  Details  are 
still  being  worked  out,  but  there's  also 
talk  of  trimming  the  33,000  white-collar 
workforce  by  as  much  as  15%  and  shut- 
ting factories.  The  most  vulnerable  sites 
are  an  aging  Jeep  plant  in  Toledo,  Ohio,  a 
small  car  assembly  plant  in  Belvidere,  111., 
and  a  full-size  van  plant  in  Windsor,  On- 
tario. He's  already  cutting  Chrysler's 
product  line.  On  Jan.  4,  the  company  said 
it  would  eliminate  the  Jeep  Cherokee  this 
summer,  a  year  earlier  than  planned.  The 
best-selling  Grand  Cherokee  remains  in 
production.  "The  basic  game  plan  for  this 
company  was  built  on  the  assumption  of 
strong  growth,"  says  Zetsche.  'We're  now 
■feeing  a  reality  pretty  different  from  these 

TfTelson      for  SAVINGS  PLAN 

Chrysler's  current  crisis  Chrysler  Wants  to 

is  that  executives  mis-  lower  the  costs  of 
calculated  demand  for 


minivans  as  it  prepared  a  new  model. 
The  glut  of  old  minivans  meant  Chrysler 
had  to  offer  thousands  of  dollars  in  in- 
centives for  each  vehicle  sold  in  2000. 
When  the  inventory  of  old  minivans  lin- 
gered on,  Chrysler  ended  up  offering  in- 
centives on  new  models,  too. 

Already,  suppliers  are  resisting 
Zetsche's  demand  for  immediate  5%  price 
cuts  on  components,  while  many  of  the 
company's  4,400  dealers  are  wary  of  the 
new  team.  Zetsche  met  with  a  few  of 
the  leading  dealers  only  days  after  taking 
the  top  job  on  Nov.  17,  and  dealers  were 
impressed  with  his  vow  to  involve  them 
in  important  sales  and  marketing  deci- 
sions. But  they  are  watching  closely  to 
see  whom  Zetsche  will 
tap  to  replace  ousted 
sales  and  marketing 
chief  Theodor  C.  Cun- 
ningham. They  fear  a 
German  would  sour  re- 
lations. "There's  a  lot 
riding  on  who  gets  the 
sales  and  marketing 
job,"  says  Tom  Baren- 
boim,  chairman  of  the 
Chrysler-Jeep  National 
Dealer  Advisory  Coun- 
cil. "It  will  determine 
how  we  work  with  the 
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company. 

Zetsche  and  Bernhard  are  taking  their 
own  cram  course  on  Chrysler.  They're 
eating  in  the  employee  cafeteria  rather 
than  the  executive  dining  room  at  the 
headquarters  in  Auburn  Hills,  Mich.  And 
they're  huddling  with  designers  to  learn 
about  the  products  in  the  pipeline.  After 
the  recent  media  unveiling  of  a  new  con- 
cept car,  Zetsche  and  Bernhard  stayed 
late  to  pore  over  the  vehicle:  While  climb- 
ing around,  Zetsche  even  ripped  the 
slacks  of  his  trademark  three-piece  suit. 

Yet  the  ambivalence  about  the  Ger- 
mans' presence  remains  palpable.  "I  don't 
want  a  German  here,"  but  if  it  has  to  be, 
"Zetsche  is  the  best  man  for  the  job," 
says  Bud  Liebler,  Chrysler's  senior  vice- 
president  of  global  marketing.  It  helps 
that  Zetsche  has  already  worked  once 
with  Americans  on  a  turnaround. 
At  Freightliner,  Zetsche  fired 
20%  of  the  white-collar 
workforce,  closed  one 
engine  plant,  and 
slashed  pur- 
chasing 
prices. 


Freightliner  President  Jim  Hebe  liked 
Zetsche's  ability  to  laser  in  on  key  is- 
sues and  delegate  other  tasks  to  others. 
At  Freightliner,  Zetsche  got  personally 
involved  in  cutting  costs.  "He  set  a  goal 
which  we  felt  was  unachievable.  But 
there  was  no  negotiating,  and  we  got 
there,"  recalls  Hebe,  who  once  wrecked 
his  car  driving  through  an  ice  storm  to 
attend  a  meeting  called  by  Zetsche.  "He 
can  be  extremely  personable  one  minute," 
says  Hebe.  "And  the  next  minute,  you'd 
wish  to  God  you  were  somewhere  else." 
"ROUND  TWO."  After  Zetsche,  the  star 
of  the  team  is  Bernhard,  a  Columbia  Uni- 
versity mba  who  detractors  label  a  know- 
it-all  but  whom  admirers  think  is  one  of 
Daimler's  best  execu- 
tives ever.  A  former 
McKinsey  &  Co.  consul- 
tant who  counted  Daim- 
ler as  a  client,  Bernhard 
was  running  the  launch 
of  the  Mercedes  S-Class 
when  he  was  just  34. 
He  brought  the  assem- 
bly line  up  to  full  speed 
in  just  seven  months- 
half  the  time  that  it 
took  for  the  previous 
model.  Recognized 

quickly  as  fast-track  ma- 
terial, Bernhard  was 
tapped  in  1998  to  head  amg,  a  car-cus- 
tomizing business  that  Mercedes  was  ab- 
sorbing. Within  18  months,  he  had  dou- 
bled Mercedes-AMG's  revenues  and 
operating  profits. 

This  German  knows  something  about 
cost-cutting:  At  Mercedes,  Bernhard  was 
charged  with  carving  25%  out  of  $8  bil- 
lion in  supplier  costs.  "This  is  just  Round 
Two  for  me,"  he  says.  "I've  been  here  be- 
fore." As  he  looks  for  cuts,  Bernhard 
lays  out  an  imaginary  grid  over  the  com- 
pany and,  he  says,  "turns  over  each 
square,  examining  it,  trying  to  see  what 
kind  of  savings  might  fall  out." 

Although  Bernhard  undoubtedly  has 
enormous  influence,  he  also  knows  who 
runs  Chrysler.  In  meetings,  observers 
say  the  chief  operating  officer  tends  to 
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wait  to  show  his  feelings  until  he  knows 
which  way  Zetsche  is  leaning,  and  then 
he  throws  his  support  behind  the  boss. 

In  contrast,  some  of  the  Americans 
can  be  more  argumentative,  even  though 
none  has  the  high  profile  or  track  record 
of  such  former  Chrysler  executives  as 
Robert  A.  Lutz  or  Francois  Castaing. 
"Maybe  it's  not  the  strongest  or  best- 
known  back  bench,"  admits  one  insider. 
CLOSING  FACTORIES.  No  one  American 
has  emerged  as  the  most  powerful.  Don- 
Ion  is  seen  as  key  on  cost-cutting.  Well- 
respected  in  Stuttgart,  he  was  the  first 
senior  executive  from  Auburn  Hills  to 
move  to  Germany  after  the  merger.  So 
when  things  started  to  fall  apart  at 
Chrysler  last  fall,  Schrempp  sent  him 
back  to  see  just  how  bad  things  were. 
His  dire  assessment  may  have  con- 
tributed to  the  firing  of  former  ceo 
James  Holden.  Donlon's  dogged  pursuit  of 
cost-cutting  initiatives — like  cracking 
down  on  suppliers — that  seemed  out  of 
favor  under  previous  managers  are  now 
getting  more  attention  under  Zetsche. 


Manufacturing  boss  Gary  L.  Henson, 
who  joined  Chrysler  in  1994  after  a  32- 
year  career  at  General  Motors  Corp.,  is 
studying  how  to  cut  Chrysler's  production 
to  match  its  slower  growth  expectations. 
The  likely  options  include  closing  facto- 
ries, cutting  shifts,  and  reducing  assembly 
line  speeds.  He's  also  looking  for  ways  to 
boost  plant  flexibility  and  efficiency.  His 
biggest  project  to  date  has  been  dramat- 
ically increasing  the  flexibility  of 
Chrysler's  Windsor  (Ont.)  minivan  plant. 

The  other  Americans  have  important 
roles  but  keep  lower  profiles.  Richard  0. 
Schaum,  executive  vice  president  of  engi- 
neering, is  searching  for  synergies  among 
Chrysler,  Mercedes,  and  two  Asian  auto 
makers  in  which  DaimlerChrysler  has  a 
stake,  Hyundai  and  Mitsubishi.  One  ana- 
lyst even  predicts  Hyundai  will  build  the 
next  Dodge  Neon.  Chrysler  and  Mit- 
subishi already  build  cars  together  in  the 
U.S.,  and  Mercedes'  smart-car  division 
and  Mitsubishi  are  cooperating  on  a  small 
car.  Sidlik  is  the  driving  force  behind 
Chrysler's  efforts  to  squeeze  further  sav- 
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Running  Chrysler 


ings  from  its  suppliers.  On  the  fringe, 
playing  the  role  of  "elder  statesman,"  ac- 
cording to  one  Chrysler  insider,  is  Gary  C. 
Valade,  who  played  a  key  role  in  negoti- 
ating the  1998  merger.  With  Sidlik,  he  is 
the  only  senior-level  executive  left  from 
before  the  merger. 

At  the  moment,  this  odd  blend  of  sav- 
iors and  survivors — ironically,  the  first 
true  German-American  management 
team  at  DaimlerChrysler — offers 
Chrysler's  best  shot  at  renewal.  The  Ger- 
mans must  be  praying  this  works.  As 
Chrysler's  red  ink  mounts — operating 
losses  could  go  as  high  as  $1.9  billion  in 
2001,  not  counting  restructuring 
charges — it's  bound  to  cut  into  the  de 
velopment  plans  of  Daimler's  flagship 
Mercedes  unit,  and  the  future  plans  of 
Schrempp  himself.  So  far,  he  has  the  sup- 
port of  the  DaimlerChrysler  board.  But 
the  strength  of  that  support  depends  on 
what  a  handful  of  Germans  and  Ameri- 
cans can  achieve  in  Detroit. 

By  Joann  Muller  and  Jeff  Green  in  De 
troit  and  Christine  Tierney  in  Frankfurt 

Dieter  Zetsche 

President  and  CEO 

47 

Chief  protagonist.  The  savior  of  Freightliner  and  mar- 
keting wizard  for  Mercedes  has  to  work  his  magic 
again  with  an  untested  Chrysler  team.  If  he  succeeds, 
he's  in  line  to  be  the  next  DaimlerChrysler  CEO. 


Wolfgang 
Bernhard 

Chief  Operating 

Officer 

40 

Cost-cutting  maver- 
ick. The  confident 
Bernhard  brings  a 
history  of  making 
tough  choices  from 
his  days  slashing 
Mercedes'  supplier 
costs  and  launching 
a  new  S-Class. 


GaryL. 
Henson 

Manufacturing 

Chief 

58 

Flexible  manufactur- 
ing guru.  Arriving  at 
Chrysler  in  1994  af- 
ter 32  years  at  GM, 
Henson  is  improving 
Chrysler's  ability  to 
change  production 
quickly  to  adapt  to 
fluid  markets. 


Richard  0. 
Schaum 

Head  of  Product 

Development  & 

Quality 
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Synergy  overlord.  A 
34-year  Chrysler  vet- 
eran, Schaum  must 
find  cost-saving  syn- 
ergies among  the  al- 
liance of  Mercedes, 
Chrysler,  Mitsubishi, 
and  Hyundai. 


James  D. 
Donlon 

Controller 
54 

Credited  with  expos- 
ing the  depth  of 
problems  that  led  to 
the  firing  of  former 
Chrysler  CEO  James 
Holden,  Donlon  has 
the  confidence  of 
Stuttgart  execs.  He's 
expected  to  be  key  in 
trimming  costs. 


GaryC. 
Valade 

Global  Procure- 
ment &  Supply, 
DaimlerChrysler 
58 

The  old  guard.  For- 
mer Chrysler  CFO 
Valade  was  instru- 
mental in  sealing 
the  DaimlerChrysler 
deal.  Now  he  is  play- 
ing a  pivotal  role  in 
salvaging  Chrysler. 


Thomas  W. 
Sidlik 

Procurement  & 
Supply,  Chrysler 
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The  quiet  studier.  A 
survivor  who  has 
worked  his  way  up 
through  the  financial 
side  of  Chrysler.  With 
Valade,  is  one  of  only 
two  Americans  on 
the  DaimlerChrysler 
management  board. 
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COMMENTARY 


By  Ken  Belson 


JAPAN:  THIS  TIME,  IT  GOULD  GET  NASTY 


For  much  of  the  past  decade,  the 
cycle  has  been  the  same:  Predic- 
tions that  Japan's  lumbering 
economy  has  finally  turned  the  cor- 
ner slam  into  a  brick  wall  after  a  few 
quarters.  Rather  than  reach  for  bold 
solutions,  Tokyo's  mandarins  assem- 
ble a  massive  fiscal-stimulus  package 
to  keep  corporations  and  banks 
afloat.  Meanwhile,  producers  of 
everything  from  cars  to  consumer 
electronics  set  their  sights  on 
healthy  overseas  markets  and 
crank  up  the  export  machine. 
That  keeps  employment  up 
and  fills  coffers  enough  to  keep 
the  yen  from  tanking. 

But  this  time,  the  old  formula 
won't  work.  And  that  could 
make  for  a  brutal  2001.  With 
its  18-month  recovery  already 
fizzling,  Japan  must  now 
confront  an  unexpectedly 
sharp  slowdown  in  the 
U.S.  and  Europe.  Com- 
panies such  as  Kawasa- 
ki Steel,  Mitsubishi 
Motor,  and  Sumito- 
mo-Osaka Cement 
are  scaling  back  pro- 
duction. What's  more, 
the  government, 
stuck  with  the  indus- 
trialized world's 
largest  fiscal  deficit 
after  pumping  $1.1  trillion  into  the 
economy  since  1992,  will  be  hard- 
pressed  to  pick  up  the  slack. 
WELL  OFF.  Without  the  usual  sources 
of  relief,  Japan's  dysfunctional  econo- 
my could  plunge  into  crisis.  Foreign 
investors  have  been  pulling  out  of 
Japanese  equities.  The  yen  has 
plunged  to  a  16-month  low.  The 
Nikkei?  It  just  finished  its  worst 
year  of  a  dismal  decade  and  remains 
65%  off  the  all-time  high  set  in  1990. 
Optimists  still  cling  to  forecasts  of 
Japanese  growth  of  1%  to  1.5%  for 
2001.  But  that's  well  off  the  2%  ex- 
pansion predicted  last  fall,  when  ris- 
ing consumer  spending  and  a  still- 
buoyant  technology  sector  buttressed 
confidence.  A  rash  of  new  data  have 
dashed  those  hopes.  They  show  rising 
unemployment  and  slowing  output 
and  investment.  Bears  say  that  when 
revised  data  come  out  for  2000's 


fourth  quarter,  they  will  show  Japan 
is  already  in  recession.  "It's  hard  to 
see  what's  going  to  get  better  for  the 
economy,"  says  Bank  of  America  cur- 
rency strategist  Marshall  Gittler. 

The  biggest  worry  is  the  sputter- 
ing U.  S.  economy.  Throughout  the 
1990s,  Japanese  producers  have 
counted  on  America's  insatiable  ap- 
petite for  cars,  computer  chips,  and 
machinery.  The  burgeoning  euro 
zone  and  East  Asia  also  absorbed 
exports.  That  drove  strong  lo 
cal  manufacturing  investment 
But  Japanese  shipments  to 
the  U.  S.  have  fallen 
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As  the  economy  tanks  again, 
the  old  quick  fixes  aren't  available 


each  month  since  the  summer.  Month- 
ly car  exports,  for  example,  slipped 
by  7.9%,  to  152,000,  in  November. 
Hardest  hit  were  Nissan,  Mitsubishi, 
and  Mazda.  Auto  makers  won't  get 
much  help  at  home,  either.  "I  don't 
sense  much  vitality  in  the  Japanese 
economy,"  says  Honda  Motor  Co. 
President  and  ceo  Hiroyuki  Yoshino. 
Japan's  steel  industry,  in  fact,  is  brac- 
ing for  a  6.6%  fall  in  output  in  the  fis- 
cal year  starting  Apr.  1. 

Such  production  cuts  will  ripple 
through  the  economy.  The  govern- 
ment says  capital  spending  will  fall 
by  2.1%  in  fiscal  2001 — after  jumping 
9.4%  last  year.  Workers  are  already 
feeling  the  impact,  which  explains 
why  consumer  spending  has  slowed. 

What  Tokyo  usually  does  in  this 
situation  is  unveil  another  colossal 
government-spending  program.  But 
now  the  government  can't  afford  such 


largesse.  After  Tokyo  floats   $860  bil- 
lion in  bonds  this  year,  the  national 
debt  should  reach  $5.8  trillion,  or 
141%  of  GDP.  If  Tokyo  borrows  more, 
it  could  suffer  a  credit  downgrade, 
higher  long-term  interest  rates,  and  a 
sinking  yen.  The  Bank  of  Japan  won't 
help,  either.  Rates  are  already  only 
0.25%.  And  the  boj  remains  against 
greatly  expanding  the  money  supply, 
which  could  spark  inflation.  Says  hsbc 
Securities'  Kazuhiko  Ogata:  "Fiscal 
and  monetary  policy  have  reached 
their  limits."  One-fifth  of 
the  current  $738  billion 
budget  is  already  pledged 
to  debt  service.  So  public- 
works  spending  is  to  re- 
main flat  at  $82  billion. 

On  top  of  this,  thun- 
derclouds still  hover 
over  a  financial  system 
already  soaked  in  2000 
by  the  bank- 
ruptcies of 
Sogo  Depart- 
ment Stores 
and  Chiyoda 
Mutual  Life  Insurance 
Co.  The  critical  list 
still  includes  corpo- 
rate giants  like  Kobe 
Steel  and  Mitsubishi 
Construction. 
That  spells  more 
bad  news  for  Japan's  banks,  which 
are  sitting  on  some  $300  billion  in 
nonperforming  loans.  Several  could 
go  under.  And  new  lending,  which 
has  fallen  for  44  straight  months,  will 
remain  scarce. 

The  only  way  out,  agree  most  ana- 
lysts, is  for  Japan  to  close  banks, 
write  off  all  bad  debt,  and  force 
wholesale  industrial  restructuring.  Of 
course,  that's  the  same  advice  finan- 
cial policymakers  have  ignored  for 
years.  And  Prime  Minister  Yoshiro 
Mori  is  too  politically  weak  to  try 
anything  radical.  It  may  be  a  new 
millennium,  but  Tokyo  is  guided  by 
the  same  politicians  with  their  quick- 
fix  solutions  and  lack  of  vision.  But 
this  time,  the  old  remedies  may  not 
be  able  to  halt  a  real  crisis. 

Belsmi  cavers  Ja/iaHcsc  hiis/nrss 
from  Tokyo. 
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There's  No  Upside 
to  Downtime 

How  netsourcing  helps  combat  the  crippling  effects  of  downtime  on 
revenue,  reputation  and  customer  satisfaction 


THE  E-BUSINESS  REVOLUTION  is  changing  all 
the  rules.  It's  making  already  hyper- competitive 
business  environments  fiercer  than  ever.  In  this 
Web-driven  world,  your  application  represents  the 
core  of  your  e-business  model.  Chances  are  you've 
spent  millions  creating  the  optimal  combination  of 
people,  products  and  services  to  support  it.  But 
what  if  customers  can't  access  your  application 
because  a  component  of  your  IT  or  network  infra- 
structure is  down?  The  fact  is  customers  expect 
e-business  applications  to  be  up-and-running  24x7. 
If  they  experience  downtime,  all  it  takes  is  a  single 
mouse  click  to  propel  them  to  a  competitor. 

The  Demons  of  Downtime 

Complex  e-business  applications  are  playing  a  crucial 
role  in  many  companies'  business  strategies  by  directly 
impacting  their  bottom  line.  And  these  applications 
require  a  similarly  complex  infrastructure  to  support 
them.  Combine  that  need  with  the  surging,  exponential 
growth  of  the  Internet  and  unprecedented  traffic  levels, 
and  a  key  mantra  emerges:  prepare  to  scale  or  fail. 

Indeed,  many  service  outages  and  interruptions  are 
attributable  to  inadequate  technology  infrastructure 
growth  planning  and  the  inability  to  quickly  provision 
technology  resources.  Procuring  the  expertise  and  tech- 
nology required  to  scale  complex  environments  in  a 
timely,  cost-effective  manner  is  more  difficult  than  ever. 

Security  is  the  other  burning  issue  e-businesses  face. 
Hackers,  viruses,  industrial  espionage  and  disgruntled  for- 
mer employees  are  some  of  the  biggest  threats  to  an  e-busi- 
ness infrastructure.  The  great  thing  about  the  Internet  is 
that  it's  brought  businesses,  partners  and  customers  closer 
than  ever.  But  it's  also  created  unprecedented  opportunities 
for  malicious  attacks.  Just  look  at  the  recent  spate  of  Denial 
of  Service  incidents  that  hit  some  of  the  world's  most 
renowned  e-services  and  e-commerce  sites. 

The  Awful  Truth 

Downtime  can  fundamentally  impact  the  future  of  your 
business  and  dull  its  competitive  edge  by  instigating: 


•  Decreased  financial  performance  —  Say  goodbye  to 
your  market  cap  and  hello  to  shareholder  angst.  The 
valuation  of  many  high-profile  e-businesses  continues  to 
be  pummeled  as  a  result  of  downtime. 

•  Damaged  reputation  —  Congratulations,  your  e-busi- 
ness application  is  making  news  worldwide!  Too  bad  the 
headlines  are  about  the  fact  that  you  were  down  for  10 
solid  hours.  Downtime  can  mean  a  public  relations  dis- 
aster. Major  news  organizations  are  known  for  reporting 
on  downtime  within  hours  of  an  occurrence  —  some- 
thing that  adversely  affects  external  perceptions  of  the 
company  and  saps  internal  morale. 

•  Productivity  loss  —  Are  your  employees  focused  on  your 
core  business?  Or  are  they  busy  fighting  fires,  trying  to 
alleviate  IT  issues  that  tax  their  skill  sets,  energy  and 
enthusiasm?  The  inevitable  delays  in  strategic  projects 
and  deliverables  can  set  you  back  weeks  or  months  —  an 
eternity  in  Internet  time. 

These  downtime  scenarios  represent  the  pitfalls  every 
e-business  faces  right  now,  regardless  of  industry.  They 
can  trigger  at  any  second  of  every  day.  And  while  it's  use- 
ful to  figure  out  if  you're  prepared  to  deal  with  them,  it's 
far  more  beneficial  to  ensure  you've  got  a  system  that 
helps  prevent  them  from  happening  in  the  first  place. 

To  ensure  maximum  application  availability,  main 
companies  are  turning  to  e-business  infrastructure  out- 
sourcing. But  the  problem  is  most  outsourcing  options  are 
limited  to  strategies  that  react  to  downtime  instead  of  pre- 
venting it.  Netsourcing  is  the  exception.  It's  a  new  breed 
of  high-end  e-business  infrastructure  outsourcing  that 
offers  a  realistic  guarantee  of  application  availability. 
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According   to   The    Yankee    Group 
analyst   firm,   netsourcing   is   the   out- 
sourcing of  critical   infrastructure   for 
Web-based  e-commerce  and  other  next- 
generation   e-business   applications.    A 
true    netsourcing    solution    delivers    a 
complete,  turnkey  infrastructure  that 
accelerates     e-business     application 
deployment,     minimizes     downtime 
and  lowers  total  cost  of  ownership. 
Working  with  a  netsourcing  provider 
is  fast  becoming  an  essential  element 
for  e-business.  It's  easy  to  see  why. 

ture  integration,  implementation, 
equipment  provisioning  and  opera- 
tions management  resides  solely  with 
the  customer. 

Recently,  some  first-generation 
hosting  providers  have  engaged  in 
acquisitions  and  partnerships  to  bol- 
ster their  limited  offerings  with  piece- 
meal IT/network  infrastructure  man- 
agement capabilities.  But  it  remains  a 
fragmented  approach  rife  with  limita- 
tions and  decentralized  accountability. 

Outsourcing    brokers    attempt   to 

E-Business  Infrastructure  Outsourcing  in  Context 

Domain 
Expertise 

Provides 

First-Generation 
Hosting  Providers 

Outsourcing 
Brokers 

Netsourcing 
Providers 

Co-location  and 
managed  services 
delivered  in-house 
or  subcontracted 

Subcontracting  of  all 
infrastructure  services 
and  facilities 

Single-source, 
application-ready 
e-business  infrastructure 

Primary:  Data  center 
floor  space,  physical 
security,  Internet  access 
Secondary:  Value-added 
services 

Software  layer 
simulating  integration 
of  disparate  third-party 
components 

Turnkey  IT/network 
infrastructure  and 
operations 

Outsourcing  Options  Aren't 
Created  Equal 

All  e-business  infrastructure  outsourc- 
ing providers  claim  to  effectively 
address  application  availability,  com- 
plexity, scalability  and  time-to-market 


pull  more  pieces  together  than  their 
first-generation  counterparts  via  a 
team-driven  approach.  They  assemble 
a  variety  of  infrastructure  providers 
and  manage  them  with  a  layer  of  soft- 
ware to  establish  the  perception  of  a 


enl 


the  customer's  perspective.  Only  or 
option  —  netsourcing  —  truly  min    r 
mizes  risk  factors  by  offering  a  rocl 
solid,   24x7,   all-encompassing   soli 
tion  that  guarantees  maximum  appl  p 
cation  availability. 

Netsourcing  involves  outsourcir 
the  entire  IT/network  infrastructur 
with  the  sole  exception  of  your  appi   at 
cation  —  in  other  words,  your  bu 
ness.  It  incorporates  hardware  pro\ 
sioning,    infrastructure    integratio 
network  services,  security,  perforr 
ance    and    operations    managemer 
and  support  services  into  one  sear 
less   solution.   And   unlike   other 
business    infrastructure    outsourcii  bt 
options,  some  netsourcing  provide 
have  direct  and   immediate  contr 
over  the   IT/network   infrastructur 
In  these  cases,  there  are  no  subco 
tracted   or   brokered   services.   Th 
means  no  runaround  when  it  com  L 
to  the  upkeep  of  the  infrastructu 
underlying     your     mission-critic  L 
application.    Netsourcing    provide 
also  have  teams  of  in-house  skill 
resources  on  staff,  allowing  them 
be  fully  accountable   for  the  enti 
infrastructure. 

All    told,    netsourcing    provide 
deliver  services  that  are  truly  "applic 
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"Only  the  strong  will  survive  the  blistering  demands  of  today's  e-business 
environment.  If  your  application  goes  down,  it  may  very  well  take  your 

whole  business  with  it." 


issues.  And  while  each  asserts  they 
offer  a  consistent,  comprehensive 
approach,  the  reality  is  most  have 
varying  —  even  erratic  —  degrees  of 
expertise  in  these  arenas. 

Take  first-generation  hosting 
providers  for  example.  They  argue 
their  solutions  are  comprehensive 
enough  to  meet  the  exacting  needs  of 
e-business.  But  truth  be  told,  they're 
optimized  to  host  companies'  Web 
sites,  not  today's  complex  e-business 
applications.  Most  only  offer  data  cen- 
ter floor  space  and  an  Internet  hook- 
up, along  with  some  value-added  serv- 
ices at  extra  cost.  In  most  cases,  the 
entirety  of  responsibility  for  infrastruc- 


single,  integrated  solution.  But  the 
reality  is  outsourcing  brokers  are 
merely  providing  second-hand  servic- 
es. Your  applications  are  at  the  mercy 
of  these  subcontracted  providers  for 
response  time.  That's  why  the  verdict 
is  still  out  on  the  outsourcing  broker's 
ability  to  guarantee  application  avail- 
ability, not  to  mention  quickly  reacting 
to  your  changing  needs. 

Netsourcing  Minimizes  Risk 

It  goes  without  saying  that  risk  is  at 
the  core  of  the  outsourcing  debate. 
Solutions  from  first-generation  host- 
ing providers  and  outsourcing  bro- 
kers involve  a  great  deal  of  risk  from 


tion  ready"  via  complete,  turnk 
infrastructure  solutions  tailored  to  t 
requirements  of  your  application  a 
desired  level  of  application  availabili 

A  Netsourcing  Case  Study 

An  example  of  netsourcing  in  action 
Intira  Corporation.  Many  point  to  t  I 
San  Francisco  Bay  Area-based  com 
ny  as  one  possessing  the  unique  unc 
standing  and  resources  needed  to  m< 
and  exceed  the  requirements  of  tod; 
e-businesses. 

"E-business  is  a  time-to-marl- 
game,"    says   Steve   Duplessie,  sen:    I 
analyst    at    the    Enterprise    Stora    8 
Group  research  firm.  "Intira  has  b 
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comprehensive,  highly- integrated 
Structure  and  hired  a  diverse  set 
technical  talent  that  together  can 
•idly  architect  and  deploy  a  cus- 
ier\  mission-critical  infrastructure, 
.ustomer  then  merely  has  to  focus 

their  specific  application  and  con- 
t,  and  not  worry  about  the  undcrly- 

technology.  Intira  guarantees  per- 


an  outage  has  occurred.  There  are 
risks  attached  to  this  approach,  as 
the  provider  scrambles  to  correct  the 
outage.  In  contrast,  Intira  has  direct 
and  immediate  control  of  the  IT/net- 
work  infrastructure  which  allows  it 
to  proactively  monitor  your  applica- 
tion availability  24x7.  The  invest- 
ment Intira  has  made  in  both  infra- 


providers  and  outsourcing  brokers, 
Intira's  business  model  places  extraor- 
dinary emphasis  on  an  integrated, 
comprehensive  SLA,  rather  than 
umbrella  SLAs  that  merely  reflect 
numerous  sub-SLAs  covering  individ- 
ual infrastructure  components.  In 
Intira's  case,  the  company  backs  up  its 
commitment    with    a    comprehensive 


"The  widespread  adoption  of  netsourcing  demonstrates  an  evolving  shift 
towards  e-business  infrastructure  outsourcing.  For  organizations  with 
enterprise-class  e-business  applications  that  must  be  highly  available,  premier 
netsourcing  providers  such  as  Intira  should  be  strongly  considered." 


mance  levels  and  has  the  ability  to 
ate  a  highly  scalable  model  that  is 
y  flexible  —  the  single  biggest  chal- 
ge  facing  e-business  customers." 
As  a  netsourcing  provider,  Intira 
s  built  from  the  ground  up  to  focus 
business  availability,  not  mere  busi- 
s  recovery  —  the  method  adopted 
first-generation  providers  and  out- 
ircing  brokers  that  don't  have  direct 
itrol  over  their  infrastructures.  This 
significant  distinction. 
Companies  must  weigh  the  risk 
tors  when  deciding  whether  pre- 
ltion  strategies  are  better  than 
.over  measures  as  a  means  of  pro- 
ting  their  business.  The  business 
overy  approach  takes  action  to 
tore  e-business  services  only  after 


structure  and  monitoring  enables  it 
to  detect  and  remedy  problems 
before  service  levels  and  application 
availability  are  affected. 

The  Service  Level  Playing  Field 

When  outsourcing  your  IT/network 
infrastructure,  you're  putting  your  e- 
business  on  the  line.  You  need  to  create 
a  strategic  relationship  with  a  partner 
that  takes  the  time  to  understand  the 
critical  nature  of  your  business.  The 
most  important  part  of  that  relationship 
is  the  Service  Level  Agreement  (SLA). 

The  SLA  is  an  essential  tool  for 
building  accountability  into  the 
provider-client  relationship  and  meas- 
uring the  provider's  performance.  In 
stark    contrast    to    first-generation 


SLA    offering    up    to    99.95    percent 
application  availability. 

Other  outsourcing  providers  pack- 
age their  business  recovery  services 
with  SLAs  that  allegedly  offer  99.99 
and  99.9999  percent  uptime. 
Prospective  customers  need  to  avoid 
the  "battle  of  the  nines"  and  put  such 
SLAs  under  intense  scrutiny.  Key  ques- 
tions to  ask  include: 

•  Is  the  SLA  focused  on  24x7  applica- 
tion availability? 

•  Is  it  really  a  single  SLA  or  just  a  shell 
housing  multiple  SLAs  reflecting  a 
jumble  of  subcontracted  services, 
software  and  hardware? 

•  Does  the  SLA  include  substantial 
penalties  that  highly  incent  the 
provider  to  deliver  on  its  promises? 


Netsourcing@Work:  myspace 


yspace  provides  a  Web-based  service  located 

at   www.myspace.com  offering  businesses  and 

sumers  a  way  to  safely  store,  organize,  share  and 

istribute  information  on  a  private,  secure  virtual  hard 

rive.  The  company's  mission-critical  online  file  stor- 

l>  ge,  collaboration  and  management  service  is  central 

)  its  business. 

Myspace  allocates  300  MB  to  each  user  and  is 
xperiencing  an  exponential  customer  growth  rate  of 
|  lore  than  500,000  new  users  per  month. 

"Our  business  is  riding  on  our  infrastructure  and  stor- 
ge  systems,"  says  Bud  James,  chief  technology  officer  of 
lyspace.  "Our  applications  have  to  be  up  and  running  all 
le  time.  We  also  need  the  capacity  to  handle  surges,  per- 
jrmance  spikes,  sudden  bandwidth  capacity  demands 


and  disk  utilization  issues  without  bogging  down  our  site." 
"We  chose  Intira  for  its  proven  ability  to  support  fast- 
growing,  high-functionality  sites  and  commitment  to 
providing  a  solid,  reliable  and  scalable  service  to 
myspace,"  adds  Ricky  Aaron,  CEO  of  myspace.  "Intira 
allows  us  to  meet  our  current  demands  while  rapidly 
expanding  our  capabilities  beyond  our  already  aggres- 
sive growth  model." 

Since  the  implementation  of  its  Intira  Netsourcing 
Solution,  myspace  and  its  customers  have  enjoyed 
significant  benefits. 

"Uploads  and  downloads  are  demonstrably  faster 
than  before,"  says  James.  "We're  relying  on  Intira  to  help 
us  maintain  these  service  levels  as  we  grow  to  upwards 
of  20  million  users." 
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•  1 1. is  the  provider  demonstrated  the 
capacity  to  meet  its  SI  A  commitment? 

It  the  answer  to  any  of  these  ques- 
tions is  "no"  then  you're  putting  your 
e-husiness  at  risk.  By  delivering  one 
integrated  SLA,  Intira  is  able  to  focus 
on  what  matters  most  to  customers: 
application  availability. 

It's  important  to  note  that  Intira  also 
backs  its  SLA  with  a  service  level  man- 
agement strategy  that  incorporates  the 
people,  processes  and  tools  to  ensure 
service  levels  are  continuously  met.  It's 
the  reason  TeVeo,  Inc.,  a  leading  online 
digital  video  and  Web  camera  tech- 
nologies provider,  selected  Intira. 

"Our  comprehensive,  fully  managed 
Intira  Netsourcing  Solution,  covered  by 
a  single,  aggressive  and  comprehensive 
SLA,  gives  us  the  confidence  to  focus  on 
developing  and  promoting  our  propri- 
etary application,  not  on  the  technology 
to  support  it,"  says  Joyce  Cooper,  Web 
technology  architect  of  TeVeo,  Inc. 
"The  Intira  Netsourcing  Solution  helps 
us  establish  and  maintain  a  competitive 
edge  in  our  market." 

When  looking  for  a  strategic  part- 
ner to  enhance  its  offering,  Deloitte 
Consulting,  a  world  leader  in  profes- 
sional services,  chose  Intira.  The 
renowned  organization  understands 
the  substantial  value  netsourcing  is 
providing  companies  across  the  globe. 

"Deloitte  Consulting  sees  more  and 
more  world-class  organizations  looking 
to  netsourcing  in  order  to  fulfill  their 
e-business  infrastructure  needs,"  says 
Craig  Hodgetts  at  Deloitte  Consulting. 
"Intira  is  a  standout  example  of  the 
type  of  customer-focused  company  that 
Deloitte  Consulting  has  partnered  with 
while  building  our  business.  Together, 
the  companies  will  ensure  seamless  inte- 
gration between  customer  applications 
and  Intira's  Netsourcing  technology 
infrastructure  based  on  industry-lead- 
ing processes  and  standards." 

TeVeo  and  Deloitte  Consulting 
aren't  alone  in  their  commitment  to 
netsourcing. 

"The  widespread  customer  adop- 
tion of  netsourcing  demonstrates  an 
evolving  shift  towards  e-business  infra- 


Intira  Corporation 

Enabling  e-business  with  a  foundation  you  can  count  on 

Intira  recognizes  that  your  application  is  your  business,  not  the  complex 
IT/network  infrastructure  and  operations  that  support  it.  That's  why  its 
Netsourcing  Solutions  are  built  and  engineered  from  the  ground  up  to  exclu- 
sively support  mission-critical  e-business  applications  with  the  highest 
levels  of  application  availability. 

Intira  Netsourcing  Solutions  combine  all  the  IT/network  elements  your 
e-business  applications  require  to  deliver  successfully  time  after  time  —  an 
integrated,  world-class  IT/network  infrastructure;  highly  automated,  secure 
operations  and  management  systems;  a  broad  set  of  highly-skilled  techni- 
cal resources;  and  a  full  range  of  robust,  value-added  services. 

And  because  Intira  has  direct  and  immediate  control  over  the  entire  infra- 
structure your  applications  reside  on,  it  can  offer  a  comprehensive  SLA 
guaranteeing  application  availability  up  to  99.95  percent,  as  well  as  a  single 
point  of  accountability  for  the  entire  Netsourcing  solution. 

Intira  is  driven  to  be  more  than  just  the  industry's  leading  Netsourcing 
provider.  It  wants  to  be  a  full-fledged  partner  in  your  success.  That's  why 
Intira's  Netsourcing  Solutions  are  designed  to  accelerate  your  time-to- 
market,  reduce  costly  staffing  and  technology  investments,  and  enable  you 
to  focus  on  building  your  core  business. 

With  Intira,  you  get  more  —  far  more  —  than  what  traditional,  first- 
generation  hosting  providers  or  outsourcing  brokers  offer.  You  get  a  solid 
e-business  foundation  you  can  count  on  today  and  far  into  the  future. 
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For  more  information  about  Intira's 

Netsourcing  Solutions,  please  visit 

www.intira.com  or  call  1-888-350-6290. 
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structure  outsourcing,"  says  Chris 
Selland,  vice  president  of  e-business 
strategies  at  the  Yankee  Group.  "For 
organizations  with  enterprise-class 
e-business  and  internal  applications 
that  must  be  highly  available,  premier 
netsourcing  providers  such  as  Intira 
should  be  strongly  considered." 

Ensuring  E-Business  Survival 

Only  the  strong  will  survive  the  blis- 
tering demands  of  today's  e-business 
environment.  If  your  application  goes 
down,  it  may  very  well  take  your 
whole  business  with  it.  That's  the  cold, 
hard  reality  of  the  situation. 

You  need  to  think  carefully  —  and 
strategically  —  about  how  much  down- 
time risk  your  organization  is  willing  to 
absorb.  Ask  yourself  how  downtime 
will  affect  your  business  and  customers. 
What  are  its  potential  short-  and  long- 
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term  impacts?  Unless  you're  wearing  m 
rose-colored  glasses,  there's  absolutely  Kb 
no  upside  to  downtime. 

Netsourcing  is  clearly   leading  the 
e-business    infrastructure    outsourcing  | 
revolution  with   its  zero-tolerance   foi  ug 
downtime.  It's  the  only  game  in  towr  *n 
that  completely  offloads  the  weight  anc 
worry  of  making  sure  your  mission-H| 
critical  application's  availability  is  max    ' 
imized,  even  under  the  most  challcngin 
conditions.  And  when  it  comes  to  net 
sourcing,  no  other  vendor  has  Intira'' 
experience  or  success  in  providing  solu 
tions  offering  maximum  performance 
availability  and  functionality. 

The  potential  rewards  of  the  globa 
e-business  environment  are  enormous 
But  the  dangers  are  too.  Shifting  you 
infrastructure  focus  to  a  netsourcinj 
model  will  help  you  reap  the  benefit 
with  a  minimum  of  peril.  • 
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MIDEAST  PEACE:  FROM  NARROW  GAP 
TO  DISASTROUS  CHASM? 


So  close,  yet  so  far  apart.  On  Jan.  3,  the  Palestinian  lead- 
ership accepted  with  reservations  President  Bill  Clinton's 
proposals  for  negotiating  a  settlement  with  Israel.  But 
■ridging  the  last  narrow  gaps  between  the  two  sides  will  still 
likely  prove  fiendishly  difficult. 

Both  Palestinian  National  Authority  President  Yasser  Arafat 
and  Israeli  Prime  Minister  Ehud  Barak  are  politically  weak  at 
present.  Barak  faces  an  election  on  Feb.  6  that  he  is  likely  to 
lose  to  former  Defense  Minister  Ariel  Sharon,  who  promises  to 
reject  the  sort  of  deal  Barak  is  pursuing.  Arafat 
is  under  pressure  from  his  own  constituents, 
who  have  been  fired  up  by  the  recent  intifada, 
not  to  sign  away  Palestinian  national  rights. 
Both  men  are  going  to  find  it  hard  to  compro- 
mise on  the  remaining  issues  that  separate  the 
two  sides.  These  include  the  precise  shape  of  a 
Palestinian  state;  control  over  the  Muslim  and 
Jewish  holy  sites  in  Jerusalem;  and  the  right  of 
Palestinian  refugees  to  return  to  Israel.  Clinton 
envisions  the  Palestinians  gaining  a  patchwork- 
like state  in  the  West  Bank,  parts  of  Jerusalem, 
and  Gaza  in  return  for  largely  giving  up  the 
right  to  return  to  Israel. 

If  Clinton  doesn't  have  a  deal  when  his  time 
expires  on  Jan.  20,  a  new  American  approach 
to  the  Middle  East  is  likely  to  emerge.  Ana- 
lysts expect  George  W.  Bush  to  back  off  on  go- 
ing for  a  grand-slam  Israeli-Palestinian  deal.  In-  ~ 
stead,  the  thinking  goes,  Bush  will  follow  in  his  father's 
footsteps  and  try  to  repair  strains  with  the  deep-pocketed 
Saudis.  He'll  also  want  to  teach  his  father's  old  sparring 
partner,  the  increasingly  brazen  Saddam  Hussein,  a  lesson.  On 
Israel  and  the  Palestinians,  the  new  Administration  will  just 
try  to  make  sure  "that  the  violence  does  not  escalate  into  a 
larger  conflict,"  says  Gerald  Steinberg,  a  conflict  resolution  ex- 
pert at  Israel's  Bar-Ilan  University. 

Maybe  less  pressure  and  more  time  are  the  right  medicine 


ARAFAT:  Under  pressure 


to  help  the  Palestinians  and  Israelis  come  to  their  senses  and 
see  that  it  is  in  their  interests  to  compromise.  That  is  cer- 
tainly what  Palestinian  businesspeople,  who  risk  having  their 
recent  investments  in  their  homeland  go  up  in  smoke,  are 
hoping.  "My  own  view  is  that  we  will  come  to  a  resolution 
here,  although  it  may  take  longer  than  we  thought,"  says  Sam 
Bahour,  who  is  managing  construction  of  a  $10  million  shop- 
ping center  near  Ramallah  in  the  West  Bank. 

But  there  are  other,  nastier  scenarios  if  all  hopes  of  a  set- 
tlement are  abandoned.  Barak,  the  would-be 
peacemaker,  is  increasingly  talking  of  war.  Ac- 
cording to  press  leaks  in  Israel,  the  Prime  Min- 
ister has  told  Israeli  generals  to  prepare  for  the 
possibility  of  regional  conflict  in  the  event  that 
the  peace  process  breaks  down  completely. 
REOCCUPATION?  Of  course,  in  the  Middle  East 
such  talk  has  to  be  taken  with  a  grain  of  sand. 
Barak  may  be  trying  to  pressure  Arab  regimes 
such  as  the  Egyptians  and  the  Jordanians  to 
get  Arafat  to  play  ball.  But  on  the  other  hand, 
the  possibility  of  a  wider  conflict  can't  be  ex- 
cluded. The  most  likely  flash  point:  Hezbollah 
guerrillas'  rocket  attacks  from  Lebanese  soil. 

Palestinians  worry  that  the  Israelis  will  dis- 
mantle the  Palestinian  Authority,  the  local  gov- 
ernment created  under  the  1993  Oslo  accords, 
and  perhaps  send  Arafat  back  into  exile,  figur- 
~  ing  that  he  creates  more  problems  than  he 
solves.  Such  a  move  would  be  accompanied  by  an  increased 
Israeli  military  presence  in  Palestinian  areas.  And  it  might 
well  ratchet  up  the  conflict  and  rile  the  Arab  world.  Bush,  the 
reluctant  peacekeeper,  might  find  himself  under  pressure  to 
send  troops  to  separate  Israelis  and  Palestinians. 

These  are  all  reasons  for  all  the  parties  to  press  for  a 
settlement  now.  But  don't  bet  too  much  on  it  happening. 

By  Stanley  Reed  in  London, 
with  Neat  Sandler  in  Jerusalem, 


GLOBAL  WRAPUP 


MORE  SPIES  IN  RUSSIA 

►  Russia,  already  known  for  its  ample 
supply  of  intelligence  operatives,  looks 
set  to  increase  those  ranks  with  the 
establishment  of  a  new  agency  aimed 
at  combating  rampant  money  launder- 
ing, tax  evasion,  and  other  financial 
crime.  Vyacheslav  Soltaganov,  director 
of  the  federal  tax  police,  is  calling  for 
the  creation  of  a  special  new  unit,  250 
recruits  strong,  with  "wide  authority" 
to  obtain  sensitive  financial  information 
from  banks  and  other  companies.  But 
don't  hold  your  breath:  Russia  law- 


enforcement  agencies  already  have  im- 
pressive powers  to  gather  such  data, 
and  under  President  Vladimir  V. 
Putin,  these  agencies  have  yet  to 
mount  a  sweeping  crackdown  on  finan- 
cial crime.  In  2000,  capital  flight 
amounted  to  some  $20  billion,  the 
same  as  in  1999,  according  to  Moscow's 
Renaissance  Capital  brokerage. 

BATTLE  FOR  MEXICO'S  PRI 

►  Roberto  Madrazo,  outgoing  governor 
of  Tabasco  state,  has  been  dealt  a  seri- 
ous setback  in  his  bid  to  become  the 
new  leader  of  the  Institutional  Revolu- 


tionary Party  (pri)  in  Mexico.  On  Dec. 
29,  a  federal  tribunal  threw  out  the  re- 
sults of  the  Oct.  15  Tabasco  gubernator- 
ial race,  which  the  pri  narrowly  won. 
That  race  was  seen  as  a  test  case  for 
Madrazo's  standing  in  the  PRI.  But  it 
was  marred  by  irregularities  such  as 
vote-buying,  the  tribunal  said.  Its  deci- 
sion should  strengthen  the  hand  of  re- 
formers in  the  party  when  it  meets  lat- 
er this  year  to  choose  a  new  leader. 
Madrazo,  an  old-style  party  boss,  wants 
more  control  for  local  power  brokers  in 
the  pri,  which  last  July  lost  the  presi- 
dency for  the  first  time  in  70  years. 
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THINKING  OUT  OF 
THE  CEREAL  BOX 

CEO  Carlos  Gutierrez  is  taking  Kellogg  in  new  directions 


In  many  ways,  47-year-old  Carlos  M. 
Gutierrez  is  the  ultimate  company 
man.  Respectful  of  authority  and  in- 
tensely loyal,  the  Cuban-born  chair- 
man and  CEO  of  cereal  giant  Kellogg 
Co.  spent  25  years  working  his  way  up 
the  corporate  ladder.  For  a  boy  uproot- 
ed from  his  home 
during  Fidel  Castro's 
Communist  revolution 
and  moved  around 
the  U.S.  for  years 
afterward,  Kellogg, 
based  in  Battle 
Creek,  Mich.,  has  of- 
fered Gutierrez  the 
stability  that  was 
missing  from  his  youth.  Indeed,  when 
people  ask  Gutierrez  if  he's  more  com- 
fortable in  Latino  or  American  cultures, 
he  says  neither— he  identifies  most  with 
Kellogg.  "I've  spent  more  years  at  Kel- 
logg than  anywhere  else,"  he  explains. 
But  now,  nearly  two  years  after  tak- 
ing over  the  corner  office,  this  loyal  sol- 
dier is  grappling  with  the  notion  that 
Kellogg's  old  battle  plan  is  failing.  The 
unappetizing  truth  is  that  Kellogg  sells 
something  that  doesn't  easily  fit  into 
America's  eat-on-the-run  style.  Who  has 
time  to  sit  down  for  breakfast  at  home 
anymore?  And  those  who  do  are  often 
choosing  cheaper,  bagged  cereal  instead. 
COST  CUTS.  Meanwhile,  rival  General 
Mills  Inc.  has  bucked  the  trend  by  intro- 
ducing new  versions  of  familiar  brands 
such  as  Cheerios  and  by  introducing  in- 
novative snack  foods — for  example,  Go- 
Gurt,  yogurt  in  a  tube.  Kellogg  has  been 
slower  to  come  up  with  new  ideas.  It 
also  lost  market  share  in  recent  years 
when  it  slashed  advertising  in  an  attempt 
to  meet  what  Gutierrez  now  sees  as  un- 
realistic double-digit  earnings  projections. 
You  can  be  sure  that  Gutierrez  didn't 
work  for  25  years  to  see  Kellogg  go  sog- 
gy under  his  watch.  He  has  done  what 
any  company  man  would  do:  cut  costs, 
shuffled  management,  offered  customers 
more  discount  coupons,  and  pushed  Kel- 
logg's scientists  to  come  up  with  new 
products.  And  he  has  done;  what  none 


The  Keebler  deal  will 

turn  Kellogg  into  a 

snack-foods  company 


of  his  predecessors  dared:  closed  the 
original  93-year-old  Corn  Flakes  plant, 
putting  more  than  500  people  out  of 
work.  Many  in  Cereal  City,  the  nickname 
for  Kellogg's  hometown,  felt  betrayed. 
"It's  difficult  to  do  something  like  that  in 
a  small  community,"  says  Gutierrez.  "My 
kids  go  to  school 
here."  But  shutting 
down  the  factory  was 
good  for  the  compa- 
ny, he  says. 

Still,  none  of  these 
steps  was  enough.  So 
Gutierrez  did  some- 
thing even  more 
radical.  He  spent 
$4.4  billion  to  buy  Keebler  Foods  Co., 
maker  of  Cheez-Its  and  other  crackers 
and  cookies.  In  a  single  stroke,  the  ce- 
real veteran  has  transformed  Kellogg 
into  a  $10  billion  snack-foods  company. 
When  the  deal  is  completed  in  Febru- 
ary, Kellogg  will  derive  just  40%  of  its 
sales  from  breakfast  cereals,  down  from 
75%  today.  For  analysts  who  have  made 
a  career  of  criticizing  Kellogg  for  its 
lackluster  performance  and  extreme  risk 
aversion,  Gutierrez  is  just  the  kind  of 
CEO  the  company  needed.  "It's  looking  a 


lot  brighter  at  Kellogg  than  it  has  in 
years,"  says  Credit  Suisse  First  Boston 
analyst  David  C.  Nelson. 

But  much  turns  on  making  the  deal 
work.  "He's  bet  his  career  on  it,"  says 
Prudential  Securities  analyst  John 
McMillin.  Gutierrez  says  he  had  little 
choice.  With  the  food  industry  under- 
going a  major  shakeout  and  new  com- 
petitors such  as  PepsiCo  in  a  strong 
position,  Kellogg  risked  being  left  be- 
hind. Gobbling  up  Keebler  gives  Kel- 
logg two  crucial  advantages:  faster- 
growing  food  categories  and  a  more 
efficient  delivery  system.  It  used  to  take ,  \i 
Kellogg  six  to  eight  weeks  to  roll  out 
new  products  from  warehouses  to  re 
tailers.  Now  it  can  use  Keebler's  in 
house  distribution  system  to  get  new 
items  on  store  shelves  faster.  That  will 
allow  Kellogg  to  take  more  chances  with 
new  products.  "Failure  is  a  lot  less  ex 
pensive,"  he  says. 

Gutierrez  is  proud  of  forcing  change 
at  Kellogg.  "I  think  there  were  doubts 
that  Kellogg  would  ever  make  a  move 
that  size,"  Gutierrez  says.  But  for  him, 
change  is  a  way  of  life.  Born  in  Ha 
vana  in  1953  to  a  successful  pineapple 
exporter  and  his  wife,  Gutierrez  en- 
joyed a  comfortable  childhood  until  Cas- 
tro came  to  power  in  1960.  The  image 
of  uniformed  soldiers  barging  into  his 
home  to  arrest  his  politically  active  fa 
ther,  Pedro,  is  still  plenty  vivid.  After 
his  release,  Pedro  Gutierrez  took  his 
wife  and  two  sons  to  Miami,  where  they 
expected  to  vacation  until  the  nastiness 
in  Cuba  subsided.  But  after  nine 
months,  Pedro  realized  Castro  wouldn't 
be  toppled  anytime  soon.  Devastated, 
he  abandoned  his  business  and  tried  to 
start  a  new  life  in  the  U.  S.  The  family 
moved  around  frequently,  from  Flori- 
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CARLOS  GUTIERREZ 

BORN  November  4,  1953,  Havana 

EDUCATION  Studied  business  administration  in 
1970s  in  Florida  and  Mexico  but  never  earned  degree 

FIRST  JOB  Selling  magazine  subscriptions  while  in 
high  school  in  Florida 

CAREER  TRACK  Rose  through  the  ranks  at  Kellogg 
after  starting  as  a  sales  rep  in  Mexico  at  age  22 

CURRENT  JOB  Chairman  and  CEO,  Kellogg 

LIFE-CHANGING  EVENT  At  age  7,  his  father— a 
businessman  briefly  jailed  after  Fidel  Castro  came  to 
power — moved  the  family  from  Cuba  to  Florida 

FAMILY  Married  to  wife,  Edilia,  two  daughters,  one  son 

ADVICE  TO  COLLEAGUES  "The  most  important  and  maybe  the  hardest 
thing  is  to  face  your  reality" 
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la  to  New  York  to  Mexico  and  back 
o  Florida,  as  Pedro  sought  to  regain 
lis  stature. 

It  was  a  wrenching  experience,  but  it 
frepared  Gutierrez  to  run  a  company 
n  transition.  "Given  that  my  life 
•hanged  so  quickly,  and  so  often,  I  have 
i  certain  tolerance  for  ambiguity,"  he 
.ays.  But  as  he  tries  to  reshape  a  hide- 
>ound  Kellogg,  he  knows  that  not 
Ireryone  handles  change  as  readily.  "I 
kve  to  be  sure  I  don't  go  out  ahead  of 
he  organization,"  he  says.  "Sometimes  I 
lon't  understand  it.  It's  so  obvious  to 
ne,"  he  says.  "Change  is  a  constant, 
>ut  I'm  finding  myself  very  often  ex- 
>laining  that  to  people." 
tlG  BREAK.  Gutierrez  began  his  Kellogg 
•areer  as  a  sales  and  marketing  trainee 
n  Mexico  City  in  1975,  after  working 
>riefiy  for  his  father's  struggling  pro- 
luce  export  company.  It  was  during  this 
teriod  that  he  met  and  married  Edilia 
Cabrera  and  began  studying  business 
.dministration  at  a  local  university.  He 
lever  had  time  to  finish  his  degree,  how- 
■ver.  After  handling  several  sales  and 
narketing  assignments  in  Mexico,  he 
eas  promoted  to  cor- 
lorate  headquar- 
ers  in  Michigan, 
vhere  he  head- 
d  up  market- 
ag  for  all  of 
jatin  America, 
n  1984,  Gutier- 
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UTIERREZ  AND  TONY: 


rez  got  his  break.  Former  ceo  William 
E.  LaMothe  took  a  chance  by  assigning 
him  to  run  Kellogg's  struggling  Mexico 
division.  The  country  was  in  economic 
turmoil,  and  Kellogg's  operations  were  a 
disaster.  Costs  were  spiraling,  sanitation 
was  a  perennial  problem.  Proving  his 
ability  to  make  tough  decisions,  Gutier- 
rez shuttered  the  plant  for  three  months 
to  focus  on  productivity  and  cleanliness. 
After  it  reopened,  the  factory  became 
one  of  Kellogg's  best,  winning  several 
company  awards. 

Today,  Gutierrez  is  known  for  his  abil- 
ity to  spot  new  ideas.  He  stays  in  tune 
with  pop  culture  by  poring  over  such 
magazines  as  People  and  Time  and  at- 
tending Spice  Girls  and  Matchbox  20 
concerts  with  his  teenage  kids.  He's  fa- 
natical about  baseball  and  a  voracious 
reader.  He  likes  nothing  more  than  to 
talk  with  friends  about  big  trends,  say, 
the  effect  of  the  Internet  on  daily  life  or 
how  the  democratization  of  the  stock 
market  will  change  wealth  distribution 
in  America. 

As  CEO,  Gutierrez  has  encouraged 
communication.  Before,  new  product 
ideas  were  presented  only  at  monthly 
meetings  and  only  by  the  head  of  re- 
search and  development.  But  Gutier- 
rez is  "someone  who  opens  himself^ 
up  to  advice  from  people,"  says 
Tim  O'Day,  a  senior  vice-presi- 
dent at  the  Leo  Burnett  Co.  ad- 
vertising agency  who  has  known 


him  for  15  years.  So  now,  technicians 
from  the  company's  three-year-old,  $75 
million  W.  K.  Kellogg  Institute  for  Food 
&  Nutritional  Research  are  free  to  bring 
their  ideas  directly  to  Gutierrez. 

Wall  Street  likes  his  candor.  In  an 
unusually  frank  meeting  with  investors 
in  late  November,  Gutierrez  vowed  that 
Kellogg  wouldn't  promise  what  it 
couldn't  deliver.  Instead  of  "overly  am- 
bitious" double-digit  sales  growth  tar- 
gets, he  said,  Kellogg  would  now  aim 
lower — about  6%  at  the  most.  That 
sobering  message  drove  Kellogg  stock 
down  5%  that  day,  but  it  was  neces- 
sary, Gutierrez  says.  In  an  era  when 
corporations  think  nothing  of  tossing 
out  ceos  after  a  disappointing  quarter 
or  two,  Gutierrez  is  taking  a  chance. 
"Once  you  get  insecure,  you  start  doing 
the  wrong  things  for  the  company  to 
ensure   your  survival,"   he 


says.  Spoken  like  a  true 


company  man. 

By  Joann 
Midler  in  Battle 
Creek,  Mich. 
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SHOW  TIME 

FOR  AOLT1HE  WARNER 


It's  a  decade  ago.  Warner  Communications  and  Time  Inc. 
are  merging,  and  wicked-smart  ceo  Steven  J.  Ross 
brings  back  his  former  protege,  36-year-old  Robert  W. 
Pittman,  one  of  the  creators  of  MTV,  in  a  risky  effort  to 
fire  up  the  combo's  creative  juices.  Pittman's  mission 
improbable:  to  launch  a  host  of  new  businesses  by  ex- 
ploiting synergies  between  the  fiercely  independent 
nagazine,  movie,  and  cable-TV  units.  If  the  division  chief- 
ains  don't  cooperate,  Pittman  has  the  green  light  to  forge 
ihead  without  them.  It's  a  dicey  proposition,  since  the  execs 
.iave  "their  knives  out"  for  Pittman,  says  Henry  R.  Silverman, 

Ross  associate  who  now  heads 
Pendant  Corp. 

Yet  barely  a  drop  of  blood  is 
hed  while  Pittman  promotes  one 
lew  venture  after  another — in- 
luding  the  new  cable  channel  Court  TV, 
he  hit  TV  sitcom  Fresh  Prince  of  Bel  Air, 
.nd  the  revitalization  of  the  Six  Flags 
.musement  parks.  The  biggest  twist  of  all, 
hough,  is  how  Pittman  manages  it.  By 
urns  charming  and  steely,  he  convinces 
iroud  and  powerful  business-unit  execu- 
ives  that  they'll  win  more  battles  by  play- 
ng  ball  than  by  balking.  It  doesn't  hurt 
hat  he  gives  them  much  of  the  credit.  "I 
ry  to  be  gracious  to  people,"  says  Pittman. 
Today,  the  47-year-old  son  of  a  Missis- 
ippi  preacher  and  his  stone-simple  man- 
igement  philosophy  are  being  put  to  the 
iltimate  test.  His  task  is  to  help  make  a 
uccess  of  the  $97  billion  merger  of  Inter- 
tet  powerhouse  America  Online  Inc.  and 
dd-line  media  kingpin  Time  Warner  Inc. 
The  deal  is  expected  to  close  any  day,  after 
jetting  approval  from  the  Federal  Com- 
munications Commission.  While  aol's 
Stephen  M.  Case  will  be  chairman  and  Time  Warner's  Gerald 
id.  Levin  will  be  ceo,  the  two  have  turned  to  Pittman  to  ex- 
ploit synergies  between  their  diverse  properties — from  Web 
i  ites  and  e-commerce  to  movie  studios  and  book  publishers. 
iVs  co-chief  operating  officer,  Pittman  now  has  the  formidable 
■ask  of  melding  the  yin  and  the  yang  of  Old  and  New  Media, 
creaking  down  barriers  and  getting  people  to  work  together 
m  everything  from  ad  and  subscription  sales  to  online  music. 
The  goal  is  to  take  full  advantage  of  the  Internet.  In  spite 
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Bob  Pittman's 

job  is  to 

implement 

the  biggest 

merger  in  U.S. 

history.  That's 
a  tall  order 


of  the  crash  of  the  dot-coms,  Pittman  believes  the  Net  will  ul- 
timately transform  business  and  social  life  every  bit  as  pro- 
foundly as  electricity  did  a  century  ago.  "With  all  its  copy- 
rights, Time  Warner  is  in  a  marvelous  position  to  take 
advantage  of  the  Net  and  not  be  frightened  by  it,"  he  says. 
"aol's  mind-set,  assets,  and  expertise  help  them  in  that 
path." 

This  is  the  long-awaited  convergence  of  the  analog  present 
and  the  digital  future.  But,  like  two  galaxies  coming  togeth- 
er, AOL's  and  Time  Warner's  brightest  stars  could  be  pulled 
into  new  orbits,  releasing  vast  energies,  or,  if  things  go  hor- 
ribly wrong,  they  could  be 
smashed  in  a  collision.  At  a  time 
when  it  appears  that  hybrids  of 
old-line  and  Net-style  companies 
have  the  best  chance  of  thriving 
in  a  softening  economy,  all  eyes  are  on  this 
merger — and  on  Pittman. 

Already,  there  are  troubling  signs.  Early 
last  year,  the  company  predicted  12%  to 
15%  annual  revenue  increases  and  $1  billion 
in  combined  cost  savings  and  new  revenues 
in  the  first  year.  Those  targets  seemed 
doable  at  the  time,  given  aol's  37%  revenue 
growth  last  year  and  Time  Warner's  6% 
growth  over  the  same  period.  Now  they're 
beginning  to  look  like  a  stretch.  On  Dec.  18, 
Time  Warner  announced  that  it  will  have 
slower-than-expected  fiscal  year  2000 
growth,  caused  primarily  by  the  box-office 
flop  of  Little  Nicky  and  weakening  cable- 
network  ad  sales.  Those  two  factors  could 
knock  $100  million  off  the  top  line,  says 
First  Union  Securities.  Merrill  Lynch  & 
Co.  analyst  Henry  Blodget  figures  the  new 
company  will  pull  in  $41  billion  in  revenue 
this  year,  up  just  11%,  while  losses  could 
top  $5  billion,  thanks  to  merger  write-offs. 

Other  analysts  are  more  worried.  "Any  big  deal  is  difficult. 
but  it's  particularly  challenging  against  the  backdrop  of  a 
slowing  macroeconomic  environment,"  says  cibc  World  Mar- 
ket analyst  John  Corcoran,  who  believes  the  company  will 
have  to  cut  its  targets  early  this  year.  First  hit  will  be  ad- 
vertising revenues.  The  company  relies  on  ad  sales  for  about 
20%  of  its  revenues,  and  according  to  media  buying  firm 
Universal  McCann,  overall  advertising  expenditures  are  ex- 
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pected  to  slow  to  a  6%  growth  rate  this  year,  down  from  10% 
last  year.  If  AOL  Time  Warner  is  hard  hit  by  this,  it  could 
slow  revenue  growth.  Another  potential  trouble  spot:  Time 
Wamer  has  traditionally  used  ekita — operating  income  before 
amortization  of  intangible  assets — when  it  sizes  up  its  prof- 
itability. Investors  may  be  less  tolerant  of  that  practice  in  a 
tougher  economy. 

Already,  investors  are  skeptical — at  least  for  the  short 

run.  Since  the  deal 
was  announced  last 
Jan.  10,  AOL's  stock 
has  dropped  from  $73 
a  share  to  $37.50,  down  48%.  That's  got  some  observers 
clucking  their  tongues  at  Levin  for  selling  his  company  at  a 
time  when  AOL  stock  was  soaring — and  not  building  in  safe- 
guards to  adjust  the  price  in  the  event  of  a  stock  market 
swoon.  The  premium  to  Time  Warner  shareholders  the  day 
the  deal  was  announced  last  January  was  70%.  But  with 
aol's  sagging  stock  price,  the  premium  has  evaporated. 
Sure,  many  Internet  stocks  have  fallen  even  more:  AOL  rival 
Yahoo!  has  plummeted  89%,  while  e-tailer  Ama- 
zon.com is  down  87%.  Of  course,  the  Net  upstarts 
don't  boast  the  multibillion-dollar  revenue  streams 
that  AOL  Time  Warner  does — nor  the  manage- 
ment burden  of  blending  two  cultures.  "The  odds 
are  against  them,"  says  John  H.  Bogush,  a  man- 
aging director  at  KPMG  LLP.  "The  biggest  challenge 
Pittman  will  have  is  to  redefine  the  corporate 
culture."  According  to  a  November  study  by 
KPMG,  83%  of  the  700  largest  corporate  mergers 
from  1996  to  1998  failed  to  boost  the  stock  price 
because  of  poor  execution.  And  aol  Time  Warner 
carries  extra  baggage:  continual  governmental 
antitrust  oversight  by  a  special  monitor.  To  con- 
vince Wall  Street  that  the  deal  is  working, 
Pittman  needs  to  deliver  results  that  boost  the 
stock  to  $90  within  18  months,  says  Blodget. 
HOT  SEAT.  Pittman  concedes  he's  on  the  hot  seat. 
"The  company  must  hit  the  numbers  expected  of 
it,"  he  says.  If  not,  "I'll  be  responsible."  Despite 
concerns  about  doom  and  gloom,  the  company  says 
it  will  stick  to  its  financial  targets  and  that  its  di- 
versified revenue  streams  and  opportunities  for  cost-cutting 
will  keep  it  humming.  "We're  standing  by  those  forecasts. 
-  There  are  lots  of  dials  and  levers 

in  achieving  our  results,"  says 
Michael  Kelly,  the  new  compa- 
ny's CFO.  Pittman  argues  that  in 
bad  times,  advertisers  will  spend 
their  money  on  the  top  ad 
venues,  like  aol  and  Time  Warn- 
er properties.  Indeed,  aol  Time 
Warner  has  some  distinct  advan- 
tages even  over  its  top  competi- 
tors. No  other  U.S.  media  pow- 
erhouse, such  as  Walt  Disney 
Co.,  can  boast  as  strong  an  In- 
ternet partner  as  the  world's 
leading  online  service,  AOL.  And 
Net  archrival  Yahoo  lacks  a  close 
partnership  with  an  old-line  me- 
dia company  and  the  broadband 
cable  distribution  that  Time 
Warner  will  provide. 

Pittman  figures  his  ticket  to 
success  is  creating  valuable  syn- 
ergies between  aol  and  Time 
"llCVlcinn  Warner.    Over    the    next    two 

Illo  VlolUIl  years,  he  plans  to  dish  up  pow- 


C0-CHIEF  OPERATING  0Fl| 

BOB  PITTMAN'S  PORTFOl 

Estimated  2001  revenues:  $30.2  bil 


AMERICA  ONLINE  INC.  With  29  million  sub- 
scribers, AOL  dominates  the  consumer  online  ac- 
cess market.  Now  it's  migrating  the  AOL  service 
beyond  the  PC  to  TVs,  cell  phones,  and  mobile 
devices.  It  also  aims  to  make  AOL  a  top  brand  for 


interactive  television.  Estimated  2001  revenues:  $10.3  bil 


- 


Ire 


Pittman  sees 
powerful 
synergies- 
but  investors 
aren't  rushing 
to  endorse 
vision 


TIME  WARNER  CABLE  The  second-largest  U.S.  cable  of 
tor  is  pushing  digital  services  and  broadband  Web  access  t 
the  21%  of  U.S.  households  reached  by  its  network.  The  p 
is  to  offer  interactive  shopping  and 
tertainment.  AOL's  own  branded  inte 
tive-TV  package  will  be  pushed  via  c  1 
Estimated  2001  revenues:  $6.9  bill  * 

TIME  INC.  The  publisher  of  40  ma£  ,,., 

zines  has  enjoyed  28  straight  quarte  R 
operating  profit  growth,  fueled  by  th§ 
success  of  Time,  Sports  Illustrated, 
pie,  and  Fortune.  With  the  merger,  i 
promoting  magazine  subscriptions  h 
ly  on  AOL. 
Estimated  2001  revenues:  $5  billio 

HOME  BOX  OFFICE  The  largest 

urn  cable  network,  with  37  million 

scribers,  keeps  raking  in  Emmy 

tions  for 

high-quality 

productions, 

such  as  The 

Sopranos 

and  Sex  in 
the  City— and  rolling  in  the  dough. 
Estimated  2001  revenues: 
$2.4  billion 

TURNER  BROADCASTING 

SYSTEM,  INC.  With  some  of  ca- 
r^rrmf  —    ble  TV's  top  networks,  such  as  CNN,  TBS, 
A  J%  :*t%%    TNT,  the  Turner  properties  contribute  signij 

tiftfv'mfcii     ad  revenues— though  the  slowing  economy! 

"TffMiU**     dent  that.  Synergies  already  are  at  play  hef 

CNN  has  a  spot  on  AOL's  high-traffic  Netscape  Web  site. 

Estimated  2001  revenues:  $5.1  billion 

WB  TELEVISION  NETWORK.  Ratings  were  down 
23%  last  year,  but  the  six-year-old  network  is  now 
rebounding,  led  by  a  14%  increase  in  popularity 
among  18-  to  49-year-olds.  The  network  targets 
young  viewers  with  hits  such  as  Felicity. 
Estimated  2001  revenues:  $495  million 

erful  new  consumer  services.  First,  the  company  will  deliv< 
AOL's  Internet  access  and  content  to  homes  over  Time  Warn 
er  Cable  wires — and  to  people  wherever  they  may  be  througl 
wireless  mobile  devices.  In  Year  Two,  expect  liftoff  of  th 
company's  online  music  business,  where  subscriptions  to  mu 
sic  from  Time  Warner  artists  and  others  will  be  offered  on  tli 
AOL  site.  Ditto  interactive-TV  services,  perhaps  offering  sue 
features  as  Warner  Bros,  and  New  Line  Cinema  videos  l< 
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IE  MARRIAGE  WORK? 


HIEF  OPERATING  OFFICER 

:K  PARSONS'  PORTFOLIO 

mated  2001  revenues:  $13.4  billion 


tNER  BROS. 

ite  this  summer's 
he  Perfect  Storm,  it 
;  third  among  movie 
os  with  a  12% 
>  and  U.S.  movie 
:er  revenues  of  more 
$420  million  last 
Ultimately,  movies 
)e  delivered  on  de- 
1  through  cable  TV 
)ver  the  Web. 
lated  2001 
iues:  $7.1  billion 


|  LINE  CINEMA 

Mo.  9-ranked  studio 
)nce  a  maker  of  slasher  movies  but  now  produces  more 
stream  fare  such  as  Austin  Powers.  Box-office  flop  Little 

Nicky,  however,  con- 
tributed to  Time  Warner's 
slower-than-expected 
fourth-quarter  growth. 
Estimated  2001  revenues: 
$1.6  billion 


WARNER  MUSIC 

GROUP  After  calling  off 
its  merger  with  London- 
based  EMI  Music  because 
of  regulatory  pressures, 
Warner  must  now 

vays  to  grow  its  business  solo.  The  AOL 

should  speed  up  digital  distribution  of 

usic  via  the  Net. 

lated  2001  revenues:  $4.4  billion 


i  WARNER  TRADE  PUBLISHING 

)arent  company  of  Warner  Books  and 
Brown  has  launched  iPublish,  an  on- 

>ublisher  dedicated  to  e-books.  In  De- 
cember, Warner  Books  re- 
leased Brad  Meltzer's  First 
Council  to  Gemstar-TV  Guide  Interna- 
tional for  its  e-book  reader — a  month 
ahead  of  the  hardcover  release. 
Estimated  2001  revenues: 
$300  million 


Note:  First  union  estimates  total  revenues  of  $42  billion  in  2001. 
These  business-unit  estimates  include  internal  transactions. 


DATA  BUSINESS  WEEK.  FIRST  UNION  SECURITIES 


consumers,  on  demand,  via  aol's  Web  sites.  "Everything," 
says  Pittman,  "must  be  a  series  of  interlocking  teams." 

While  Pittman  is  a  dedicated  team  player,  he's  also  coolly 
calculating.  He  sizes  up  a  situation,  figures  out  the  best  way 
to  proceed,  and  then  carefully  maneuvers  like  a  sapper 
'through  a  minefield.  "He  personifies  Southern  charm,  but 
when  it  comes  to  business,  he  switches  to  a  different  dna. 
He's  cold-blooded,"  says  NBC  Nightly  News  Anchor  Tom 


Brokaw,  a  Pittman  pal.  His  detractors  go  even  further.  "He 
has  found  great  parades  and  hopped  in  front,"  says  a  former 
colleague  at  AOL. 

Anticipating  that  he'll  persevere  once  again,  Pittman's 
fans  have  anointed  him  the  heir  apparent  when  aol  Time 
Warner  ceo  Levin's  contract  expires  in  2003.  He's  already 
clearly  the  first-among-equals  with  co-coo  Richard  D.  Parsons, 
the  former  Time  Warner  president,  who  is  a  candidate  for  a 
job  in  the  Bush  Administration  (page  63).  Insiders  say 
Pittman  will  take  over  Parsons'  duties  if  he  jumps  ship. 

The  top  brass  won't  commit  to  promoting  Pittman 
to  ceo  some  day,  but  they  lavish  him  with  praise. 
"Bob  Pittman  blends  the  realism  of  a  top-flight  exec- 
utive with  the  creative  vision  of  an  entrepreneur," 
says  Levin.  While  Levin  and  Case  do  best  as  vision- 
aries up  in  the  corner  office,  Pittman  makes  things 
happen  down  in  the  trenches.  "Bob  has  an  opera- 
tional zeal,"  says  Case. 

Now  that  the  merging  begins  in  earnest,  Pittman 
will  need  all  of  the  esprit  de  corps  he  can  muster. 
Even  Time  Warner  execs  who  are  in  sync  with  the 
strategy  say  it  won't  be  easy  to  get  all  of  the  new 
company's  businesses  marching  in  lockstep.  "Managing 
Time  Warner  is  like  herding  cats,"  says  Time  CEO 
Don  Logan.  Making  matters  worse,  there's  a  huge 
cultural  gap  between  aol's  twentysomethings  and 
Time  Warner's  graybeards.  When  it  comes  to  making 
deals  or  launching  new  ventures,  they  move  at  two  speeds.  It's 
"Let's  do  lunch"  vs.  "Let's  skip  lunch."  "aol  would  say  we're 
as  entrepreneurial  as  a  couple  of  90-year-olds,"  Logan  says. 

The  trick  is  getting  people  to  work  together.  While 
Pittman  is  known  for  his  diplomatic  skills,  he  also  can  be  in- 
timidating. Once,  when  he  ran  independent  TV-production 
house  Quantum  Media  Inc.,  he  summarily  fired  Morton 
Downey  Jr.  after  the  loudmouth  talk-show  host  asked  for 
permission  to  tone  down  his  on-air  style.  "His  strength  is 
he's  unyielding,  and  his  weakness  is  he's  unyielding,"  says 
Downey,  who  was  later  rehired.  At  MTV,  Pittman  occasionally 
sent  handwritten  notes  to  the  veejays  critiquing  their  per- 
formances. "It  was  scary,"  says  former  veejay  Alan  Hunter. 
"He  was  saying,  'I'm  watching  you.' " 

POWER  SHARING.  As  AOL  and  Time  Warner  come  together, 
Pittman's  first  task  is  mastering  the  intricacies  of  a  pow- 
er-sharing arrangement  with  Parsons.  Pittman  and  Par- 
sons say  they  have  a  colle- 
gial  relationship.  They  had 
lunch  together  every  six 
months  or  so  after  Pittman 
left  Time  Warner  in  1995,  and 
today  they  work  together  on 
many  of  the  same  charities,  such 
as  the  Fresh  Air  Fund.  So  far, 
there's  no  sign  that  Parsons  or 
other  Time  Warner  execs  are 
looking  for  a  fight  with  Pittman. 
"We're  all  going  to  play  nice  in 
the  sandbox,"  Parsons  says. 

The  two  men  have  set  up 
housekeeping  near  Levin's  office 
in  Time  Warner's  Manhattan 
headquarters.  Pittman  oversees 
the  company's  advertising  and 
subscription-based  businesses. 
With  their  combined  128  million 
subscribers,  aol,  Time  Inc.,  Turn- 
er Broadcasting,  Time  Warner 
Cable,  Home  Box  Office,  and  the 
The  wb  Television  Network  are 
expected  to  contribute  60%  to 
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Challenge 
No.  1:  Bridging 
the  cultural 
gap  between 
AOL  and  Old 
Media  giant 
Time  Warner 
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70%  of  total  revenues  in  2001  and  to  reap  the  first  rewards 
from  the  online  revolution.  Parsons  will  mind  the  studios  at 
Warner  Bros.,  New  Line  Cinema,  and  Warner  Music  Group. 
His  businesses  may  take  longer  to  find  the  right  Internet 
model.  Part  of  Pittman's  mission  is  to  build  bridges  between 

his  units  and  Parsons'. 
He  has  made  a  sol- 
id start.  Using  meth- 
ods he  honed  as  the 
president  of  aol,  he  and  Parsons  have  held  meetings  every 
two  or  three  weeks  since  June  with  their  division  chiefs. 
It's  the  first  attempt  ever  to  gather  the  Time  Warner  bosses 
regularly.  Together  they  have  hammered  out  budgets  and 
Web  strategies  and  agreed  on  technologies.  Since  summer, 
Time  Inc.  magazines  have  sold  100,000  subscriptions  a  month 
via  aol.  In  turn,  Time  has  promoted  aol  by  sending  AOL 
disks  with  magazines  reaching  40  million  households.  In  late 
January,  the  company  plans  on  launching  a  new  personal-fi- 
nance portal  on  aol  using  content  from  Time  Warner's  CNNfn 
cable  network  and  Fortune 
and  Money  magazines. 

Pittman's  methods  are 
starting  to  cascade  through 
AOL  Time  Warner.  On  Dec. 
12  and  13,  50  top  executives 
in  charge  of  online  stuff  at 
all  the  divisions  met  at  aol's 
Netscape  subsidiary  offices 
in  Mountain  View,  Calif.,  to 
carry  out  his  mandate:  cre- 
ating an  integrated  Net 
strategy.  The  summit  was 
the  first  time  the  entire 
group  had  met.  Their  coffee 
arrived  late  and  the  projec- 
tor broke — but  no  matter. 
"What  broke  out  was  spon- 
taneous collaboration,"  says 
Scott  Davison,  the  aol  se- 
nior vice-president  who 
called  the  meeting.  They 
agreed  to  cross-promote 
their  Web  sites,  hook  con- 
sumers with  aol's  instant 
messaging,  and  adopt  the 
same  technologies. 

Pittman  is  pressing  for  more  cross-pollination.  He's  heading 
the  new  company's  so-called  advertising  council,  which  comes 
up  with  ways  for  making  aol,  Time,  and  Turner  ad  sales 
forces  work  together  more  closely.  That  could  bring  in  an  ex- 
tra $280  million  next  year  from  new  ad  sales,  according  to 
Merrill  Lynch.  For  example,  aol  Time  Warner  could  sell 
Coca-Cola  Co.  a  package  of  ads  on  cable  TV  and  the  aol 
Web  site,  plus  product  placements  in  Warner  Bros,  movies. 
We  "can  look  at  opportunities  together,  instead  of  just  pieces 
of  the  opportunity,"  says  Pittman. 

SKIRMISHES.  So  far,  the  conflicts  between  Time  Warner's  cats 
and  aol's  dogs  are  minor  skirmishes.  Pittman  persuaded 
Time  Warner  execs  to  trade  in  their  e-mail  system  for  aol's. 
Then  he  put  all  employee-benefit  processing  online  to  save  the 
company  tens  of  millions  of  dollars  in  paperwork.  Both  times, 
the  Time  Warner  folks  at  first  resisted — but  gave  in  when 
Pittman  explained  the  advantages  for  the  company.  They 
say  serious  infighting  could  still  crop  up,  but  for  now,  the  open 
discussions  help  quell  corporate  intrigue.  "The  sunshine  en- 
ables us  to  guess  less"  about  each  others'  motives,  says 
Turner  President  Steven  J.  Heyer.  "It's  about  creating  a 
safe  environment  of  trust  and  an  expected  mode  of  behavior." 

Pittman  has  pulled  off  this  kind  of  management  feat  before. 


i 


Consider  aol.  The  Dulles  (Va.)  company  was  in  crisis  when  he 
arrived  on  Oct.  29,  1996.  Investors  were  impatient  with  the 
company's  fixation  on  growth  at  any  cost.  The  stock  had 
fallen  to  a  low  of  $25,  down  from  a  high  of  $83  in  February, 
1994.  Pittman  began  refocusing  aol  on  the  bottom  line — 
slashing  costs,  and  building  ad  and  e-commerce  revenues. 
He  retooled  the  culture,  forging  a  team  among  aol's  ag- 
gressive, individualistic  senior  execs  by  holding  biweekly  op- 
erating committee  meetings  and  forcing  them  to  use  the 
same  in-house  marketing,  engineering,  and  deal-making  teams. 
He  encouraged  vigorous  debate,  and  got  it.  Execs  even  threw 
food  at  each  other  during  these  sessions.  Chuckles  Pittman: 
"It's  more  like  Dodge  City  than  polite  society,  but  I  try  to 
maintain  order." 

There  are  lines,  however,  that  can't  be  crossed.  Pittman 
bars  personal  attacks.  "He  has  zero  tolerance  for  bad  behav- 
ior," says  Jan  Brandt,  president  of  aol  Marketing.  Indeed,  af- 
ter he  first  arrived,  Pittman  chastised  Brandt  and  others  \j\ 
for  name-calling.  He  is  setting  a  similar  tone  now.  And  he  ap- 
plies the  same  rules  to  him- 


PITTMAN'S  HIGHEST  HURDLES 


SHOW  WALL  STREET  THE  MONEY 


Pittman  must  make  good  on  AOL  Time  Warner's  promises  to 
grow  12%  a  year.  First  on  the  attack  list:  cross-selling  AOL 
and  Time  Warner's  subscriptions  and  advertising  space. 


GET  TIME  WARNER  OPERATING  ON  INTERNET  TIME 


Pittman  needs  Time  Warner's  traditional  media  properties  to 
carve  out  smart  Web  strategies.  To  do  this,  he  has  to  inject 
AOL-style  urgency  into  the  Old  Media  company's  relatively 
hidebound  culture. 


BREAK  DOWN  THE  BARRIERS  BETWEEN  BUSINESSES 


Pittman  must  unite  Time  Warner's  warring  divisions  if  he's 
going  to  push  new  ventures  such  as  interactive  TV.  He's  giv- 
ing division  heads  two  tasks:  overseeing  their  own  units  and 
watching  out  for  the  company's  overall  financial  performance. 


KEEP  RAKING  IN  THE  ADS 


Already,  the  softening  ad  market  has  eaten  into  Turner 
Broadcasting's  revenues  in  2000.  Pittman  believes  AOL  Time 
Warner  can  maintain  its  2001  targets  of  12%  to  15%  annual 
revenue  growth  because  advertisers  are  better  off  choosing 
blue-chip  ad  venues. 


self.  "Just  because  I  play  the    I 
role  of  team  leader  doesn't 
give  me  the  right  to  throw 
tantrums  and  rob  people  of 
their  dignity,"  he  says. 

Pittman's  greatest  chal- 
lenge at  aol  may  have  been 
getting  along  with  the  boss. 
After  running  the  company 
for  11  years,  Case  loosened 
his  grip  only  gradually.  "We 
had  some  differences,"  Case 
admits.  Indeed,  the  pair 
clashed  several  times.  In 
1998,  for  instance,  Case  ar- 
gued against  Pittman's  plan 
to  raise  aol's  monthly  fee  by 
10%,  to  $21.95.  Pittman  pre- 
vailed, insisting  that  the 
brand  would  lose  few  cus- 
tomers. He  was  right.  The 
April,  1998,  price  increase 
boosted  profits,  and  aol's 
subscribers  rocketed  from  11 
million  then  to  29  million  to- 
day. Case  gives  Pittman 
much  of  the  credit  for  aol's  success.  "He  legitimized  the 
medium  and  aol  in  particular,"  says  Case. 

Where  does  Pittman's  drive  come  from?  Since  the  day  he 
lost  his  right  eye  in  a  fall  off  a  horse  at  his  grandparents' 
farm  at  age  6,  he  has  been  obsessed  with  overcoming  hurdles. 
As  a  kid,  he  learned  to  compensate  for  his  lack  of  depth 
perception  by  mastering  fly-fishing —  casting  repeatedly  into 
a  bucket.  At  15,  he  talked  his  way  into  a  disk-jockey  job  to 
pay  for  airplane  flying  lessons.  And  at  27,  he  turned  the  pop 
music  world  upside  down  when  he  helped  launch  MTV.  "He 
triumphed  over  everything,"  says  Pittman's  cousin,  Lanier 
Hurdle 

Becoming  a  leader  in  the  digital  world  has  taken  Pittman 
a  long  way  from  his  roots  in  small-town  Mississippi.  But  the 
seeds  for  a  media  maven  were  planted  in  childhood.  After  his 
riding  accident,  he  spent  hours  watching  television — and  has 
even  said  that  TV  shaped  him  more  than  his  parents  did.  He 
believes  TV  changed  his  generation's  method  of  processing  in- 
formation— an  insight  that  helped  him  craft  MTV.  "TV  babiet 
sense  impressions,  mood,  emotion,  and  images  as  a  mes- 
sage," he  says.  "My  parents  were  more  focused  on  what  the  > 
words  said." 

These  years  also  shaped  Pittman's  diplomacy  skills.  The 
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WHAT  THEY'RE  SAYING  ABOUT  PITTMAN 


I  I  He  personi- 
fies Southern 
charm.  But  when 
it  comes  to  busi- 
ness, he  switch- 
es to  a  different 
DNA.  He's  cold- 
blooded J  J 

—TOM  BROKAW, 
NBC  Nightly  News  anchor 
and  longtime  friend 


1 1  He  can 
drive  15  people 
who  don't  want 
to  be  led  J  J 

— JANN  WENNER, 
publisher  of  Rolling 
Stone,  who  accompanied 
Pittman  on  a  group  cross- 
country motorcycle  trip 


imily  led  a  nomadic  life  as  the  father  moved  from  church  to 
hurch  in  a  succession  of  towns.  That  life  taught  the  then  un- 
ersize  Pittman  how  to  overcome  being  an  outsider.  "When 
ou  have  one  eye  and  you're  the  smallest  kid  in  the  class, 
ou've  got  to  figure  out  how  to  get  along  with  people,  as  op- 
osed  to  bludgeoning  your  way  in,"  he  says. 
HIPPIE  FROM  MISSISSIPPI."  The  comfortable  family  in  which 
'ittman  grew  up  helped  incubate  his  ambitions.  His  par- 
nts,  Warren  and  Lanita,  both  University  of  Southern  Mis- 
ssippi  graduates,  instilled  the  value  of  education  in  their  two 
3ns,  the  elder  Tom  and  the  younger  Bob.  "In  my  household, 
lere  was  no  yelling,  screaming,  or  pounding  of  fists.  Just  un- 
Dnditional  love,"  says  the  younger  Pittman.  Dinner-table 
jnversation  revolved  around  school-day  activities  and  current 
vents,  such  as  the  civil  rights  movement,  which  his  family 
ipported. 

The  Pittman  boys  had  two  distinct  styles.  Tom  turned  out 
)  be  the  model  eldest  son,  following  in  his  father's  footsteps 
)  become  an  ordained  Methodist  minister.  Now,  however,  he 

a  newspaper  publisher  in  DeSoto,  Miss.  Bob  was  the  fami- 
'  rebel.  He  listened  to  rock  'n'  roll  and  grew  his  hair  long:  He 
'as  sent  home  from  high  school  in  Brookhaven,  Miss.,  one  day 
scause  his  hair  hung  below  his  earlobes.  "Fortunately,  my  dad 
acked  me  up,"  arguing  that  the  school's  dress  code  was  ir- 
;levant  to  the  goals  of  education,  says  Pittman.  He  started 
etting  A's  only  after  his  father  began  paying  him  500  for  each, 
wording  to  brother  Tom.  Pittman  was  cocky,  too.  "He  was 
le  of  these  kids  that  drove  his  parents  and  teachers  crazy  be- 
iuse  nobody  else  knew  as  much  as  he  did,"  says  W  L.  Roach, 
rookhaven  High's  retired  principal.  Pittman's  explanation:  He 

as  just  bored  with  small-town  life. 

That  maverick  streak  ultimately  drove  Pittman  out  of 
Mississippi.  He  was  ashamed  of  the  way  blacks  were  treated 
id,  as  a  teen,  vowed,  "I'm  getting  the  hell  out  of  here,"  he 
jcalls.  At  15,  Pittman  found  the  exit  by  accident  while  look- 


Li  He's  my  kind 
of  people.  We 
talk  about  vision 
and  astounding 
ideas  J' 

—  QUINCY  JONES, 
music  producer  and 
close  friend 


i  i  His  strength 
is  he's  unyield- 
ing, and  his 
weakness  is  he's 
unyielding  J  J 

—  MORTON 
DOWNEY  JR., 
former  TV  talk-show  host 
and  Pittman  employee 


ing  for  a  job  to  pay  for  flying  lessons.  After  being  rejected  by 
the  local  Piggly  Wiggly  supermarket  for  a  bagging  job,  he 
took  a  post  as  a  deejay  at  Brookhaven  radio  station  wchj-am. 

After  he  was  graduated  from  high  school,  he  moved  quick- 
ly from  one  radio  station  to  another,  hopping  to  Pittsburgh, 
Detroit,  Chicago,  and,  finally,  New  York.  He  took  a  few  col- 
lege courses  here  and  there  but  never  graduated.  Known  in 
the  industry  as  the  "hippie  from  Mississippi,"  he  wore  a 
beard  and  long  hair.  While  his  brother  has  said  Pittman's  big 
ambition  was  always  to  be  rich  and  famous,  Pittman  says: 
"What  I  really  wanted  to  do  was  something  fun.  And  if  I 
could  make  money  doing  it,  that  would  be  great." 

At  first,  Pittman  was  content  to  spin  records,  but  he  quick- 
ly switched  to  management.  Turns  out  he  was  good  at  it.  He 
was  one  of  the  pioneers  of  calling  listeners  to  find  out  their 
musical  preferences.  He  had  learned  that  lesson  firsthand 
when,  during  his  first  deejay  job,  he  had  tried  unsuccessfully 
to  force  his  own  taste — progressive  rock — down  the  throats  of 
rural  listeners.  That  almost  got  him  fired. 

The  young  Pittman  always  had  an  edge.  A  practical  joke- 
ster,  "he  liked  to  scare  people  a  little,"  says  Jim  Ryan,  who 
worked  with  Pittman  at  a  rock  station  in  Pittsburgh.  He 
got  a  package  in  the  mail  when  Pittman  was  wooing  him  to 
join  wmaq  in  Chicago.  In  the  package  were  tapes  of  the  sta- 
tion's music,  along  with  a  fake  glass  eye  and  a  note:  "You 
need  to  change  your  eye."  The  radio  star  wasn't  above  stick- 
ing his  fake  eye  in  other  people's  mashed  potatoes  either,  re- 
calls Charlie  Lake,  now  operating  manager  at  Infinity  Broad- 
casting Co.  in  Columbus,  Ohio.  Says  Pittman:  "Having  an 
extra  eye  in  my  pocket  was  always  a  lot  of  fun." 

Mainly,  though,  he  focused  on  his  career.  His  big  break 
came  in  1979  with  Warner  AmEx  Satellite  Entertainment  Co., 
a  joint  venture  of  Warner  Communications  and  American 
Express  set  up  to  create  programming  for  cable  TV.  Pittman 
persuaded  skeptical  Warner  ceo  Ross  and  Amex  ceo  James 
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ROBERT  WARREN  PITTMAN 

BORN  Dec.  28,  1953,  Jackson,  Miss. 

CHILDHOOD  Son  of  a  Methodist  min- 
ister, he  grew  up  in  rural  Mississippi 
towns.  His  most  traumatic  moment 
was  losing  his  right  eye  when  he  fell 
off  a  horse  at  age  6.  He  has  worn  a 
glass  eye  since. 

EARLY  MUSICAL  TASTES  Jefferson 
Airplane,  Doors,  Iron  Butterfly. 

EDUCATION  Never  graduated  from 
college,  though  attended  four  while 
deejaying  across  the  country,  includ- 
ing stints  at  Millsaps  College  in 
Mississippi  and  the  University  of 
Pittsburgh. 

CAREER  HIGHLIGHTS  Starting  at 
age  15,  he  worked  at  about  a  dozen 
radio  stations  until  age  23.  In  1981 
he  launched  MTV. 
CEO  of  MTV  Net- 
works, 1983-86. 
The  next  three  years 
he  ran  his  own  pro- 
duction company, 
Quantum  Media 
Inc.,  where  he  pro- 
duced The  Morton 
Downey  Jr.  Show. 
CEO  of  Time  Warner 
Enterprises,  1990-95.  CEO  of  Century 
21  Real  Estate,  1995-96.  President  of 
Interactive  Services,  then  president, 
America  Online,  1996-2000.  Soon, 
co-chief  operating  officer,  AOL  Time 
Warner. 

MANAGEMENT  PHILOSOPHY 

"There's  no  rocket  science  to  it.  It's 
just  a  matter  of  rolling  up  your  sleeves 
and  doing  it." 


HOBBIES  Pilots  his  own  Falcon  20  jet 
or  Bell  helicopter  to  many  of  his  busi- 
ness meetings.  Rides  his  Big  Dog, 
Harley  Electric  Slide,  and  Honda  CBR 
1000  motorcycle  on  long  trips  with 
friends.  "When  you  do  the  kind  of 
work  that  I  do,  your  biggest  problem  is 
you're  in  the  past  with  your  regrets  or 
in  the  future  with  your  anxieties.  When 
you're  on  the  road,  you're  in  the  now," 
says  Pittman. 

FAMILY  Married  to  second  wife, 
Veronique,  for  three  years;  2-year-old 
son,  Andrew,  newborn  daughter  Lucy; 
17-year-old  son,  Bo,  from  previous 
marriage. 

MISSISSIPPI  LONGINGS  Fried  okra 
and  boiled  peanuts.  Gets  back  home 
about  twice  a  year. 


D.  Robinson  III  to  back  the  creation  of  an  all-music-video  ca- 
ble channel.  "People  had  grown  up  with  rock  'n'  roll  and 
with  TV,  but  the  two  had  never  been  put  together  success- 
fully," says  Pittman,  who  launched  MTV  on  Aug.  1,  1981. 

It  was  a  fateful  day,  but  MTV  was  no  overnight  success. 
That  took  years  of  relentless  preaching  by  Pittman  to  con- 
sumers, advertisers,  and  cable  operators.  The  message: 
mtv  would  change  the  way  TV  was  made  and  watched. 
"He  would  say  it  and  say  it  until  it  actually  happened,"  says 
Geraldine  Laybourne,  a  former  MTV  Networks  exec,  now 

ceo  of  New  York  ca- 
ble-and-Web  startup 
Oxygen  Media  Inc. 
Throughout  his 
Time  Warner  career,  Pittman  got  plenty  of  advice  from  Ross. 
His  mentor,  who  died  in  1992,  viewed  the  younger  man  as  a 
kindred  visionary  and  risk  taker.  "Steve  Ross  had  probably  one 
of  the  greatest  impacts  on  my  life,"  says  Pittman.  "He  was  a 
father  figure  in  the  business  and  really  took  me  under  his 
wing."  One  memorable  lesson:  When  Pittman  told  Ross  that 
MTV  was  about  to  make  its  first  profit  ever,  instead  of  con- 
gratulating him,  Ross  waxed  on  about  the  next  deal  mtv  could 
make.  The  message  was  clear.  "Every  accomplishment  was  a 
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stepping-stone  to  an 
other  accomplishment,' 
says  Pittman. 

That  approach  has 
guided  Pittman  ever 
since.  When  Warner 
sold  its  investment  in 
mtv  to  Viacom  in  1985 
he  left  to  build  his  own 
production  company 
Quantum  Media  Inc 
and  introduced  The 
Morton  Downey  Jr 
Show,  where  Pittman 
broke  TV's  mold  again 
with  an  in-your-fac€ 
talk  format. 

Then  came  the  tu- 
multuous  return  tc 
Time  Warner.  After  his 
successes  with  Court 
TV  and  Fresh  Prince 
Pittman    got    Time 
Warner  to  buy   Sis 
Flags  Entertainment 
then  as  ceo  turned  around  the  under 
performing  amusement  parks.  Afte 
Time  Warner  sold  a  controlling  stak 
in  the  parks,  Pittman  started  lookin 
for  a  new  job. 

The  last  stop  before  AOL  was  a  one 
year  stint  as  CEO  of  Century  21  Rea 
Estate  Corp.  While  some  people  won 
dered  why  the  media  star  would  go  tc 
a  real  estate  brokerage  firm,  Pittmai 
says:  "It's  not  media  I'm  interested  in 
It's  the  consumer.  It  fit  my  criteria  of ; 
consumer  product  or  service."  Durin 
that  spell,  Pittman  joined  the  board  o 
America  Online.  From  there  it  was  ai 
easy  step  into  the  aol  executive  suit 
"I'M  SANE."  As  his  career  soared 
Pittman  also  remade  his  own  image 
During  the  height  of  MTV's  success 
Pittman  and  his  glamorous  first  wife 
Sandy,  were  dedicated  socia 
climbers — living  the  fast  life  in  New  York,  Aspen,  and  St 
Bart's  with  celebrities  such  as  Rolling  Stone  publisher  Jam 
Wenner,  NBC's  Brokaw,  and  musician  Quincy  Jones,  who  be 
came  godfather  to  their  son,  Bo.  Jones  recalls  a  big  bash  ii 
the  early  1990s  on  St.  Bart's  where  he,  Pittman,  and  musi 
producer  John  "Jellybean"  Benitez  dressed  up  as  th 
Supremes.  "We  were  the  Supremes  that  looked  like  the  O 
Jays,"  says  Jones.  In  1992,  Pittman  led  a  dozen  friends  on 
well-publicized  cross-country  Harley  ride  from  Manhattan  t 
San  Francisco's  Golden  Gate  Bridge.  "He  can  drive  15  peopl 
who  don't  want  to  be  led,"  says  Wenner,  who  took  the  ride 
Today,  however,  Pittman  is  a  family  man.  He  and  Sandy  di 
vorced  in  the  summer  of  1997.  That  fall,  he  married  Veroniqu 
Choa,  a  former  Web-page  designer.  They  have  a  2-year-ol 
son,  Andrew,  and  a  newborn  daughter,  Lucy.  Pittman  pilot 
his  own  jet,  shuttling  the  family  between  homes  in  Manhattar 
Great  Falls,  Va.,  Telluride,  Colo.,  and  Roundhill,  Jamaica 
He  also  flies  himself  to  business  meetings.  And  he  hash 
forgotten  Mississippi.  At  an  Oct.  25  fund-raiser  at  his  Virgini 
home,  he  raised  $2.1  million  to  help  connect  the  state's  school 
to  the  Web.  Says  Pittman  of  his  more  balanced  lifestyle  todtg 
"It's  more  fun.  I'm  sane." 

Given  his  full  family  life  and  a  long  career  that  started 
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thanks"  is 


a  magic  w 


rord 


now  do  you 
it  1,000  times 

ast? 


and  recognition  programs 
from  Netcentives. 


Blationships  are  trademarks  of  IMetcei 


What  do  you  do  when  you  don't  have  time  to  create  an  automated 
reward  program— and  you  don't  have  time  to  live  without  one? 

The  same  thing  companies  like  Microsoft,  Cisco,  and  Nortel 
Networks  have  done.  You  turn  to  Netcentives  to  create  a  custom- 
branded,  Web-based  Enterprise  Incentive  Program  that  delivers 
rewards  to  your  employees  in  real  time— worldwide. 

Imagine  creating  a  reward  currency  tailored  to  your  business 
goals— empowering  managers  to  award  points  through  a  simple 
Web  interface,  and  enabling  employees  to  monitor  their  accounts 
and  redeem  awards,  24x7. 

With  Netcentives,  you  can  do  all  that— and  more.  Without  burning 
the  midnight  oil. 

If  your  reward  and  recognition  strategy  has  been  keeping  you  up  at 
night,  visit  enterprise.netcentives.com. 

We  think  you'll  have  a  lot  to  thank  us  for. 


®  Netcentives 

Rewarding  Relationships' 


15,  those  who  know  Pittman  are  divided  over  whether 
he  will  stay  around  long  enough  to  ascend  to  the  top 
spot  at  aol  Time  Warner.  Some  insiders  say:  "Don't  count  on 
it."  After  all,  Levin  may  decide  he  wants  to  hang  on  for 
years,  and  in  the  past  he  has  ousted  executives  who  threat- 

ened  his  power. 
Pittman  won't  specu- 
late on  his  future.  "In 
my  career,  I  have 
never  planned  what  I  do  next,"  he  says. 

If  Pittman  does  stick  around,  it  could  take  a  long  time  to 
make  this  deal  pay  off.  It  took  Time  Inc.  and  Warner  Bros, 
five  years  to  show  the  benefits  of  their  1990  merger.  Be- 
cause of  the  complexities  of  creating  new  online  businesses 
with  unproven  business  models,  the  merger  of  Time  Warner 
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and  AOL  could  take  even  longer  to  bear  fruit.  Pittman  says  a 
lot  of  the  newest  stuff,  such  as  interactive  TV  and  video-on-de- 
mand, won't  take  hold  for  7  to  10  years. 

He  seems  to  have  the  right  skills  for  the  long  haul.  Levin 
and  Case  had  the  guts  to  bet  on  new  technologies  they  be- 
lieve will  transform  consumers'  lives,  but  Pittman  is  adept  at 
delivering  experiences  consumers  actually  want.  And  he  sens- 
es when  a  new  business  is  set  to  take  off.  "He's  got  a  great 
sniffer,"  says  former  hbo  Chief  Executive  Michael  Fuchs, 
now  the  chairman  of  Web  startup  MyTurn.com  Inc.  That  in- 
stinct will  be  crucial  if  aol  and  Time  Warner  are  to  deliver  on 
their  promise.  But  first,  Pittman  has  to  master  the  basics  of 
making  the  two  run  like  one. 

By  Catherine  Yang  in  Washington,  with  Ronald  Grover  in 
Los  Angeles  and  Ann  Therese  Palmer  in  Chicago 


THE  MAN  WHO  MADE  LEVIN  LOOK  GOOD 


In  the  media  business,  where  top 
executives  are  often  afforded 
celebrity  status,  Time  Warner  Inc. 
President  Richard  D.  Parsons  is  the 
anti-mogul.  For  six  years,  Parsons, 
52,  steadfastly  served  Chairman  Ger- 
ald M.  Levin  in  a  stealthlike  manner. 
Behind  the  scenes,  he  has  been  a 
dealmaker  and  a  peacemaker  be- 
tween fractious  divisions.  "He  is 
the  least  visible  presence  in  any 
major  media  company,  but  he  is 
the  one  who  has  been  enormous- 
ly valuable,"  says  a  management 
consultant  who  has  worked  with 
Parsons  through  the  years. 

Given  Parsons'  style,  it  comes 
as  no  surprise  that  much  of  the 
focus  on  the  AOL-Time  Warner 
merger  has  been  paid  to  media 
darling  Bob  Pittman,  the  high- 
profile  president  of  America  On- 
line Inc.  and,  in  an  earlier  life, 
one  of  the  creators  of  mtv.  The 
two  men  will  share  the  title  of 
co-chief  operating  officer,  but  all 
indications  are  that  Pittman  will 
be  first  among  equals. 
IRREPLACEABLE.  That's  if  Par- 
sons hangs  around.  The  longtime 
Republican  is  being  mentioned  as 
a  candidate  for  a  post  in  George 
W  Bush's  Administration,  possi- 
bly the  U.  S.  Trade  Representa- 
tive job.  People  who  know  Parsons 
say  he  believes  public  service  is  an 
important  calling  and  that  if  offered 
the  government  position,  he  would 
consider  it  seriously.  Time  Warner 
would  not  comment  on  the  matter, 
and  Parsons  did  not  grant  an  inter- 
view for  this  profile. 

If  Parsons  were  to  leave  the  com 
pany  now,  it  would  present  some 
ticklish  challenges  for  those  left  be- 
hind. At  6  foot  4,  with  a  scruffy 
beard  and  a  paunch,  Parsons  is  a 


teddy  bear  of  a  man  who  excels  at 
bringing  out  the  best  in  people  and 
mediating  among  warring  factions. 
His  skills  could  prove  vital  during 
the  first  year  after  the  merger  when 
culture  clashes  seem  inevitable. 
"He's  not  going  to  be  replaceable," 
says  John  Utendahl,  a  longtime 


left  stagnant  by  Warner  Music's  short- 
age of  hot  new  artists.  "These  are  hit- 
driven  businesses,"  says  analyst  Scott 
B.  Davis  of  First  Union  Securities 
Inc.  Parsons  must  put  the  right  peo- 
ple in  place  to  sniff  out  those  hits. 
Even  if  he  doesn't  go  into  the 
Bush  Administration,  Parsons  may 


PITTMAN'S  CO-PILOT 

Here's  what  AOL  Time  Warner  co-COO  Richard 
Parsons  did  at  Time  Warner. 

DEBT  CUTTER  During  his  first  year,  Parsons 
oversaw  the  sale  of  $3.2  billion  worth  of  assets, 
including  a  share  of  Six  Flags  Entertainment  and 
a  stake  in  Black  Entertainment  Television.  The 
goal-,  to  pay  down  company  debt. 

FIXER  Handled  tumultuous  transitions  at  Warner 
Music  and  Warner  Bros,  movie  studio.  After  years 
of  rapid  executive  turnover,  he  got  the  units  run- 
ning smoothly  by  appointing  Roger  Ames  to  head 
music  and  Barry  Meyer  to  oversee  movies. 

DEALMAKER  Engineered  $20  billion  proposed 
joint  venture  with  London-based  music  company 
EMI,  then  negotiated  directly  with  European  regu- 
lators. (Time  Warner  and  EMI  terminated  agree- 
ment amid  heightened  regulatory  pressures.) 

PEACEMAKER  Led  a  cross-divisional  task  force 
at  Time  Warner  to  help  the  company's  staunchly 
independent  divisions  to  work  better  together. 


friend  of  Parsons  and  chairman  and 
ceo  of  investment  firm  Utendahl 
Capital  Corp. 

If  he  stays,  Parsons  faces  tough 
challenges  at  the  divisions  he  over- 
sees. In  December,  America  Online 
and  Time  Warner  officials  lowered 
their  revenue-growth  estimates  for 
2000  because  of  softness  in  the  movie 
and  music  businesses.  The  company 
was  hurt  when  New  Line  Cinema's 
movie  Little  Nicky,  starring  Adam 
Sandler,  flopped,  and  music  sales  were 


decide  that  his  diminished  role  at 
aol  Time  Warner  doesn't  suit  him, 
so  he  may  move  on.  "He's  a  natural 
target.  Dick  Parsons  is  one  of  the 
up-and-coming  CEO  players,"  says 
Dennis  C.  Carey,  vice-chairman  of 
executive  search  firm  Spencer  Stu- 
art. It  may  just  be  that  alter  six 
years  of  nursing  bruised  egos,  im- 
proving the  balance  sheet,  and  tack- 
ling corporate  crises,  Parsons  will  de- 
cide it's  time  to  try  something  new. 
By  Tom  Lotury  in  New  York 
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.organ  Stanley.  #1  All-America  Research  Team.  #1  Global  Research  Team: 

tstitutional  Investor  magazine  recently  named  our  research  team  the  best  in  the  country.  Now, 
jey've  rated  us  best  in  the  world.  An  honor  that  speaks  to  the  quality  of  our  thinking.  As  well  as  our 
immitment  to  providing  our  clients  with  the  most  thorough  and  insightful  information,  bar  none.  That  said, 
you're  looking  for  the  #1  research,  there's  only  one  thing  to  do.  Move  your  money.  Get  well  connected. 
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THE  SMALLEST 
WAY  TO  SHARE 
YOUR  VISION. 

ANYWHERE. 


*  TEXAS  INSTRUMENTS  TECHNOLOGY 


Introducing  the  Compaq  MP2800 
Microportable  Projector.  At  just  2.5" 
wide,  it's  the  smallest  in  the  world. 

The  tiny  size,  however,  hasn't 
come  at  the  expense  of  performance 
or  features.  The  MP2800  has  an  all- 
digital  display  and  900  lumens  of 
brightness  so  your  presentations 
are  always  vivid,  clear,  and  above 
all  memorable.  And  by  the  way,  it's 
just  three  pounds. 

The  MP2800  Microportable  Projector. 
It's  technology  that  frees  you  to 
move,  and  move  people. 

To  learn  more  about  the  Compaq 
MP2800  (also  available  bundled 
with  Compaq  Armada  notebooks), 
call  1-800 -AT -COMPAQ  or  visit 
compaq.com/products/projectors. 

COMPAQ 

Inspiration  Technology 


Finance 


OPTIONS 


OPTIONS  PUT 
GIANTS  IN  A  JAM 


For  years,  companies  made 
billions  on  investor  bets 
that  their  stocks  would  fall. 
Soon,  they  may  owe  billions 


In  the  great  bull  market  of  the  1990s, 
many  companies  thought  they  were 
printing  money  by  selling  options  on 
their  own  stock.  Microsoft  Corp. 
made  about  $1.8  billion  in  the  three 
years  ended  last  June  by  selling  puts  to 
investors  who  bet  that  Microsoft's  stock 
would  decline.  As  the  stock  rose,  the 
puts  expired  worthless.  Over  the  same 
period,  Dell  Computer  Corp.  reaped 
$97.5  million  selling  puts  on  its  stock. 
Even  Adaptec  Inc.,  a  small 
manufacturer  of  computer  pe- 
ripherals, made  about  $13 
million. 

"This  strategy  makes  all 
the  sense  in  the  world  for 
successful  technology  compa- 
nies," Gregory  B.  Maffei,  Mi- 
crosoft's former  chief  finan- 
cial officer,  told  business 
week  in  February,  1998.  Boy, 
was  he  wrong.  If  Microsoft's 
current  put  options  were  to 
expire  today  at  its  Jan.  2 
stock  price  of  $43.38  (their 
actual  expiration  dates  run  to 
March,  2003),  it  would  end  up 
costing  the  company  $4.8  bil- 
lion. For  Dell,  the  hit  would 
be  $3.4  billion,  and  for 
Adaptec,  $72  million. 

Even  nontech  companies 
have  been  selling  puts.  But 
not  all  are  hurting  as  badly. 
McDonald's  Corp.  gained  $126 
million  in  three  years  before 
the  market  soured.  Its  poten- 
tial loss  now  is  $61  million. 
But  then,  its  share  price  has 
fallen  only  17%  in  the  past 
year. 

To  be  sure,  these  compa- 
nies' put  options  expire  over 
one  to  three  years,  which 


means  the  companies  are  unlikely  to 
make  one  huge  lump  payment  in  any 
given  quarter.  But  the  longer  their 
stocks  remain  depressed,  the  more  these 
puts  become  a  burden.  "Microsoft,  Dell, 
and  Adaptec  are  some  of  the  most  ag- 
gressive companies  with  regard  to  the 
use  of  options,"  says  Bob  Gabele,  direc- 
tor of  insider  research  at  First 
Call/Thomson  Financial.  "This  is  the  oth- 
er side  of  the  option  game.  There  can  be 
a  hidden  cost  to  corporations  with  ag- 
gressive option  programs." 

Big  institutional  investors,  including 
such  otherwise  conservative  players  as 
foundations  and  college  endowment 
trusts,  have  long  fattened  their  returns 
by  selling  puts  and  calls  against  their 
huge  stock  positions.  And  some  compa- 


PLAYING  THE  PUT  GAME 


Company  A  is  very  bullish  on  its  stock  and 

decides  to  sell  put  options  to  earn  extra  cash. 

The  puts  give  the  buyer  the  right  to  sell  the 
stock  back  to  the  company  at  a  specific  price 
within  a  specified  time  period,  say,  one  year. 

Company  A's  stock  trades  at  $100  a  share. 
It  sells  puts,  exercisable  at  $100  a  share,  on 
1  million  shares. 

To  buy  the  puts,  an  investor  pays  a  premium  of, 
say,  $10  a  share.  The  company  pockets  a  total 
of  $10  million  in  premiums. 

A  year  later,  if  the  stock  price  is  at  $100  or 
higher,  the  puts  expire  worthless.  Company  A 
has  made  $10  million. 


t/> 


But  suppose  the  stock  falls  to  $50.  The  investor  can 
buy  shares  at  $50  and  exercise  the  puts,  requiring 
Company  A  to  buy  back  the  shares  at  $100.  In  this 
case,  the  company  loses  $50  million,  minus  its  $10 
million  in  premiums.  So  its  net  loss  is  $40  million. 

Often,  though,  puts  are  settled  without  a 
buyback;  the  company  just  pays  the  $50 
difference  between  exercise  price  and  market 
value.  In  this  case,  the  company  can  pay 
the  difference  by  giving  the  put  holder  a 
share  worth  $50.  That  increases  its  shares 
outstanding  and  dilutes  earnings  per  share. 


nies  have  sold  modest  amounts  of  putt 
against  their  own  shares  for  at  least  . 
two  decades.  But  many  more  jumpec  I 
into  the  game  in  a  big  way  in  the  late  - 
1990s.  Now,  these  put  sales  may  turr  K, 
into  a  huge  drain  on  cash  or  may  cause  p 
dilution  of  earnings  per  share. 

A  put  option  is  a  bet  that  the  com  eil 
pany's  stock  will  decline  below  a  cer  Bin 
tain  price.  In  the  bull  market,  when  the  I E 
mere  announcement  of  a  buyback  pro  "Al 
gram  propelled  companies'  stocks  evei  m 
higher,  most  puts  expired  worthless  ane  it ;. 
the  companies  just  pocketed  the  pro  kin, 
ceeds  from  put  sales  or  used  the  extr; 
money  to  offset  the  cost  of  buying  bad  m 
their  shares.  The  typical  buyers  of  th(  m 
puts  were  big  investment  banks. 
TAX-FREE.  An  added  appeal  of  selling  Son 
put  options  is  that  companies  take  tax  a?  i 
free  gains  on  their  balance  sheets  in  mil 
stead  of  on  their  profit-and-loss  state  Ins 
ments.  Gains  and  losses  are  reportec  Au; 
as  changes  in  stockholders'  equity,  no  plim 
net  income. 

But  as  stock  prices  have  tanked,  com  m  i 
panies  that  aggressively  sold  puts  nov  oil 
find  themselves  on  the  hook,  owing  lot  But 
of  either  cash  or  stock  to  pay  off  th  Lies 
holders  of  the  puts.  In  a  typical  transac  , 
tion,  an  investor  might  buy  a  put  optioi  H  n 
with  a  strike  price  of  $100.  If  the  stocl  n,  i 


68  BUSINESS  WEEK  /  JANUARY  15,  ?001 


alls  to  $50,  the  issuing  corporation  must 
my  shares  from  the  investor  at  $100. 
Vlternatively,  the  put  contract  can  be 
Ittled  without  a  share  buyback.  In  this 
ase,  the  company  pays  out  the  $50  dif- 
Irence  between  the  put's  exercise  price 
ind  the  shares'  market  value.  It  can  do 
o  either  by  paying  cash  or  by  giving 
he  investor  a  share  to  sell  in  the  mar- 
:et.  Either  way,  the  company  is  out  $50. 

"All  of  a  sudden,  these  companies 
lave  to  make  good  on  puts,  where  in 
he  past,  they've  just  been  on  a  gravy 
rain.  It  was  purely  money  for  their 
offers,"  says  Abe  Mastbaum,  a  man- 
ning director  at  American  Securities 
"apital  Partners  LP,  a  New  York  mon- 
y-management  firm. 

Some  companies  will  be  hit  harder 
han  others.  Adaptec  Inc.  sold  options 
n  more  than  2  million  shares  in  2000 
•dth  strike  prices  of  $23  and  $43.  Execs 
t  Adaptec  have  watched  their  shares 
ecline  by  80%  in  the  past  year,  to 
bout  $10.  If  the  company  had  to  make 
ood  on  all  these  put  options  today,  it 
rould  cost  $72  million. 

But  Adaptec,  like  many  other  com- 
anies  that  issued  puts,  has  the  right 
o  settle  its  put  contracts  by  paying 
ack  investors  with  shares  rather  than 
ash.  Still,  the  price  could  be  dear.  If 


997-1999* 


Puts  could  cost  Dell 
35  times  as  much  as  it 
made  on  the  options  in 

the  past  three  years 


all  of  Adaptec's  outstanding  put  options 
expired  today,  the  company  would  have 
to  deliver  more  than  7  million  shares  to 
put  holders.  According  to  New  York's 
sca  Consulting,  which  advises  compa- 
nies on  ways  to  increase  shareholder 
value,  that  additional  stock  could  dilute 
Adaptec's  earnings  per  share  by  about 
7%.  David  A.  Young,  Adaptec's  chief  fi- 
nancial officer,  says  some  of  the  compa- 
ny's puts  were  exercised  last  quarter  at 
a  cost  to  the  company.  But  he  won't 
give  financial  details  in  advance  of 
Adaptec's  upcoming  quarterly  report. 

"These  guys  thought  buying  their 
own  shares  at  $44  was  a  good  deal," 
says  a  money  manager  who  asked  not 
to  be  named.  "Instead,  they're  being 
forced  to  issue  more  shares  at  $8.  When 
I  went  to  school,  it  was  buy  low,  sell 
high — not  the  opposite." 

Microsoft's  potential  $4.8  billion  neg- 


7  MILLION 


•THROUGH  12/99 

"TO  THE  BALANCE  SHEET,  ALL  CALCULATIONS  BASED  ON  AVERAGE  STRIKE  PRICE  AND 
CLOSING  STOCK  PRICE  THROUGH  01/02/01  AND  NUMBER  OF  PUTS  OUTSTANDING 
SOURCE:  SEC  FILINGS  AND  SCA  CONSULTING 


ative  exposure  is  almost  three  times 
what  it  has  made  selling  puts  since  1997, 
while  Dell's  put  program  stands  a 
chance  of  costing  it  35  times  as  much  as 
it  has  made  on  puts  in  the  past  three 
years.  Both  companies  point  out  that 
the  put  options  they  have  outstanding 
now  will  expire  over  the  next  three 
years,  so  they  won't  have  to  take  the  hit 
all  at  once.  Dell  execs  say  they  will  pay 
their  obligation  in  cash,  not  shares,  and 
Dell  spokesman  T.  R.  Reid  notes  that 
the  company  has  generated  $800  mil- 
lion to  $1  billion  in  cash  in  recent  quar- 
ters. Still,  its  potential  $3.4  billion  loss 
represents  about  73%  of  its  cash  on 
hand  at  the  end  of  the  third  quarter. 

Despite  the  big  potential  losses,  some 
investment  bankers  defend  corporate 
put  programs  as  an  excellent  way  to 
buy  back  shares.  "The  sale  of  puts  al- 
lows companies  to  be  paid  for  commit- 
ting to  buy  back  stock,"  says  Chris 
Innes,  a  managing  director  at  Banc  of 
America  Securities  in  New  York. 
LUCKY  OR  PRESCIENT?  Some  companies 
have  stopped  their  put  programs  com- 
pletely, even  though  they've  continued 
their  buybacks.  Intel  Corp.  made  $348 
million  over  three  years  selling  puts.  But 
Intel's  board  turned  conservative  in  mid- 
1999  and  called  "a  halt  to  the  program," 
says  Chuck  Mulloy,  a  compa- 
ny spokesman.  Intel  was  ei- 
ther lucky  or  prescient:  Its 
stock  price  has  fallen  by 
nearly  half  since  March. 

The  decision  to  sell  puts 
may  turn  out  to  be  most 
dangerous  for  small  compa- 
nies, says  Jeffrey  W.  Joyce, 
a  senior  associate  at  SCA 
Consulting.  "The  impact  of 
Adaptec's  put  program  will 
be  far  more  dilutive,  at  7%, 
than  Microsoft's,  which  could 
be  diluted  by  only  2%,"  he 
says.  It's  conceivable,  Joyce 
adds,  that  an  aggressive  put 
program  could  create  signif- 
icant financial  problems  for 
smaller  companies  with  poor 
stock  performance.  "The 
moral  of  the  story  is:  The 
bigger  you  are  and  the  bet- 
ter stock  performance  you 
have,  the  less  impact  this 
has  on  you." 

That  may  be  so.  But  for 
now,  the  days  of  easy  money 
from  sales  of  put  options 
have  gone  the  way  of  the 
Gutenberg  printing  press. 
They're  history. 

By  Debra  Sparks  in 
New  York 
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UNDERMINING  PAY  FOR  PERFORMANCE 
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This  summer  was  a  good  one  for  Wylie 
Plummer.  The  Semtech  Corp.  vice- 
president's  170,000  company  shares 
were  worth  $10  million  on  Aug.  31 — up 
from  $3.8  million  three  months  earlier. 
But  as  the  outlook  worsened  for  the  cell- 
phone market,  the  stock  took  a  hit.  By 
Dec.  22,  Semtech  had  slumped  from  $59 
to  less  than  $18.  So  Plummer's  holdings 
were  worth  just  $3  million,  right? 

Well,  no.  They  were  actually  worth 
$5.3  million.  That's  still  a  big  drop  from 
$10  million,  but  a  far  cry  from  the  one 

ZERO-COST  COLLARS  101 

An  executive  at  XYZ  Corp. 
hedges  his  shares. 

THE  COLLAR  With  shares 
trading  at  $100,  the  executive 
sells  a  call  option  and  buys  a  put 
option,  creating  a  floor  and  a 
ceiling  for  his  shares.  The  put 
allows  him  to  sell  at  $90.  The 
call  requires  him  to  sell  at  $130. 

GOOD  NEWS  The  price  stays 
between  $90  and  $130.  The 
options  expire  unexercised. 

MORE  GOOD  NEWS  The  stock 
falls  to  $50.  The  executive  would 
have  lost  $50  a  share.  With  the 
collar,  he  sells  for  $90. 

BAD  NEWS  The  stock  soars  to 
$180.  The  executive  would  have 
gained  $80  a  share.  Instead  the    j 
buyer  of  the  call  option  buys  the 
executive's  stock  for  $130  a 
share. 

most  shareholders  saw.  Call  it  the  new 
math.  In  September,  Plummer  hedged 
his  bets  by  using  an  increasingly  popular 
device  called  a  zero-cost  collar.  While 
other  investors  cried  in  their  beer,  per- 
haps taking  solace  in  the  belief  that  com- 
pany bigwigs  were  in  the  same  boat, 
100,000  of  Plummer's  shares  never  fell 
below  $41.  Plummer,  a  Semtech  director, 
declined  comment  through  a  spokesman. 

You  can't  blame  Plummer  and  other 
executives  for  wanting  to  cut  their  risk  a 
little.  Many  are  underdiversified,  with 
most  of  their  wealth  tied  up  in  a  single 
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stock.  Some  are  company  founders  and 
some  hold  restricted  shares  that  can't  be 
sold  for  months,  sometimes  years.  Hedg- 
ing lets  them  protect  shares  they  can't 
sell  or  prefer  to  keep,  and  by  borrowing 
against  the  hedge,  they  can  diversify 
their  portfolios.  Says  Jeff  Sparks,  execu- 


tive director  of  ubs  Warburg's  equi- 
ties division,  which  markets  hedging 
products:  "They're  prudently  addressing 
financial  planning." 

The  problem  is  that  many  executives 
who  hedge  do  so  with  shares  they  were 
awarded  as  a  way  to  tie  their  pay  to  the 
performance  of  the  companies  they  man- 
age. Such  performance-based  pay  now 
accounts  for  more  than  half  of  all  com- 
pensation for  top  executives  and  direc- 
tors. But  hedging  can  undermine  the 
purpose  of  performance-based  pay,  since 
it  cuts  the  risk  of  ownership.  And  unlike 


an  outright  sale  of  stock,  investors  }1 1 
learn  of  hedging  transactions.  Says  net 
Charles  M.  Elson,  director  of  the  U  say: 
versity  of  Delaware's  Center  for  C(  m\ 
rate  Governance:  "It's  like  a  basebj  an  o 
player  betting  on  the  other  team.  I  lint 
executive  is  collaring,  shareholders,  m 
should  be  aware  of  it." 

But  most  are  not.  When  top  mar  jrant 
sell  stock,  the  transaction  is  widely  leal 
ported  and  can  send  a  powerful  sig  wo 
investors.  Hedging  transactions,  on  and 
other  hand,  while  reported  to  the  £  po 
ties  &  Exchai  mpai 
Commission  o  1  tra 
Form  4,  rarel  m 
pear  on  edga  let 
because  few  «  id, 
fives  file  thenpa] 
electronically. 
They're  not  iitfe;: 
ed  in  other  cc  tlL, 
ny  filings,  sue  \ni 
the  proxy  or 
reports.  And 
they're  ignorA'Tb 
most  services 
provide  inside  k' 
trading  data  1  cutiv 
vestors. 

When  hedj 
was  rare,  tha  Lj 
understandab 
But  it's  gettir 
so  every 
Last  yea 
least  31  mijj 
ers  repoi 
hedging,  up 
15  in  1996,  ac 
ing  to  Camel! 
Research  Alii 
Inc.,  an  inves 
esearch  firm  in  Scottsdale,  Ariz, 
them  were  some  of  the  biggest  n; 
in  the  tech  sector,  including  Micros 
Corp.  co-founder  Paul  G.  Allen  and 
Networks  Inc.  founder  Halsey  M 
What's  more,  executives  arc  protei 
more  wealth  than  ever.  Even  withe 
Allen's  collar  of  more  than  70  millii  I 
shares,  the  other  30  executives  lice 
an  average  of  more  than  300,000  si 
each  last  year,  up  66$  from  1999, 

For  three  out  of  four,  the  liansa 
were  a  smart  move.  If  their  hedge 
to  expire  now,  the  executives'  shar 
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I  fetch  millions  more  than  the  mar- 
rice.  For  Allen  the  decision  to  collar 
rarticularly  timely.  Preceding  a  re- 
slump  in  Microsoft  shares  by  weeks, 
lieB  of  36  transactions  in  October 
Jovember  allowed  Allen,  who  could 
i  reached  for  comment,  to  avoid 
j  $1  billion  in  losses.  Kevin  Walsh, 
itives  manager  at  Mellon  Financial 
,  says  the  volatility  of  tech  stocks 
nany  executives  scurrying  for  cover, 
lad  many  customers  who  did  trans- 
s  in  the  past  year  who  are  very, 
happy,"  says  Walsh.  "They  bought 
ince,  and  a  tornado  came." 
urance  is  a  good  word  to  describe 
jpeal  of  the  most  popular  hedge, 
•ro-cost  collar,  which  limits  future 

and  gains.  For  executives  with 
•ads  of  suddenly  valuable  shares  in 
wnpany — shares  they  may  be  pro- 
d  from  selling — the  collar  safe- 
s  wealth  and  allows  it  to  grow, 
the  transactions  are  not  widely 
ed,  the  chance  of  triggering  a  sell- 
small.  And  because  ownership  does 
lange  hands,  executives  retain  vot- 
;hts  and  defer  taxes  until  they  sell, 
el  L.  Lemmon,  assistant  finance 
isor  at  the  University  of  Utah  and 
hor  of  a  study  on  executive  hedg- 
Kpects  the  practice  to  grow  in  pop- 
;.  "These  instruments  provide  exec- 

another  way  of  limiting  their 
are,"  says  Lemmon. 
icutives  say  hedging  isn't  always  a 
gainst  the  company.  Minor,  for  ex- 
,  says  his  hedge  was  a  way  to  raise 
Unwilling  to  sell  his  cnet  founders' 
i  for  $35  apiece  in  May,  when  he 
d  cash  to  start  another  business,  he 
a  deal.  He  set  up  a  collar  with  a 
if  $29  a  share  and  a  ceiling  of  $49  a 

and  got  the  $29  up  front.  If  the 


stock  falls  below  $29,  he's  protected.  If  it 
rises  before  the  collar  expires,  he  can  get 
up  to  an  additional  $20  per  share.  The 
hedge,  he  says,  is  a  bet  on  cnet's  suc- 
cess, not  its  failure.  Says  Halsey:  "If  I 
thought  it  was  going  down  and  staying 
down,  I  would  have  done  an  outright 
sale.  I'm  taking  an  educated  gamble  that 
it  will  be  back  above  35  by  May  15." 

Whatever  the  motivation,  when  top 
managers  hedge,  shareholders  deserve  to 
know.  In  the  past  decade,  equity  has  be- 
come the  chief  way  of  aligning  execu- 
tives' interest  with  that  of  shareholders. 
Pay-for-performance  is  built  on  it.  But 
when  an  executive  hedges  part  of  his 
stake,  that  link  is  diminished.  By  hedg- 
ing, an  executive  can  take  out  insurance 
on  his  shares  while  appearing  to  have  an 
unadulterated  interest  in  the  company's 
fate.  Says  Lenny  Mendonca,  a  McKinsey 
&  Co.  director:  "If  they  have  perceived 
self-interest  but  have  no  self-interest, 
that's  not  right." 

An  executive  who  hedges  is  a  little  bit 
like  the  captain  of  a  ship  who  sees  an 
iceberg  up  ahead  and  heads  for  his 
lifeboat  without  waking  the  sleeping  pas- 
sengers. Nobody's  suggesting  the  captain 
should  go  down  with  the  ship,  but  if  a 
top  executive  has  lost  confidence  in  his 
company  to  the  point  where  he's  safe- 
guarding his  shares,  investors  should  be 
told.  Clearly,  better  disclosure  is  needed, 
preferably  by  the  companies,  and  prefer- 
ably where  it  would  do  the  most  good — 
in  the  annual  proxy.  That  way,  all  in- 
vestors, not  just  the  supersleuths,  will  be 
able  to  see  which  executives  are  putting 
their  money  where  their  mouths  are  and 
which  ones  aren't  taking  any  chances. 

Lavelle  covers  management  and  exec- 
utive compensation  from.  New  York. 


PROFITING  IN  A  SLUMP 

t  year,  at  least  31  insiders  used  "collars"  and  other  hedging  strategies  to  protect 
85  million  shares  in  their  companies'  stock.  The  stock  price  of  many  of  those 
companies  has  since  plummeted.  If  the  collars  had  expired  on 
Dec.  22,  those  executives  would  have  avoided  millions  of  dollars  in  losses. 


Allen 
:y  Minor 

im  Sinclair 
Plummer 


COMPANY 

Microsoft 
CNET  Networks 
JDS  Uniphase 
Semtech  Corp. 


SHARES 
COLLARED 

76.15  million 
1.55  million 
260,000 
100,000 


LOSSES 
AV0IDE0 

$970.8  million 

22.0  million 

20.1  million 
2.3  million 
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FUNNY  MONEY, 
OR  REAL 
INCENTIVE? 

A  new  study  shows  that 
options  make  poor  CEO  bait 


Fantasize  for  a  moment  that  you're  a 
ceo  candidate  negotiating  a  pay 
package.  Which  would  you  rather 
get:  $10  million  in  cash,  or  stock  op- 
tions with  an  open-market  value  of  $20 
million?  If  you're  like  most  people,  you'd 
take  the  cash  because  it's  less  risky 
than  volatile  options.  In  fact,  when  com- 
panies offer  stock  options  to  executives 
in  place  of  salary,  they  often  have  to 
give  them  options  valued  at  250%  or  so 
of  the  cash. 

While  stock  options  may  feel  like  fun- 
ny money  to  their  recipients,  they  rep- 
resent a  genuine  cost  to  their  issuers. 
To  avoid  dilution  of  shares  when  op- 
tions are  exercised,  companies  have  to 
spend  real  money  to  buy  back  shares  on 


the  open  market.  If  executives  prefer 
cash,  and  options  are  expensive  to  issue, 
why  do  companies  nevertheless  rely  so 
heavily  on  options?  Good  question.  Fi- 
nance scholars  are  beginning  to  con- 
clude that  extensive  use  of  options  is,  to 
use  a  nontechnical  term,  stupid.  "Op- 
tions are,  in  fact,  an  unusually  expensive 
and  therefore  inefficient  way  to  convey 
compensation  to  executives  and  em- 
ployees," write  the  authors  of  a  major 
new  study,  Brian  J.  Hall  of  Harvard 
Business  School  and  Kevin  J.  Murphy  of 
the  University  of  Southern  California's 
Marshall  School  of  Business. 

Their  report,  "Stock  Options  for  Un- 
diversified  Executives,"  was  published  in 
December  by  the  National  Bureau  of 
Economic  Research  Inc.  It's  already  get- 
ting favorable  notice  from  other  re- 
searchers and  pay  experts.  "It's  very, 
very  interesting,"  says  Ira  T  Kay,  the 
director  of  compensation  consulting  at 
Watson  Wyatt  &  Co. 

Other  scholars,  including  a  team  from 
the  University  of  Pennsylvania's  Whar- 
ton School  of  Finance,  have  previously 
pointed  out  the  big  gap  between  the 
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high  cost  of  options  to 
issuers  and  their  low 
value  to  recipients.  But 
Hall  and  Murphy  are 
the  first  to  follow  that 
fact  to  all  its  implica- 
tions for  pay  practices. 
They  start  from  the  ob- 
servation that  execu- 
tives who  hold  lots  of 
shares  and  options  in 
their  employers'  com- 
panies are  highly  risk 
averse.  Most  of  their 
eggs  are  in  one  basket, 
and  they  usually  can't 
or  don't  hedge  against  the  possibility 
of  a  decline  in  the  value  of  their  com- 
pany's shares.  (Although  there  are  ex- 
ceptions. See  page  72.) 
FEAR  OF  RISK.  Even  though  pay  pack- 
ages of  executives  soared  in  the  1990s, 
Hall  and  Murphy  conclude  that  the  ex- 
ecutives didn't  feel  much  richer  because 
most  of  their  raises  came  in  the  form  of 


"If  they're  going  to 
be  used,  their  cost 

needs  to  be 

outweighed  by  their 

incentive  benefits," 

says  one  of  the 

study's  authors 


needs  to  be  out- 
weighed by  their  in- 
centive benefits." 

The  big  winner  in 
their  study  is  restrict- 
ed stock — that  is,  stock 
issued  to  executives 
that  can't  be  sold  be- 
fore a  certain  date. 
Hall  and  Murphy  say 
that  restricted  shares 
provide  the  correct  in- 
centives to  recipients 
to  get  the  stock  price 
up.  At  the  same  time,, 
they're  less  volatile 
than  options,  so  executives  value  them 
more  highly.  Watson  Wyatt's  Kay  says 
his  firm  has  reached  a  similar  conclusion 
and  now  recommends  that  companies 
get  restricted  stock  into  employees' 
hands  by  selling  it  at  a  discount.  Exec- 
utives love  the  idea,  he  says.  "They  sign 
up  in  droves." 

Of  course,  all  the  disadvantages  of 


THE  VALUE  GAP  IN  STOCK  OPTIONS 

Stock  options  are  risky,  and  executives  dislike  risk.  This  chart  contrasts  the  cost 

of  a  stock  options  package  for  a  typical  big-company  chief  executive  with  how 

much  those  options  were  worth  in  the  eyes  of  the  CEOs  themselves.* 


COST  TO  COMPANIES     ■  PERCEIVED  VALUE 
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.  MILLIONS  OF  DOLLARS 
DATA  BRIAN  J  HALL  AND  KEVIN  J.  MURPHY 


*F0R  CEO  OF  MEDIAN  S&P  500  COMPANY.  ASSUMES  EXECUTIVES  ARE  AS  RISK 
AVERSE  AS  THE  GENERAL  PUBLIC  AND  INCLUDES  GRANTS  OF  RESTRICTED  STOCK 


options,  which  they  didn't  value  highly. 
In  a  calculation  for  business  week,  they 
estimate  that  the  median  company  in 
the  Standard  &  Poor's  500-stock  index 
in  1999  paid  stock-based  compensation 
that  cost  it  $3.3  million,  as  measured 
by  the  widely  used  Black-Scholes  for- 
mula, which  takes  into  account  factors 
such  as  timing  and  stock-price  volatility. 
But  from  the  point  of  view  of  the  risk- 
averse  recipient  at  the  median  of  S&P 
500  CEOs,  stock-based  compensation  was 
worth  just  $1.1  million  (chart).  In  other 
words,  perceived  value  was  one-third 
of  actual  cost. 

Yes,  the  advantage  of  stock  options 
over  straight  salary  is  that  they  give  ex- 
ecutives more  of  an  incentive  to  get  the 
stock  price  up.  But  Hall  and  Murphy 
say  that  advantage  needs  to  be  mea- 
sured carefully  against  their  disadvan- 
tages. Says  Hall:  "We're  just  saying  that 
if  they're  going  to  be  used,  their  cost 


options  pale  against  one  huge  albeit  arn 
tificial  advantage:  their  accounting  treat-| 
ment.  While  salary,  bonuses,  and  re- 
stricted shares  count  as  compensatior 
and  thus  raise  reported  costs  and  reduce 
reported  profits,  stock  option  grants 
don't  affect  earnings.  Hall  says  the  Fi^ 
nancial  Accounting  Standards  Boarc 
should  renew  its  campaign  to  eliminate 
the  accounting  bias  in  favor  of  stocl 
options.  Finance  theory  says  that  in-j 
vestors  should  be  able  to  look  past  the 
accounting  treatment,  but  in  the  real 
world,  reported  earnings  matter. 

It  was  hard  to  argue  that  stock  op-| 
tions  were  a  bad  form  of  compensatior 
during  the  1990s,  when  they  rose  in-j 
vincibly  in  value  year  after  year.  Buff 
their  popularity  has  declined  along  witlj 
the  market  averages.  This  Important 
paper  will  undoubtedly  add  to  the  hack-] 
lash  against  them. 

By  Peter  Coy  in  Ncic  Yori 
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COMMENTARY 

By  Christopher  H.  Schmitt 

HOW  PENNY  PRICING  IS  POUNDING  INVESTORS 


It  was  an  article  of  faith:  Change 
stock  prices  from  those  awkward 
sixteenths  of  a  dollar  into  pennies, 
and  investors  would  score.  Trimming 
the  smallest  difference  in  most  prices 
from  6.25(2  to  a  single  cent  would  cut 
trading  costs  and  investors  would 
save  billions.  And  so,  under  pressure 
from  Congress,  the  New  York  Stock 
Exchange  began  rolling  out  decimal 
trading  last  August,  with  the  Nasdaq 
to  follow  this  spring. 

Well,  saving  big  bucks  was  the 
idea,  anyhow.  Evidence  is  now  emerg- 
ing that  the  switch  could  end  up  cost- 
ing many  investors  more,  not  less.  It's 
clearly  too 


as  pension  and  mutual  funds,  penny 
pricing  may  boost  costs  instead.  And 
that  stands  to  hurt  the  many  individ- 
uals for  whom  these  funds  invest. 
Institutions  may  pay  more  be- 
cause decimal  trading  tends  to  dis- 
courage them  from  placing  "limit  or- 
ders"— bids  to  buy  or  sell  at 
specified  prices.  Limit  orders  are 
popular  because  they  can  protect 
against  price  movements  between 
the  time  an  order  is  placed  and 
when  it's  executed.  Limit  orders 
also  help  buyers  and  sellers  meet  in 
an  orderly  fashion,  and  act  to  keep 


volume  of  stock  offered  through  limit 
orders  fell  by  one-half  when  the  Big 
Board  moved  from  eighths  to  six- 
teenths in  1997.  And  a  soon-to-be- 
published  study  by  Columbia  Univer- 
sity and  University  of  Georgia 
scholars  notes  that  institutions'  trad- 
ing costs  soared  by  as  much  as  one- 
half  in  the  same  switch. 

Already,  decimals  are  forcing  insti- 
tutions to  shy  away  from  limit  orders, 
turning  to  pricey  floor  brokers  in- 
stead. These  are  middlemen  who  han- 
dle trades  on  the  NYSE  floor,  bypass- 
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late  to  halt  the  march  to  penny  pric- 
ing. But  the  early  results  mean  Wall 
Street  and  the  Securities  &  Exchange 
Commission  should  further  retool  the 
markets  to  guarantee  that  investors — 
and  not  market  insiders — get  the 
promised  payoff  of  "decimalization." 
LINE  JUMPERS.  Decimals  are  hailed  as 
an  investor  bonanza  because  smaller 
price  increments  allow  stocks  to 
trade  with  a  narrower  "spread,"  or 
gap  between  buying  and  selling 
prices.  The  spread  is  essentially  the 
house's  cut  of  trading  activity— and  a 
major  cost  for  investors.  With  six- 
teenths as  the  smallest  increment, 
the  best  price  a  seller  can  get  may 
be  20,  while  the  lowest  price  for  buy- 
ers may  be  20X» — meaning  the  spread 
is  6.25(2  per  share.  But  with  stocks 
trading  in  pennies,  the  best  prices 
might  be  20  and  20.04,  cutting  the 
spread  to  4(2. 

Savings  may  be  there — for  small 
orders  placed  by  individual  investors. 
But  for  institutional  investors,  such 


prices  from  bouncing  wildly. 

In  a  study  of  63  stocks  that  con- 
verted to  decimal  trading  beginning 
last  August,  the  NYSE  has  found  that 
the  share  of  trading  done  through 
limit  orders  has  fallen  by  about  10%. 
Some  experts  blame  the  trend  on  the 
decimal-induced  growth  of  "stepping 
ahead" — the  market  equivalent  of 
someone  cutting  ahead  of  you  in  line. 

It  works  like  this:  When  a  stock  is 
selling  at  29%,  you  might  place  a 
limit  order  to  buy  at  30.  A  broker  or 
dealer,  seeing  that  order,  can  jump 
ahead  by  bidding  30Kc — and  thus 
snatch  up  the  shares  you  wanted. 
With  penny  trading,  the  cost  of  beat- 
ing your  order  falls  sharply,  because 
the  insider  only  needs  to  bid  30.01. 
The  practice  isn't  illegal,  but  how  do 
investors  respond?  They  place  fewer 
limit  orders,  researchers  say. 

The  shrinkage  can  make  trading 
costlier,  as  it  becomes  more  arduous 
for  buyer  and  seller  to  meet.  A  study 
by  Babson  College  and  University  of 
Pennsylvania  researchers  showed  the 


ing  the  electronic  system  that  limit 
orders  use.  But  they  charge  about  3(2 
to  6(2  per  share. 

RAISING  THE  STAKES.  The  easiest 
way  to  protect  limit  orders:  Make  it 
more  expensive  to  step  ahead.  The 
sec  and  exchanges  should  require  a 
specialist,  dealer,  or  broker  who 
wants  to  outbid  a  limit  order  to  of- 
fer a  significantly  better  price — say, 
30  or  5(2  more — and  to  buy  or  sell 
more  shares  than  the  limit-order  in- 
vestor wanted.  The  idea  is  simple: 
Make  the  pros  put  real  money  at 
risk,  so  they'll  think  twice  before 
jumping  the  queue. 

Experience  may  well  lead  regula- 
tors to  fine-tune  the  price  and  size 
premiums  for  line-jumpers.  If  the 
penalties  are  too  stiff,  price  competi- 
tion could  suffer.  But  striking  a  bal- 
ance will  give  the  professionals  the 
maneuvering  room  they  need,  while 
ensuring  that  small  investors  get  the 
benefits  from  penny  trading. 


Sclnnitt.  covers  Jinn  iter  from 
Washington^, 
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systems  deliver  industry-leading  flexibility,  resilience, 
reliability,  and  availability.  As  well  as  the  peace  of  mind 
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that  comes  from  a  low  total  cost  of  ownership.  Our  data 
center  perspective  shows  in  the  quality  of  our  products 
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TURNAROUNDS 


PEOPLESOFT'S 
HARD  GUY 

By  bringing  discipline  to  the  company,  CEO  Conway  has  pulled  it  back  from  the  brink 


The  rise  and  fall  and  rise  again 
of  enterprise  software  maker 
PeopleSoft  Inc.  is  a  tale  of  two 
personalities. 
On  one  hand,  there's  David  A.  Duf- 
field,  the  founder  and  chief  executive 
for  11  years.  He  built  a  friendly  cul- 
ture for  employees  and  customers  alike. 
At  airy  offices  in  the  San  Francisco  sub- 
urb of  Pleasanton,  the  Mr.  Rogers-style 
Duffield  wore  comfy  sweaters,  signed 
e-mail  with  his  initials,  DAD,  and  sup- 
ported a  rock  band  made  up  of  employ- 
ees— the  Raving  Daves.  Out  in  the  mar- 
ketplace, the  company  let  customers 
vote  on  features  they  wanted  to  see  in 
the  next  batch  of  products.  Duffield  led 
PeopleSoft  up  a  growth  ramp  that  made 
it  a  darling  of  Wall  Street — only  to  see 
it  crash  to  earth  in  1999.  That's  when 
the  market  for  giant  corporate  software 
packages  that  handled  everything  from 
employee  benefits  to  tracking  inventory 
slipped  into  the  doldrums. 


It's  tough  guy  and  current  CEO  Craig 
A.  Conway  who  is  bringing  PeopleSoft 
back  from  the  brink.  Call  him  the  Clint 
Eastwood  of  software.  When  Duffield 
hired  Conway  to  run  the  company  18 
months  ago,  he  gave  his  successor  free 
rein  to  overhaul  the  company.  And 
overhaul  Conway  did.  Half  of  People- 
Soft's  top  12  execs  quit  within  six 
months.  Customers  who  had  never  been 
asked  to  pay  their  bills  on  time  began 
getting  reminders.  And  the  touchy-feely 
talk  faded  away.  Conway  cringes  at  the 
old  custom  of  referring  to  employees 
as  "people  people."  Says  Conway:  "I 
wanted  to  bring  some  discipline  to  the 
organization." 

Conway  may  not  have  a  cuddly  per- 
sonality, but  he  gets  results.  After  a 
long  slump,  revenues  and 
profits  are  up — by  28%  and 
400%,  respectively,  in  the 
third  quarter  ended  Sept. 
30.   For  the  year,   Merrill 


76  BUSINESS  WFEK  /  JANUARY  15,  2001 


Lynch  &  Co.  estimates  that  revenues 
will  hit  $2.1  billion,  up  24%  from  a  yeai 
ago.  Net  income  is  expected  to  hit  $17, 
million,  a  116%  rise  from  1999.  Employ 
ee  attrition  has  been  cut  to  10%  from 
scary  30%  a  year  ago.  Since  bottoming 
out  at  $12  last  May,  PeopleSoft's  stocl 
has  increased  191%,  to  $35.  "My  onlj 
real  regret  is  not  bringing  in  a  Craij 
Conway  sooner,"  says  Duffield,  who  re 
mains  chairman  but  doesn't  play  an  ac 
tive  role  in  running  the  company. 
NEW  CUSTOMERS.  The  company's  futun 
continues  to  look  bright.  Much  of  its  re 
cent  growth  comes  from  lining  up  nev 
customers,  rather  than  selling  more  soft- 
ware to  companies  that  bought  before.  Ii 
the  third  quarter,  sales  of  software  t< 
new  customers  were  twice  what  the? 
were  a  year  ago.  That's  be 
cause   PeopleSoft   has   net 

products  to  sell.  In  Septena 

ber,  the  company  release! 
the  eighth  version  of  its  soft 


Heart  Failure  Isn't  A 

Death  Sentence. 
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In  fact,  this  disease  that  affects  nearly  5 
million  Americans,  can  be  controlled 
and  improved.  If  it's  caught  early.  So 
learn  the  warning  signs:  shortness 
of  breath  after  mild  activity  or 
during  sleep;  weight  gain  with 
swelling  in  your  ankles  and  feet;  and 
general  fatigue  and  weakness. 

Although  heart  failure  can  strike 
anyone,  people  with  high  blood  pressure, 


diabetes,  damage  to  heart  valves,  an 
enlarged  heart,  a  family  history  of 
enlarged  heart,  and  people  who 
have  already  had  a  heart  attack 
are  at  greatest  risk 

To  find  out  more,  talk  with 
your  doctor.  Or  to  receive 
educational  materials,  call 
1-877-510-HFSA.  You  can  also 
visit  our  website  at  www.abouthf.org. 
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Maybe  he'll  be  a  pilot. 


Maybe  he'll  die  from  the 


Maybe  he'll  be  a  doctor. 


that  killed  his  father. 


Maybe  you  can  help. 


Life  is  full  of  possibilities.  Sadly,  for  some,  Huntington's  Disease  is  among  them.  A  child  whose  parents  carry  the 
gene  has  a  50%  chance  of  inheriting  this  fatal  brain  disorder.  If  he  does,  he'll  eventually  lose  his  ability  to  walk,  talk, 
and  think.  But  you  have  the  ability  to  do  something  about  it.  Help  us  find  a  cure  for  Huntington's  Disease.  If  enough 


people  give,  maybe  no  one  else  will  have  to  suffer.  For  more  information,  call  800-345-HDSA  or  visit  www.hdsa.org. 
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I£l£  Huntington's  Disease  Society  of  America 

158  West  29th  Street,  7th  Floor,  New  York,  New  York   10001    5300 
Generation  2000.. .Make  This  The  Last  Generation  Of  Huntington's  Disease. 


Call  800-345-HDSA  or  visit  www.hdsa.org. 
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Mark  knew  more  about  crime  than  he  did  about 
building.  Today,  he's  learning  more  than 
carpentry.  He's  learning  that  he  is  valued,  able, 
and  important  to  his  community. 

What  happened?  You  happened! 
Adults  like  you  helped  Mark  and  other  kids 
build  a  better  community  and  a  foundation  for 
success.  Programs  like  these  are  bringing  out 
the  best  in  kids  and  the  best  in  their 
communities. 


LESS  CRIME  IS 
NO  ACCIDENT 

It  takes  you  —  and  programs  that  work. 


Call  1-800-WE  PREVENT  and  we'll  send  you  a 
free  booklet  on  how  you  and  your  community 
can  keep  kids  away  from  crime  and  crime 
away  from  kids. 


www.weprevent.org 


in 


U.S.  Department  of  Justice 

Crime  Prevention  Coalition  of  America 


The  Next  Stage 


We're  taking 

online  investing 

to  the 

next  stage. 


Introducing  Wells  Fargo  Securities  Online  Brokerage.  Offering  everything  you  expect  from  a  top  online 
brokerage.  Like  real-time  quotes.  Alerts.  Stock  screening  you  can  customize  any  way  you  like.  And  24-hour  customer 
service  seven  days  a  week.  Plus  you  get  the  convenience  of  online  banking  and  online  investing  all  in  one  place.  To  get 
startedJustvisitwellsfargo.com  or  call  7  -800-TRADERS.\NELLS  FARGO  SECURITIES  ONLINE  BROKERAGE 

Get  10  free  stock  trades  in  your  first  month. 

Enter  "FREE"  as  the  source  code  when  applying. 


INVESTMENT  PRODUCTS:  -NOT  FDIC  INSURED  -NO  BANK  GUARANTEE  -MAY  LOSE  VALUE 


i  <kerage  accounts  offered  through  Wells  Fargo  Securities,  Inc.  (member  NASD/SIPC),  a  non  bank  affiliate  of  Wells  Fargo  &  Company  Wells  Fargo  Secui i  online  bn 

led  and  cleared  through  Fiserv  Securities,  Inc.  (FSI),  member  NYSE/NASD/SIPC.  FSI  is  not  affiliated  with  Wells  Fargo  Securities,  Inc.,  or  any  affiliate  Ol  any.  Financial 

Consultants  are  registered  representatives  of  Wells  Fargo  Securities,  Inc.  System  response  times  and  account  access  may  vary  due  to  a  variety  of  factors,  Including  I 


Ilnformation  Technology 


PEOPLESOFTIE    Founder  Duffield 
created  a  friendly  culture  but 
failed  to  manage  the  company 
through  a  downturn  in  its  market 


are.  With  the  exception  of  one  piece,  it 
as  been  built  from  the  ground  up  for 
le  Internet.  And  last  fall,  PeopleSoft 
>ent  $495  million  in  stock  to  buy  Van- 
ve  Corp.,  the  second-largest  maker  of 
istomer-management  software,  putting 

squarely  in  today's  hottest  software 
larket.  While  sales  growth  for  enter- 
rise  software  is  expected  to  remain 
uggish,  at  5%,  this  year,  the  customer- 
lanagement  software  segment  is  ex- 
acted to  jump  50%  to  70%.  "I  have  to 
•edit  Conway  with  seeing  the  potential 
id  bringing  an  intensity  and  focus  that 
as  lacking,"  says  analyst  Charles  I. 
hillips  of  Morgan  Stanley  Dean  Witter. 

For  PeopleSoft,  the  latest  financial 
!sults  offer  the  potential  for  a  return  to 
le  go-go  days  of  its  past.  The  company 
isically  invented  the  market  for  pack- 
ed software  that  managed  human  re- 
mrces  and  then  added  programs  to 
indie  finances,  manufacturing,  and  in- 
jntories.  At  its  peak  in  1998,  it  briefly 
inked  second  only  to  German  giant 
^P  in  the  enterprise-software  market. 
'SLY  END.  The  party  came  to  an  ugly 
id  in  1999.  PeopleSoft  wasn't  run  well 
lough  to  negotiate  the  downturn  in 
le  market  for  enterprise-software  sys- 
;ms.  Big-business  software  projects 
ere  put  on  hold  while  Y2K  bugs  were 
iced.  Meanwhile,  large  corporate  cus- 
imers  were  jittery  about  buying  tech- 
)logy  that  wasn't  built  for  the  Internet. 

Enter  Conway.  He  had  been  groomed 
ir  the  top  ranks  at  cutthroat  Oracle 
orp.  before  being  forced  out  in  a  1992 
jwer  struggle.  Known  for  his  intensity, 
onway  also  had  a  rep  as  a  turnaround 
)ecialist  after  tours  as  chief  executive 
;  companies  such  as  One  Touch  Sys- 
ims  Inc.  and  tgv  Software  Inc.  Small 
id  wiry,  Conway  competed  in  judo 
hile  in  college.  His  talk  is  blunt.  "I 
ould  like  to  pretend  that  there's  some 
;cret  formula  for  turning  around  a 
>mpany,"  he  says.  "But  there  isn't.  You 
tst  keep  solving  problems.  You  keep 
orking  your  way  through  an  equation 
itil  you're  finished." 

Conway  began  by  recasting  product 
3velopment.  Oracle  was  putting  all  its 
uscle  behind  creating  Net  versions  of 
1  its  products.  PeopleSoft,  on  the  oth- 

hand,  had  three  different  product  de- 


velopment projects  going  simultaneous- 
ly but  none  was  nearing  completion. 
Conway  killed  off  two  and  devoted  the 
company's  attention  to  the  Net.  He 
pumped  up  R&D  to  25%  of  total  rev- 
enues— more  than  double  the  industry 
average.  Bit  by  bit,  he  won  converts. 
"That  told  me  they  were  serious  about 
the  Internet,"  says  customer  Ted  Bish- 
op, a  project  manager  at  auto  parts 
maker  gkn  Automotive  Inc.  in  Detroit. 

Many  of  PeopleSoft's  top  program- 
mers had  been  deserting  for  the  dot- 
coms. To  slow  the  defections,  Conway 
pumped  up  salaries,  repriced  options, 
and  cut  the  employee  vesting  schedule 
from  four  years  to  two.  Those  moves,  he 
says,  were  probably  the  most  impor- 
tant in  laying  a  foundation  for  the  com- 
pany's turnaround.  "The  developers 
saved  PeopleSoft,"  says  Conway. 

Not  everyone  was  thrilled  with  the 
changes.  Top  managers  quit,  including 
Senior  Vice-President  for  Marketing  Jeff 
Carr,  now  president  of  e-commerce 
startup  RightWorks  Corp.  The  senior 
managers  who  remain  are  pro-Conway. 
"We  were  in  trouble  and  needed  to  get 
out  of  it,"  says  Chief  Technology  Officer 
Rick  Berquist,  the  eighth  employee 
hired  at  PeopleSoft. 


And  those  unpaid  customer  bills? 
They're  being  collected  now.  Conway 
made  it  a  priority.  Duffield  took  pride 
in  doing  what's  best  for  customers  but 
sometimes  went  too  far.  It  used  to  be 
possible  for  customers  who  hadn't  paid 
old  bills  to  get  new  software  shipped  to 
them.  That's  like  selling  a  new  car  to  a 
guy  who  never  paid  off  the  old  one. 
While  Oracle  averages  69  days  between 
sale  and  payment,  PeopleSoft's  gap  had 
crept  to  103  days.  "I  couldn't  believe 
you'd  run  a  major  software  company  this 
way,"  says  Conway.  Letters  were  sent. 
Within  a  year,  Conway  got  the  gap  down 
to  81  days,  and  he's  not  letting  up. 

There's  still  plenty  of  work  to  be 
done.  PeopleSoft  shares  are  still  well 
below  the  $56  of  its  1998  heyday.  Also, 
analysts  say,  the  Vantive  software  has 
yet  to  show  its  true  potential.  While 
PeopleSoft  was  celebrating  28% 
growth,  rival  Siebel  Systems  Inc.,  the 
leader  in  Vantive's  market,  was  grow- 
ing at  a  blockbuster  130%  clip.  Indeed, 
the  Vantive  software  is  the  only  piece 
of  PeopleSoft's  suite  that  isn't  entirely 
Internet-enabled.  That  should  happen 
by  the  middle  of  this  year.  And  then 
there's  Oracle,  which  kept  on  growing 
when  PeopleSoft  stalled. 

To  bring  PeopleSoft  all  the  way  back, 
Conway  is  doing  a  balancing  act.  He 
keeps  the  parts  of  Duffield's  culture  that 
make  sense — like  the  pep  rallies  at  the 
historic  Paramount  theater  in  nearby 
Oakland.  But  the  sloppiness  that  had 
gone  unnoticed  two  years  ago  is  no 
longer  tolerated.  This  is  Conway's  com- 
pany now. 

By  Jim  Kerstetter  in  Pleasanton,  Calif. 


HOW  GEO  CRAIG  CONWAY  FIXED  PEOPLESOFT 


THE  PROBLEM 


THE  FIX 


SAGGING  MARKET  The  market  for 
PeopleSoft's  core  business  software 
slumped  badly  in  1999  and  is  still  growing 
at  only  5%. 


ANTIQUATED  TECHNOLOGY  PeopleSoft's  soft- 
ware was  aging  and  not  Internet-friendly. 
Technology  development  was  split  into  three 
projects,  none  of  which  was  yielding  results. 

EMPLOYEE  ATTRITION  PeopleSoft,  which 

long  had  a  stable  workforce,  saw  turnover 
rates  jump  to  30%  as  low  morale  took  its 
toll  and  dot-coms  offered  opportunities. 


Conway  bought  Vantive,  the  second-largest 
maker  of  software  for  managing  relation- 
ships with  clients.  That  market  is  growing 
more  than  50%  annually,  and  those 
products  are  now  PeopleSoft's  top  sellers. 

Conway  killed  two  of  the  three  software 
projects,  honed  in  on  the  Net,  and  more 
than  doubled  spending  on  development, 
to  25%  of  revenues. 

Conway  bumped  up  salaries,  repriced 
options.and  cut  the  employee  option- 
vesting  schedule  from  four  years 
to  two. 


WEAK  FOREIGN  SALES  International 
sales  only  accounted  for  17% 
of  PeopleSoft's  total. 


Conway  hired  a  French  national  to  run  non- 
U.S.  operations.  Products  were  altered  to 
handle  international  tasks  such  as  local  tax 
rates.  Foreign  sales  have  more  than  doubled. 


BUSINESS  WEEK  /  JANUARY  15,  2001  77 


Information  Technology 


hi^^^bhbI 


INTERNET  COMPANIES 


GIVE  ME  YOUR  TIRED.COM, 
YOUR  P00R.COM 

Eco  Associates  rehabs  Net  casualties  for  resale 


Scott  J.  Hyten  is  known  for  roughing 
up  Net  startups,  so  you  might  ex- 
pect entrepreneurs  would  run  when 
they  see  him  coming.  In  fact,  Hyten, 
managing  partner  of  the  venture-capital 
firm  Eco  Associates,  is  a  popular  man 
these  days.  Eco  specializes  in  investing 
in  startups  that  are  out  of  money  and 
nearly  out  of  time.  In  the  past  five 
months,  he  has  received  several  hun- 
dred e-mails  from  frantic  Internet  en- 
trepreneurs begging  for  his  tough  love. 
"I  am  the  last  resort,"  he  says.  "When 
there  are  no  doors  left  to  slam  in  your 
face,  you  come  here." 

Sounds  risky,  but  Hyten  believes 
the  time  is  right  for  bottom-fishing. 
The  eight-month-old  Austin  (Tex.) 
firm  has  raised  $100  million  to  put 
into  once  promising  startups  felled 
by  an  unforgiving  stock  market  and 
their  own  recklessness.  So  far,  Eco 
has  made  six  investments,  totaling 
$80  million,  including  stakes  in  Cal- 
ifornia golf  gear  e-tailer  Chip- 
shot.com,  New  York  music  and 
news  Web  site  operator  Urban  Box 
Office,  and  drkoop.com  Inc.  In  Au- 


gust, Eco  and  a  group  of  California  in- 
vestors bought  a  70%  stake  in  the 
Austin  health-information  Web  site  for 
$27.5  million. 

Cutting  fat  is  Eco's  specialty.  The 
firm  looks  for  dot-coms  with  an  estab- 
lished brand  name,  a  busy  Web  site, 
and  bloated  expenses.  After  Eco  en- 
forces a  strict  weight-loss  plan,  its  goal 
is  to  sell  off  its  newly  lean  acquisitions 
to  deep-pocketed,  established  companies 
that  are  looking  for  an  online  outlet. 
Finding  waste  was  particularly  easy  at 
drkoop.com,  where  the  bill  for  on-site 

ECO'S  RECENT  BETS 

DRKOOP.COM,  a  health  Web  site. 

Eco's  Investment:  $27.5  million,  with  others 

EXOPLEX,  a  technology  services  company. 
Eco's  investment:  $2.4  million. 

MALL.COM,  an  online  shopping  mall. 
Eco's  Investment:  $5.8  million. 

URBAN  BOX  OFFICE,  a  network  of  sites 

featuring  music,  sports,  and  news. 

Eco's  investment:  $8  million,  with  others. 


POPULAR  GUY:  Managing  partner 
Hyten  gets  hundreds  of  SOS  e-mails 

massages  totaled  $9,000  a  month  anc 
catered  lunches  on  Fridays  cost  $15,00C 
per  week.  Eliminating  those  perks,  firing 
42  workers  and  the  entire  senior  man-] 
agement  team,  and  renegotiating  mon-| 
ey-losing  partnerships  have  brought  as 
much  as  $30  million  in  annual  savings] 
says  Hyten.  He  plans  on  selling  the 
company  soon. 

DISCIPLINE  WELCOMED.  Doing  business 
with  Hyten  is  no  gentle  experience  for 
the  once  high-flying  entrepreneurs,  but 
they're  willing  to  put  up  with  it.  Foil 
the  executives  at  Mall.com,  a  struggling 
Austin-based  online  shopping  center,  re-| 
linquishing  power  was  more  a  relief  tha 
a  sacrifice,  says  Pete  Freix,  the  compa-J 
n/s  newly  promoted  ceo.  After  blowing 
millions  of  dollars  on  misguided  market-J 
ing  attempts,  including  NASCAR  race 
sponsorships,  the  company's  Web  site! 
was  still  unfinished.  Says  Freix:  "Every| 
thing  was  out  of  control.  We  were 
company  in  need  of  discipline." 

That's  exactly  what  Hyten  gavel 
Mall.com.  After  investing  $5.8  millioii 
in  November,  he  chopped  the  staff  fron 
55  to  15  and  slashed  marketing  to  the 
bone.  Instead,  the  company  lured  shop 
pers  with  coupons  and  other  promo 
tions.  The  result:  The  monthly  operating 
loss — previously  $1.1  million — was  axe( 
by  65%,  and  the  Web  site  is  averaging 
1.2  million  visitors  per  month,  comparee 
with  200,000  in  July. 

Hyten  is  a  relative  newcomer  to  botl 
the  venture-capital  game  and  the  ar 
of  cost-cutting.  A  former  senior  vice 
president  at  tech  consulting  giant  Com 
puter  Sciences  Corp.,  he  helped  launcl 
Austin  venture-capital  firm  Interfasi 
Capital  Partners  in  1998,  focusing  oi 
Internet  startups.  But  when  the  dot 
com  meltdown  came,  he  and  his  part 
ners  decided  to  hedge  their  bets  witl 
the  Eco  fund.  Hyten  predicts  Eco  wi] 
enjoy  a  rate  of  return  of  more  thai 
100%  over  three  years. 

There  are  plenty  of  skeptics.  Peter  J 
Nolan  of  Leonard  Green  &  Part 
ners,  a  Los  Angeles  buyout  firn 
has  looked  at  hundreds  of  Wei 
businesses  but  hasn't  found  on- 
worth  rescuing.  "The  business  mod 
els  just  plain  don't  work,"  he  says 
Hyten,  however,  is  convinced  tha 
some  of  these  companies  are  sal 
vageable.  And  if  Eco  can  resusq 
tate  drkoop,  it  will  have  gone 
long  way  toward  proving  there*! 
still  life  left  in  some  '>\'  the  see: 
ingly  terminal  dot-com  cases. 
By  Lori  Hawkins  in  Austin,  '/<•. 
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Your  business  is  exciting  enough — you  don't  need  the  adrenaline  rush  of  wondering  if  your  business-to-business 
Web  sites  and  corporate  portals  all  have  timely,  accurate  information.  Or  if  everyone  will  be  able  to  get  the 
information  they  need,  when  they  need  it. 

With  Xpedio"*  Content  Management  from  IntraNet  Solutions,  you  can  publish  business  content  from  any 
data  source  to  the  Web,  automatically.  Your  users  can  access  personalized,  secure  content  from  any  Web 
client — including  mobile  and  wireless  devices.  And  you'll  deploy  in  days,  rather  than  months.  It's  why  more 
than  1,250  companies  and  350  partners  rely  on  IntraNet  Solutions'  products  to  make  managing  Web  business 
content  so  routine  it's  a  bit...  well,  boring. 

www.intranetsolutions.com 
Nasdaq:  INRS 


IntraNet 

SOLUTIONS 

Business  Content  Management  ■ 


I 


itraNet  Solutions  is  a  registered  trademark  and  Xpedio  and  Business  Content  Management  are  trademarks  of  IntraNet  Solutions,  Inc. 


Legal  Affairs 


SUPREME  COURT 

WHERE  DO  YOU 
DRAW  THE  LINE? 

Race  comes  to  the  fore  as  redistricting  wars  start  anew 


Are  minorities  treated  fairly  in  U.S. 
elections?  That  question  emerged 
as  a  potentially  explosive  issue  in 
November's  Presidential  election — 
and  it  is  only  going  to  get  hotter.  Be- 
ginning this  April,  the  country  will  go 
through  its  painful,  once-a-decade  ritual 
of  redistricting:  redrawing  the  bound- 
aries of  congressional  districts  to  take 
into  account  population  shifts.  Done  by 
state  legislatures  immediately  after  the 
release  of  federal  Census  data  every  10 
years,  it's  intended  to  ensure  that  places 
that  gain  residents  get  more  represen- 
tation in  Congress  while  those  that  are 
shrinking  lose  votes. 

But  these  days,  redistricting  also  has 
an  important  secondary  goal:  to  boost 
the  political  power  of  minorities.  Under 
a  1982  amendment  to  the  Voting  Rights 
Act,  state  legislatures  are  prohibited 
from  drawing  districts  in  a  way  that 
abridges  a  citizen's  right  to  vote  "on 
account  of  race  or  color."  Translation: 
Some  states  have  to  ensure  that  mi- 
norities are  in  the  majority  in  districts 
where  there  is  a  large  nonwhite  popu- 
lation. But  this  obligation  runs  smack 
into  a  series  of  decisions  the  Supreme 
Court  has  issued  over  the  past  eight 
years  (table).  These  rulings  have  held 
that  race  can't  be  a  predominant  factor 
in  designing  political  districts — and  have 
hinted  that  the  high  court  will  look 
askance  at  any  districts  that  are  gerry- 
mandered to  give  specific  minorities  a 
stronger  voting  bloc. 

As  a  result,  the  states  don't  know 
what  to  do  this  time  around. 


PUZZLING 
PRECEDENT 

States  have  an  obligation  to  help 
minorities  gain  political  power 
when  drawing  districts.  But  in  re- 
cent decisions,  the  Supreme  Court 
held  that  the  states  can't  help  them 
loo  much.  Th£  key  cases: 


No  matter  how  they  design  the  new 
districts,  they  are  likely  to  get  sued. 
If  minorities  (and,  by  implication, 
Democrats)  are  unhappy,  they'll  claim 
the  legislatures  have  violated  the  Vot- 
ing Rights  Act.  If  Republicans  don't 
like  the  results,  they'll  charge  the  states 
have  ignored  the  Supreme  Court.  And 
the  issue  of  race  is  going  to  be  center 
stage  in  this  drama.  "Practically  every 
redistricting  plan  is  going  to  wind  up  in 
court,"  says     Representative     Martin 
Frost  (D-Tex.),  No.  4  in  the  House  De- 
mocratic leadership. 

At  stake  is  nothing  less  than  control 
of  Congress.  Ten  states  will  lose  at  least 
one  House  seat  this 
year;  eight  will  gain 
at  least  one.  Within 
states,  Democrats 
and  Republicans  both 
want  to  draw  new  boundaries  that  en- 
circle enough  votes  to  protect  their  in- 
cumbents while  designing  the  remaining 
districts  to  upset  candidates  from  the 
other  party.  It's  like  trying  to  complete 
a  massive  puzzle  even  as  the  pieces  are 
constantly  rejiggered.  "It  is  a  crazy  jug- 
gling act,"  says  Todd  Gaziano,  a  senior 
fellow  at  the  conservative  Heritage 
Foundation  in  Washington. 
RECENT  WOUND.  Add  to  that  the  volatile 
racial  element.  African-American  vot- 
ers opposed  Bush  10  to  1,  the  largest 
gap  since  Barry  Goldwater's  failed  1964 
campaign.  Allegations  of  minority-voter 
suppression  hang  over  several  states, 
and  Hispanics  and  African  Americans 
still  are  seething  over  the  recount  de- 


No  matter  how  the  states  design 


i 


bade  in  Florida.  The  combination  make 
the  race  and  redistricting  debate  eve 
more  sensitive.  "You  have  a  potentiality  v 
explosive  mix,"  says  Wade  Hendersoi 
executive  director  of  the  Leadershi 
Conference  on  Civil  Rights. 

During  the  last  round  of  redistricting  C 
in  1990,  minorities  made  solid  gains  L, 
Nine  states,  guided  by  the  Votin 
Rights  Act,  created  13  new  district 
dominated  by  African  Americans.  Tw 
years  later,  a  record  39  blacks  wo 
House  seats.  Today,  the  House  has  5 
minority  members,  37  of  them  Africa  t 
American. 

These  developments  prompted  a  s< 
ries  of  lawsuits,  most  of  them  brougl 
by  conservative  Republicans,  claimin 


le\  i 
put 
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SHAW  VS.  RENO  (1993) 

In  this  case,  a  5-4  court  said  it  was  un- 
constitutional for  states  to  use  race  as 
the  primary  factor  in  drawing  district 
lines.  The  court  said  North  Carolina's 
12th  District  was  "obviously  drawn  for 
the  purpose  of  separating  voters  by  race." 
But  the  Voting  Rights  Act  of  1965, 
which  requires  districts  to  consid 
er  minorities,  was  left  intact. 
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MILLER  VS.  JOHNSON  (1995) 

The  court  (also  5-4)  reiterated  its 
on  racial  gerrymandering,  saying  < 
Georgia  redistricting  plan  that  in- 
creased black  representation  was 
unconstitutional  because  race  was 
"predominant  factor."  The  court  s 
districts  need  not  be  irregularly 
shaped  to  be  considered 
suspect. 


gressional  districts,  they'll  likely  get  sued 


ie  new  race-based  districts  violated 
le  constitutional  voting  rights  of 
hites.  In  1993,  a  divided  Supreme 
ourt  agreed  in  the  landmark  case  of 
taw  vs.  Reno.  In  an  opinion  written  by 
istice  Sandra  Day  O'Connor,  the  court 
ded  5-4  that  the  12th  Congressional 
istrict  in  North  Carolina,  which  snakes 
iO  miles  through  black  neighborhoods 

several  cities,  was  "bizarre"  and  un- 
■nstitutional.  But  the  high  court  con- 
•icuously  stopped  short  of  overturn- 
g  the  Voting  Rights  Act  altogether, 
aving  the  state  of  the  law  vague. 

Since  then,  the  court  has  issued  three 
her  key  rulings,  each  one  elaborating 
i  the  original  Shaw  vs.  Reno 
se    and    constricting    the 


W  VS.  HUNT  (1996) 

;  case  revisited  the  12th 
rict  and  held  that  states 
Id  not  use  the  Voting  Rights  Act 
jstify  racial  gerrymandering. 

opinion  caught  states  in  a  bind 
veen  the  act's  requirement  that 
'  not  dilute  the  minority  vote 

the  court's  finding  that  race 
't  be  used  to  draw  districts. 


scope  of  the  Voting  Rights  Act.  In  the 
1998  case  Reno  vs.  Bossier  Parish,  for  in- 
stance, the  court  limited  the  Justice 
Dept.'s  ability  to  intervene  to  force  race- 
based  redistricting.  Since  the  original 
Shaw  case  in  1993,  five  minority  districts 
in  four  states  have  been  deemed  uncon- 
stitutional and  dismantled.  "The  courts 
have  made  it  so  you  can  challenge  any 
plan,"  says  David  Lublin,  a  political  sci- 
entist at  American  University.  "It  has 
added  more  tensions  to  a  process  that  is 
already  highly  politicized." 

Despite  the  Supreme  Court's  hazy 

signals,  the  convoluted  process  will  get 

under  way  in  earnest  in  April  when  the 

Census  Bureau  releases  detailed 

data  on  population  and  race.  Re- 


RENO  VS.  BOSSIER  PARISH  (1998) 

The  court  limited  the  Justice 
Dept.'s  ability  to  force  states  to 
draw  minority  districts.  In  1993,  the 
agency  had  refused  to  approve  a  local 
Louisiana  school  board  redistricting  map 
that  retained  all  of  the  county's  existing 
majority-white  districts  instead  of  creat- 
ing a  minority  district — a  move  that  the 
court  overruled. 


publicans  will  pursue  a  strategy 
known  as  "bleaching"  in  which 
they  try  to  create  as  many  highly 
concentrated  minority  districts 
as  possible.  By  packing  peo- 
ple who  vote  overwhelm- 
ingly Democratic  into  a 
few    districts,    the    gop 
makes  it  easier  for  its 
own  candidates  to  win 
in  surrounding  areas. 

Democratic  officials, 
by  contrast,  hope  to 
create  more  black  and 
Hispanic  seats  by  dis- 
persing minority  voters 
across  multiple  districts. 
California,  Texas,  New  Mex- 
ico, and  New  York — where  the 
Dems  control  the  governors' 
mansions  or  state  legislatures — are 
all  candidates  for  new  race-based  dis- 
tricts. To  achieve  their  goal,  Democrats 
will  have  to  reduce  the  proportion  of 
minorities  in  safe  seats  now  held  by 
African  American  or  Hispanic  incum- 
bents. The  plan:  to  take  the  minority 
population  down  to  30%  or  40%  from 
as  high  as  60%  and  spread  the  remain- 
ing minorities  into  neighboring  Repub- 
lican strongholds  in  an  effort  to  weaken 
the  gop's  margin.  The  idea  is  to  create 
opportunities  for  Democratic  challengers 
in  2002,  when  the  party  hopes  to  upend 
the  current  five- vote  Republican  major- 
ity in  the  House. 

SECOND  FRONT.  As  these  dramas  play 
out,  another  fight  will  center  on  the 
new  Census  figures  themselves.  If  the 
Census  Bureau  concludes  that  minorities 
were  overlooked  in  the  most  recent 
count,  it  will  release  two  data  sets — 
one  based  on  the  actual  head  count  and 
another  based  on  scientific  sampling. 
Sampled  data  could  create  impetus  for 
new  minority  districts  in  states  such  as 
Texas,  California,  and  New  Mexico. 

Five  states — Colorado,  Alaska,  Vir- 
ginia, Kansas,  and  Arizona — passed  laws 
last  year  forbidding  the  use  of  sampling 
data  in  redistricting.  Minority  groups, 
meanwhile,  fear  that  President  Bush 
will  block  release  of  sampling  data  alto- 
gether. On  Dec.  20,  a  coalition  of  five 
civil-rights  groups  urged  Bush  to  let 
the  states  decide  whether  to  rely  on 
actual  head  counts  or  sampling  data. 

Of  course,  redistricting  is  never  pretty. 
But  this  year,  everyone  involved  is  brac- 
ing for  an  all-out  legal  assault.  Unless 
the  Supreme  Court  draws  a  bright  line 
between  advancing  the  rights  of  under- 
represented  minorities  and  protecting 
the  constitutional  rights  of  white  voters, 
expect  the  process  to  get  downright  ugly. 
By  Lorraine  Woellert  in  Washington 
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COMMENTARY 


By  Stephen  Baker 


A  KILLER  APP  FOR  THE  WIRELESS  WEB? 


Watch  the  kids.  They'll  show 
you  the  next  big  trend  in 
technology.  In  Paris,  head  for 
the  Champs  Elysees  after  dark.  Up 
and  down  the  boulevard,  you'll  see 
kids  with  cell  phones  in  their 
hands — not  at  their  ears — so  they 
can  type  messages.  These  terse  mes- 
sages, limited  to  just  160  characters, 
have  been  flitting  from  cell  phone  to 
cell  phone  since  the  early  1990s.  If 
that  was  the  Stone  Age  of  wireless- 
phone  technology,  the  past  12  months 
have  ushered  in  the  re- 
naissance. Worldwide, 
transmissions  of  wireless 
blurbs  surged  from  3  bil- 
lion messages  a  month 
last  January  to  16  billion 
by  December. 

Funny  thing,  though: 
This  craze  is  taking  off 
just  as  financial  markets 
wallow  in  a  crisis  of 
confidence.  A  year  ago, 
investors  were  smitten 
with  the  mobile  Web. 
With  fully  half  of  Western 
Europeans  packing  a  cell 
phone,  the  wireless  Net 
seemed  a  cinch.  Then 
came  Europe's  Wireless 
Application  Protocol  (wap) 
service.  This  dreadful  sys- 
tem was  plagued  by  slow, 
pricey  dial-up  connections. 
Now,  investors  are  gallop- 
ing in  retreat  from  the 
sky-high  costs  of  its 
speedy  successor,  called 
the  Third  Generation 
(3G),  which  kicks  off  in 
some  countries  this  year. 
3G  JITTERS.  Western  Eu- 
rope's capital  markets  are 
being  drained  to  the  tune  of  $225  bil- 
lion for  3G  licenses  and  networks. 
With  phone-company  stocks  continu- 
ing to  dive,  central  banks  in  France 
and  Britain  are  warning  lenders  and 
investors  not  to  sit  on  too  much  telco 
paper.  Admits  France  Telecom 
Chairman  Michel  Bon:  "All  of  us  are 
speaking  enthusiastically  about  [3G], 
but  we  are  not  able,  really,  to  de- 
scribe what  the  usage  will  be." 

These  3G  jitters  would  ease  a  bit 
if  financiers  would  just  look  outside. 


The  nub  of  wisdom,  especially  in  the 
U.  S.,  is  that  people  won't  pay  for 
data  connections  over  cell  phones. 
Screens  are  too  tiny;  keyboards  too 
primitive.  Yet  in  the  next  24  hours, 
people  will  bat  out  half  a  billion  mes- 
sages on  those  crummy  keyboards 
and  read  them  on  those  puny 
screens.  They'll  pay  an  average  of 
10(2  for  each  message.  That  comes  to 
a  total  of  $50  million — for  just  one 
day's  worth  of  mobile  data  services. 
The  point  isn't  that  phone  companies 


THE  ROCKY  ROAD  TO  EUROPE'S  MOBILE  NET 


1999-2000 


Wireless  Access 
Protocol  (WAP):  A 
slowpoke  service 
accessed  by  phone 
calls.  Only  the  die- 
hards  stuck  with 
it.  WAP's  failure 
delayed  investment 
in  the  mobile  Web. 


General  Packet 
Relay  System:  This 
"2.5-generation" 
system  features 
always-on  service. 
Telcos  hopes  it  will 
repair  WAP's  dam- 
age. But  handsets 
could  be  scarce. 

DATA:  BUSINESS  WEEK 


The  3G  System  will 
cost  $225  billion, 
much  of  it  from 
license  fees.  Phone 
companies  expect 
to  recoup  costs  with 
simple  services  that 
work:  e-mail  and 
e-commerce. 


could  finance  their  3G  investments  on 
the  back  of  short  messages.  That 
would  be  like  building  an  autobahn 
for  roller  skaters.  But  as  3G  services 
start  to  roll  out,  there  will  be  at 
least  one  sizzling  application. 

Data  messaging  via  cell  phone  has 
three  virtues.  First,  it's  simple  to 
use;  you'll  probably  never  need  a 
manual.  Second,  it's  reliable.  Send  a 
message,  whether  to  report  that 
your  train  is  late  or  that  Lisbon's 
roses  call  to  mind  your  lover's  scent, 


and  the  text  will  arrive  promptly.  Fi- 
nally, it  saves  money.  A  wireless  data 
message  costs  a  fraction  as  much  as 
a  voice  call,  making  it  popular  among 
cash-strapped  kids — and  in  develop- 
ing countries  such  as  the  Philippines. 
WHERE  TO?  Cheap,  functional,  easy: 
sounds  like  a  winning  formula.  It  has 
already  proved  so  for  the  mobile 
Net's  main  pioneer,  Japan's  NTT  Do- 
CoMo Inc.  But  in  the  rest  of  the 
world,  the  mobile  Net  has  been — you 
guessed  it — pricey,  maddeningly  com- 
plex, and  near  useless. 
Short  messages  may 
have  alleviated  a  bit  of 
the  revenues  crunch. 
But  phone  companies 
have  long  viewed  such 
pager-style  notes  as  a 
vestige  of  the  past,  not  a 
route  to  tomorrow's  mo- 
bile multimedia. 

Where  can  the  success 
of  short  messages  lead? 
One  clever  step  up  is 
adding  a  digital  camera 
to  the  handset  and  turn- 
ing the  text  into  a  post- 
card caption.  This  enables 
users  to  take  a  picture — a 
new  puppy,  the  dorky 
guy  in  the  next  cubicle, 
or  whatever — and  zap  it 
and  a  message  to  a 
friend.  If  people  spend  a 
dime  on  25  words  of  text, 
it's  conceivable  that 
they'll  pay  four  times 
that  much  to  send  an  in- 
stant postcard.  Or  if  not, 
chances  are  some  scrappy 
upstart  will  try  to  kick- 
start  the  market  by  offer- 
ing postcards  for  a  dime. 
In  any  case,  messaging  will  be  an 
honest-to-goodness  business — perhaps 
the  main  one  on  the  early  mobile 
Web.  Once  users  feel  comfortable 
with  wireless  e-mail,  they'll  be  a  soft- 
er sell  for  zippier  wireless  services, 
from  videoconferencing  to  on-the-fly 
e-commerce.  At  last,  they'll  associate 
no-wire  handsets  with  a  data  service 
that  really  works. 

Baker  covers  the  mobile 
Internet  from  I  'ans. 
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Developments  to  Watch 


DITED  BY  NEIL  GROSS 


ACTERIA  THAT  MAKE 

EWAGE 

MELL  SWEETER 

f-PIPE  TECHNOLOGY  CO.,  A 
Tieaton  (111.)  sewage  treat- 
cut  company,  has  developed 
technique  for  breaking 
>wn  waste  as  it  flows  from 
ithrooms  and  kitchens  to 
ater-treatment  facilities.  The 
impany's  new  system  con- 
Biously  introduces  a  patent- 
I  blend  of  sewage-eating 
icteria  through  a  series  of 
imps  in  the  sewer  lines.  In- 
pe  President  Daniel  R. 
'illiamson  Jr.,  a  microbiolo- 
st,  says  the  populations  of 
icteria  that  produce  the 
txious  odors  from  sewage 
e  gradually  overwhelmed 
'  his  blend  of  "good"  bac- 
ria.  By  the  time  waste- 
ater  reaches  a  treatment 
ant,  fecal  matter  and  other 
spended  solids  have  been 
duced  by  as  much  as  60%. 
Not  only  does  that  help 
iost  treatment-plant  effi- 
ency,  but  the  beneficial 
igs  help  prolong  the  useful 
e  of  the  plants  and  sewer 
les.  According  to  a  report 
■  the  Water  Infrastructure 
etwork,  a  coalition  of  mu- 
:ipal  agencies,  the  cost  of 
•grading  and  replacing  ag- 
g  wastewater  systems  to 
set  the  mandates  of  the 
ean  Water  Act  will  reach 
:arly  $1  trillion  over  the 
•xt  20  years.  The  "wild" 
cteria  in  sewage  produce 
drogen  sulfide,  a  gas  that 
corrosive  as  well  as  the 
urce  of  that  rotten-egg 
lell.  But  the  only  by-prod- 
ts  of  In-Pipe's  secret  mix 
e  water,  nitrogen,  and  car- 
n  dioxide. 

So  why  hasn't  anybody 
ed  this  approach  before?    Mk 
illiamson  says  In-Pipe    f  1 
is  the  first  to  figure  out   y  Jt 
w  to  grow  large  quanti-    I 
IB    of    good    microbes 
eaply,   and   deliver  them 
titinually  inside  pipelines.  A 
imonstration     project     is 
mned  this  year  near  Wash- 
?ton,  D.C.  Janet  Ginsburg 


BOOSTING  THAT 

OTHER 

BULL  MARKET? 

L.  GARRY  ADAMS  PLAYS  PROUD 

papa  to  one  very  big  baby — 
a  156-pound  Black  Angus 
calf  named  Bull  86  Squared. 
The  little  critter  was  born 
late  last  year  at  Texas  A&M 
University,  where  Adams 
heads  veterinary-medicine 
research.  Frolicking  in  a  pas- 
ture, this  purebred  hunk  of 


beef  looks  no  dif- 
ferent than  the 
other  newborn 
calves  at  the  uni- 
versity. But  geneti- 
cally, he  is  a 
clone  of  a  lucky 
bull  that  was 
born  resistant  to 
three  major  bacterial 
killers.  The  clone's  very  ex- 
istence, says  Adams,  could 
revolutionize  the  cattle  in- 
dustry, leading  to  safer  beef 
and  more  efficient  ranching. 
Adams  and  three  other 
Aggie  researchers  cloned  Bull 
86  Squared  from  15-year-old 
ear  cells  harvested  from  Bull 
86,  an  animal  that  was  natu- 
rally resistant  to  brucellosis, 
tuberculosis,  and  salmonel- 
losis. Although  rare  in  the 
U.S.,  these  three  diseases — 
all  of  which  can  be  passed  on 


to  humans  via  uncooked  beef 
and  unpasteurized  milk — are 
rampant  in  cattle  populations 
around  the  world. 

According  to  Adams, 
cloning  Bull  86  Squared  rep- 
resents an  important  advance 
in  disease  control.  Currently 
no  vaccines  are  available  to 
prevent  tuberculosis  and  sal- 
monellosis, and  although  one 
exists  for  brucellosis,  it  isn't 
always  effective.  "With  the 
addition  of  cloning  technology, 
we  have  a  chance  to  create 
superimmune  animals,"  claims 
Adams.  Moreover,  he  points 
out  that  herds  genetically 
identical  to  Bull  86  Squared 
won't  require  antibiotics.  That 
could  help  reduce  both  the 
growing  threat  of  drug-resis- 
tant bugs  and  the  presence 
of  these  chemicals  in  the  food 
supply.  Ellen  Licking 


A  BETTER  PATCH  FOR 
BROKEN  BONES 

ORTHOVITA  INC.,  A  SMALL  BIOTECH 

startup  in  Malvern,  Pa.,  won  ap- 
proval in  mid-December  from  the 
U.S.  Food  &  Drug  Administra- 
tion to  begin  marketing  Vitoss,  a 
highly  porous  synthetic  material 
that  could  play  a  big  role  in  heal- 
ing injuries.  In  clinical  trials,  this 
calcium  matrix  has  shown  an  abil- 
ity to  speed  the  reknitting  of  broken  bones  in  the  spine, 
extremities,  and  pelvis.  It  may  also  reduce  the  need  for 
expensive  bone  grafts — of  which  some  500,000  are  per- 
formed annually  in  the  U.  S.,  according  to  the  company. 

An  Orthovita  scientist  discovered  the  novel  biomaterial 
through  serendipity  on  a  hot  summer's  day  two  years 
ago.  After  playing  around  with  a  modified  form  of  calci- 
um, a  researcher  left  his  work  to  dry  in  the  sun  and 
went  to  lunch.  Upon  return,  he  found  a  dried,  spongelike 
clump  riddled  with  microscopic  holes.  As  it  turned  out, 
the  holes  were  just  the  right  size  to  allow  nutrients  and 
bone-building  cells  to  pass  in  and  out,  which  suggested 
applications  in  repairing  broken  bones.  Clinical  studies 

^^^  have  since  shown  that  just  12  weeks  after  inserting 

ftk    the  calcium  scaffold  in  a  fracture,  doctors  can't 

Wk   distinguish  broken  bone  from  healthy  bone. 

Unlike  many  other  synthetic  or  metal  bone 

"f1*^^      fillers,  Vitoss  is  broken  down  naturally  by  the 

body.  So  patients  do  not  require  more  surgery  to 
remove  stabilizing  "hardware,"  as  is  often  the  case 
with  other  materials.  Orthovita  will  officially  launch  its 
calcium  sponge  at  the  February  meeting  of  the  American 
Academy  of  Orthopedic  Surgeons.  Ellen  Licking 


THE  YEARS  TOP 
STORIES  IN  SCIENCE, 
SAYS  SCIENCE 

Science  magazine  rates  the 
mapping  of  the  human 
genome  as  its  "breakthrough 
of  the  year. "  Some  other  top 
picks  from  the  Dec.  22  issue: 
►Adult  cells  from  one  type 
of  human  tissue  were  trans- 
formed into  another — a  tech- 
nique that  could  be  used  in 
repairing  wounds  and  organs. 
►Spacecraft  images  provide 
strong  evidence  that  water 
flowed  on  Mars  in  relatively 
recent  times,  and  might  even 
be  flowing  still. 
►Fossil  skulls  dating  back  1.7 
million  years  were  unearthed 
in  the  Republic  of  Georgia. 
They  could  be  from  the  first 
wave  of  human  ancestors  to 
journey  outside  Africa. 
►The  near  Shoemaker 
spacecraft  visited  the  asteroid 
Eros  and  found  some  ex- 
tremely old  materials:  mole- 
cules that  formed  early  in  the 
evolution  of  the  solar  system. 
►A  molecular  map  of  the  ri- 
bosome — a  protein  factory  in- 
side cells — suggests  that  life 
on  earth  began  with  rna,  not 
its  cousin,  DNA.Paul  Raeburn 
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SAFER  DRIVING 

WITH  NEW 

CELLPHONE 

ACCESSORIES 


Hands  on  the  Wheel, 
Not  on  the  Phone 

New  gizmos  can  help  keep  you  from  being  a  menace  on  the  mat 


BY  LARRY  ARMSTRONG 

You've  seen  them.  A  car  that  gradually 
drifts  into  an  adjacent  lane  on  the  ex- 
pressway, then  jerks  back  into  its  own 
when  the  driver  realizes  where  the  vehi- 
cle is  headed.  Or,  on  a  city  street,  the 
car  that  floats  through  a  wide  turn,  then 
zigzags  as  the  driver  struggles  to 
straighten  it.  Drunk  drivers?  Perhaps.  But  more 
likely,  a  cell  phone  is  what's  distracting  them. 

The  problem  is  so  bad  that  a  growing  number 
of  governments  are  forbidding  the  use  of  hand- 
held phones  while  driving.  New  York  City 
recently  began  considering  such  a  ban,  while 
similar  bills  have  been  filed  in  California,  Massa- 
chusetts, Virginia,  Arizona,  and  Tennessee. 

If  phone  time  is  a  desirable  or  even  necessary 
part  of  your  ride,  you  can  take  some  precau- 
tions to  limit  the  chances  of  becoming  a  lane- 
drifter.  The  devices  range  from  low-cost  ear- 
pieces and  headsets  to  in-dash 
speakerphones  and  voice-recog- 
nition systems  that  eliminate 
even  the  few  keypad  strokes 
needed  for  speed  dial. 

The  easiest  solution  is  to  use  an  earpiece  or 
headset  with  your  wireless  phone.  That  way, 
you  can  keep  both  hands  on  the  wheel  and  still 
carry  on  a  conversation.  Some  carriers,  notably 
AT&T  Wireless  (www.attws.com),  include  a  simple 
earphone — called  an  earbud— with  many  of  the 
phones  they  sell.  Or  you  can  pick  one  up  for 
$10  to  $30  at  any  store  that  sells  phones  or  office 
supplies.  Generic  models  come  with  a  simple 
plug,  so  you  may  need  to  get  an  adapter  to  mate 
it  to  your  phone.  An  added  benefit:  If  you  have 
concerns  about  radiation  from  wireless  anten- 
nas causing  brain  tumors,  an  earphone  gets  the 
phone  well  away  from  your  head. 

The  simplest  style  is  a  tiny,  round,  foam-cov- 
ered speaker  that  fits 
snugly,  Walkmanlike,  in 
your  ear.  The  cord  dan- 
gles down  your  front,  with 
an  elliptical  bulb — the  mi- 
crophone— about  four  or 
five  inches  down  the  cord, 
around  your  chin  or  neck 
area.  It's  not  necessary  to 
hold  it  up  to  your  mouth: 
The  mike  is  sensitive 
enough  to  pick  up  every- 
thing you  say.  It's  worth 


Cell  Phones 


it  to  spend  a  few  dollars  more  to  get  one  with  a 
"answer-end"  button  on  the  bulb.  That  way,  ya 
can  answer  incoming  calls  and  hang  up  whe 
you're  finished  just  by  squeezing  the  button  ii 
stead  of  fumbling  around  to  find  your  phone. 
If  you're  afraid  the  earbud  will  fall  out 
your  ear,  or  if  you're  bothered  by  road  noise,  g 
for  a  more  traditional  headset  with  a  boom  mik 
Even  those  with  a  full  headband  cover  only  o 
ear,  so  you  can  still  hear  horns  and  sirens.  A 
don't  even  think  it  might  label  you  a  nerd:  Wi 
Madonna  and  Ricky  Martin  wearing  them 
concert  tours  and  Tom  Cruise  and  Bruce  Will 
sporting  them  in  movies,  they're  the  latest  fas 
ion.  They  come  in  colors,  too. 

Plantronics  (www.plantronics.com)  makes 
line  of  mobile  headsets  that  sell  for  $30  to 
My  current  favorite:  the  M145,  a  $50  ultraligh 
weight  in-the-ear  model  with  a  C-shaped  cli 
behind  the  ear  to  hold  it  in  place.  It  has  volun 

controls  for  both  the  speak*  Pt 
and  microphone.  Another  goc  U 
bet  is  the  $60  Jabra  EarS(  k 
(www.jabra.com).  It  comes  wit  p 
six  gel-like  earpieces  in  day-glo  colors  for  the  le  \> 
and  right  ears  and  in  different  sizes  so  you  get 
perfect  fit.  The  microphone  is  all  but  invisible,  L|ii 
tegrated  into  the  part  that  fits  in  your  ear. 
INGENIOUS.  Another  popular  hands-free  devic 
is  a  speakerphone.  Many  new  cell  phones  con 
with  one  built  in,  or  you  can  buy  attachmen 
that  will  do  the  job.  Motorola  (www.motorol 
com)  sells  a  contoured,  hands-free  speaker  for  $r  I  [ 
that  clips  on  to  the  back  of  many  of  its  Starrs 
and  Timeport  models.  The  most  ingenious 
Taiko's  Speakerphone  Battery  (www.taiko.com), 
replacement  battery  for  Nokia  phones  that  ii 
corporates  an  amplifier,  speaker,  and  microphon 
It's  $100  to  $120,  depending  on  where  you  buy  |  t 
Tip:  Speakerphones  work  better  in  a  car  if  yc 


. 
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Have  Cell 
Phone, 
Will  Travel 


HEADSETS 

M/0  to  $65,  but 
sometimes  free  with 
phone.  Those  with 
headbands  and 
around-the-ear  clips 
are  more  secure;  boom 
mikes  help  eliminate 
road  noise. 


ADD-ON  SPEAKERPH  (1 

►  $75  and  up,  if 
built  into  phone. 
Work  best  in  a  qU| 
environment; 
best  investment  n 
be  a  $5  clip  to  m 
the  phone  on  the 
visor. 
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p  them  to  the  sun  visor  or  mount  them  high 
the  dash,  where  the  buttons  are  easily  reach- 
le  and  the  microphone  is  not  too  far  from  your 
mth. 

iFor  a  true  car  speakerphone,  you'll  need  to 
y  a  car  kit.  Do-it-yourself  versions  range  from 
out  $50  for  a  generic  model  to  about  $125  for 
e  from  a  phone  manufacturer.  In  general,  they 
:lude  a  mounting  bracket  for  the  phone,  a 
aaker  that  plugs  into  the  cigarette  lighter,  and 
nicrophone  that  clips  to  the  visor.  Profession- 
y  installed  models  run  $100  and  up  and  will  set 
u  back  an  additional  $50  to  $150  for  installa- 
n.  Their  big  advantage,  besides  eliminating 
i  jumble  of  visible  equipment  and  wires,  is  a 
>re  powerful  external  antenna  that  can  extend 
i  range  of  your  handheld  phone. 
Even  headsets  and  speakerphones  can't  elim- 
ite  the  most  distracting  part  of  phoning  from 
iiir  car:  looking  away  from  the  road  to  dial, 
r  that,  experts  recommend  that  you  become 


CAR  KITS 

to  $175,  plus 
ation  ifneces- 
ui  rhe  ultimate 

!  speakerphone; 
i  ^sional  installation 
Hi  i  es  antenna  to 
I  range  and 
te  voice  quality. 


VOICE  RECOGNITION 

►  On  premium 
phones,  or  $10/month 
for  Sprint  customers. 
Eliminates  fumbling  for 
phone  and  hand  dialing; 
Sprint  network  version 
needs  no  programming 
or  voice  training. 


intimately  familiar  with  the  layout  of  your 
phone's  keypad  and  take  full  advantage  of  its 
features,  such  as  auto  redial,  and  one-  or  two-key 
combinations  to  speed  dial  from  the  phone's 
memory.  If  your  phone  has  voice  dialing,  take  the 
time  to  program  it  to  recognize  your  voice. 
VOICE  DIAL.  Of  all  the  carriers,  Sprint  pes 
(www.sprintpcs.com)  has  come  up  with  the  all- 
around  best  way  to  voice  dial  from  your  phone. 
It  puts  the  speech  technology  into  the 
network  instead  of  the  phone.  With 
Voice  Command,  a  $10  monthly  option 
(free  on  some  plans),  you  place  the  call 
by  speaking  a  name  or  number  into 
any  Sprint  phone.  You  simply  upload 
your  Microsoft  Outlook  address  book  tc 
your  personal  Sprint  Web  page,  anc 
without  training,  it  recognizes  any  name 
in  it,  regardless  of  the  voice  saying  it. 

You  can  best  reduce  your  risk,  of 
course,  by  limiting  your  telephone  time  in 
the  car.  Headsets,  speakerphones,  and 
voice  dialing  can  minimize  the  physical  dexterity 
it  takes  to  place  and  answer  calls,  but  they're  not 
much  help  in  keeping  your  mind  on  the  road  if 
the  conversation  is  complicated  or  stressful.  If 
things  get  tense,  pull  off  the  road  to  talk.  Most 
wireless  services  come  with  free  voice  mail;  let  it 
answer  your  calls.  If  possible,  ask  a  passenger  to 
take  and  make  your  calls.  Let  the  other  party 
know  you're  on  the  road  and  you  may  have  to 
take  a  break  to  maneuver  through  traffic. 

And  remember,  sometimes  it's  best  just  to 
hang  up  and  drive.  □ 


s3$&* 


TOYS  FOR 
TALK: 

Jabra's 
"earboom" 
(above  right) 
and  on/off 
switch  (above 
left);  the 
package 's 
attention- 
getting 
message  (left); 
and  AT&T's 
portable  car  kit 
(below) 
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MANAGED 

ACCOUNTS, 

ROLLING  OVER 

YOUR  401(k) 


When  the  Mutual  Fund 
Thrill  Is  Gone         _ 


:' 


Privately  managed  accounts 
are  now  more  affordable 

BY  LEWIS  BRAHAM 

Bad  enough  that  your  mutual 
funds  lost  15%  or  20%  last 
year.    Over    the    next    few 
weeks,  the  real  insult  could 
come  your  way:  a  1099-B 
form  detailing  your  share  of 
the  funds'  capital  gains  dis- 
tributions. That's  when  you'll  learn 
if  you're  going  to  take  a  big  tax  hit 
come  April  on  funds  that  went 
south  during  2000.  That's  also  when 
you  might  consider  an  increasingly 
popular  tax-wise  alternative  to  funds: 
privately  managed  accounts. 

Unlike  mutual  funds,  managed  ac 
counts  don't  pool  assets.  You  simply  turn 
your  money  over  to  an  investment  man 
agement  company — many  of  which  also  run 
mutual  funds — and  it  builds  a  portfolio  for  you 
from  a  master  list  of  stocks.  As  a  result,  you 
don't  have  to  pay  taxes  on  gains  accumulated  be- 
fore you  invested.  And  unlike  a  mutual  fund, 
you  have  a  say  over  when  and  how  the  manager 
makes  tax-sensitive  moves.  Managed  accounts 
are  "like  having  your  own  private  limousine," 
says  Peter  Cieszko,  managing  director  of  Sa- 
lomon Smith  Barney's  Private  Portfolio  Group. 
"Owning  mutual  funds  is  like  riding  the  bus." 

Managed  accounts  have  been  around  for  years, 
mainly  for  high-net-worth  investors.  Now,  in- 
creased competition  and  improved  technology 
are  making  them  an  option  for 
a  greater  number  of  investors. 
Minimum  account  sizes  have 
dropped  from  more  than 
$250,000  to  as  little  as  $50,000.  Big  brokers  such 
as  Salomon  Smith  Barney  and  Merrill  Lynch 
still  dominate  the  private  account  business,  but 
now  independent  financial  planners  and  even  In- 
ternet upstarts  are  in  the  game.  That  has  helped 
push  the  average  account  fee  from  2.11%  in  1998 
down  to  1.89%  last  year,  according  to  Cerulli 
Associates,  a  Boston  financial  research  firm. 

Those  fees  may  seem  high  compared  to  the 
1.54%  annual  expense  ratio  of  the  average  equi- 
ty fund.  But  they're  actually  reasonable  if  you 
consider  that  managed  accounts  generally  offer 
personalized  financial  planning  and  other  ser- 
vices. And  fees  are  usually  negotiable:  The  more 
you  invest,  the  lower  the  fee  you  can  demand. 


Investing 


Managed  account  providers  are  getting  moi 
innovative,  too.  Salomon  Smith  Barney  has  pi  g 
neered  "Multiple  Discipline  Accounts,"  or  mda  I . 
which  are  a  one-stop  shop  for  a  diversified  poi 
folio.  Just  like  mutual  funds,  managed  accoun 
usually  have  a  single  investment  style,  such 
large-cap  growth  or  global  investing.  Even  wi 
a  $100,000  minimum,  an  investor  would  net 
$400,000  or  $500,000  to  get  a  well-diversifie 
portfolio.  With  mdas,  $100,0(  I 
gets  a  single  account  with 
mix  of  investment  styles.  Tl  >, 
MDA  makes  tax  planning  easit 
too,  as  losses  suffered  by  one  of  your  manage 
can  be  used  to  offset  gains  earned  by  another. 
PRICE  IS  RIGHT.  For  those  who  need  advice  b 
hate  paying  through  the  nose  for  it,  independe 
financial  planners  may  be  a  good  solution.  For  i 
stance,  Louis  Stanasolovich  of  Legend  Financi 
Advisors  (412  635-9210)  in  Pittsburgh  work 
out  an  agreement  with  cine  Oppenheimer 
manage  private  accounts  for  his  financial  plannii 
clients.  For  a  $250,000  minimum  investmer 
clients  get  access  to  a  top  money  manager  ai 
pay  an  all-in-one  fee  of  1.25%.  The  drawback 
this  approach  is  higher  minimums  and  usual 
less  choice  of  managers.  But  if  you  find  one  y 
like,  the  price  is  right.  One  way  to  find  a  plamu 
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lanaged  account  program  is  to  call  EnvestNet 
MX  (>12-9300).  The  Web-based  provider  of 
«naged  accounts  will  not  deal  with  you  directly, 
jt  will  refer  you  to  an  affiliated  planner. 
bo,  Charles  Schwab  plans  to  launch  "Managed 
ccount  Select"  at  a  lower  cost  to  investors 
lan  the  other  major  firms  charge. 

You  can  even 


>v 


(MUTUAL 
[FUNDS 


1 


,J^S 


find  managed 
^    accounts    on    the 
Web        yourself — and 
save   on   management   fees 
(table).  WrapManager.com  gives  you  ac- 
ss  to  53  money  managers — including  popular 
es  such  as  Navellier  Management  and  Fred 
ger  Management.  The  minimum  account  is 
00,000  and  the  fee  an  exceptionally  low  1.25%. 
you  need  some  help  choosing  managers,  you 
n  call  the  site's  financial  advisers. 
Another  Web-based  program  is  RunMoney.com. 
5  unique  advantage  is  its 
cess  to  the  same  managers 
Lockwood  Financial  Ser- 
ies, the  largest  providers 
managed  accounts  to  in-      ^J'JL^f ™™JMUM. .F" 


Clearly,  if  handholding  is  what  you  want,  these 
sites  are  not  for  you.  But  for  Web-savvy  in- 
vestors they  could  be  ideal.  Bill  Tillman,  a  Lake 
Ozark  (Mo.)  developer  who  trades  stocks  online 
from  his  home,  has  $2  million  invested  through 
WrapManager.com.  Previously,  he  was  frustrated 
with  both  funds  and  managed  accounts.  With 
funds,  "you  wind  up  paying  someone  else's  tax- 
es," he  says,  but  the  fees  on  most  managed  ac- 
counts are  "too  high."  WrapManager  offered  the 
best  of  both  worlds:  a  private  account  with  low- 
er costs  than  most  funds.  As  for  financial  plan- 
ning advice,  says  Tillman,  "I  don't  need  it." 
THE  GOODS.  Even  if  you  don't  need  advice,  you 
may  want  to  see  the  records  of  numerous  man- 
aged account  managers  before  you  select  one. 
That's  not  easy  to  get,  since  private  account 
returns — unlike  mutual  funds — are  not  nor- 
mally released  to  the  public.  But  a  Web  site, 
www.managerreview.com,  does  carry  detailed 
performance  data  on  these  managers  for  an  an- 
nual subscription  of  $295. 

Despite  these  improvements,  managed  ac- 
counts are  still  not  for  everyone.  Most  ex- 
perts think  an  investor  should  have  at  least 
$250,000  to  get  the  proper  level  of  diversifica- 
tion and  the  best  pricing  on  an  account.  And 
even  customization  has  its  limits.  Portfolio  man- 
agers will  work  with  clients  on  the  timing  of 
capital  gains  or  losses,  but  you  can't  saddle  man- 
agers with  a  lot  of  trading  restrictions.  Plus, 
managers  rarely  deviate  from  their  preselected 
list  of  stocks. 

The  transition  to  a  managed  account  program 
can  be  tricky  as  well.  If  you  come  with  taxable 
mutual  fund  accounts,  the  manager  will  have  to 
liquidate  funds  to  reinvest.  That  could  trigger 
unwanted  taxable  events.  Turning  over  a  port- 
folio of  stocks  can  be  a  little  less  problematic 
because  the  manager  may  be  able  to  work  with 
some  of  the  stocks  you  already  own. 

The  ideal  situation  for  starting  a  managed  ac- 
count is  cash,  perhaps  from  a  bonus  or  a  retire- 
ment account  rollover.  That  way,  your  manager 
can  create  a  new  portfolio  for  you  without  a  lot 
of  constraints.  Next  time  you  get  your  hands 
on  a  bundle,  you  might  think  about  riding  in 
the  investment  limousine  rather  than  pack- 
ing into  the  mutual  fund  bus.  □ 


Private  Accounts  on  the  Web 


These  Web  sites 
don't  provide  much 
in  the  way  of 
handholding,  but 
for  the  savvy 
investor  they 
can  be  ideal 


COMMENTS 


pendent  financial  planners. 
le  minimum  investment  is 
00,000,  and  fees  start  at 
15%  for  the  first  $250,000 
d  decline  from  there.  And 
>ckwood's  managers  also 
n  accounts  for  the  major 
okerage  firms.  "The  ac- 
jnts  are  managed  the  same 
lether    they    come    from 


managerlink.com     $100,000      2%  to  1.55% 


Different  fee  for  each  of  15  money  managers.  Dis- 
tribution is  primarily  through  financial  planners 
and  accountants.  Very  focused  on  tax  planning. 


mymoneypro.com 


50,000       2%  to  1.15% 


Fees  also  vary  by  money  manager.  The  managers 
are  prescreened  by  their  three-  and  five-year 
risk-adjusted  returns. 


runmoney.com 


100,000     1.75%  to  1.10% 


Declines  from  1.75%  after  $250,000.  Has  120  mon- 
ey managers  from  Lockwood  Financial  Services. 

mMoney  or  Salomon  Sinith  ?f^^«^ra  ^75^^_^H^?5f-^^^5_?f?!^!^?_^^?^^l  _ 

irney,"       says       Gordon  wrapmanager.com      100,000  1.25%  Flat  fee  for  all  accounts  under  $2.5  million.  Hosts 

resmo,  a  partner  at  Harris  online  chats  with  any  of  53  money  managers, 

•etall  Sullivan  &  Smith,  a  

uiager  both  employ.  0ATA:  CERULLI ASS0CIATES' WEB  SITES 
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Retirement  Plans 


Steer  Clear  of 

the  Rollover  Wringer 

Lots  can  go  wrong  when  transferring  a  401  (k) 


BY  MARA 

DER  HOVANESIAN 


It's  supposed  to  be  a  cinch.  Make  a  phone  call, 
fill  out  a  form,  and  presto! —  your  nest  egg  is 
safely  transported  from  one  employer's  re- 
tirement plan  to  the  next.  "Most  times  it 
takes  about  15  minutes  to  take  control  of 
your  401(k),"  claims  a  recent  ad  from  Fidelity 
Investments.  But  rest  assured,  with  $127  billion 
and  a  heap  of  paperwork  changing  hands  every 
year,  it  takes  but  a  few  seconds  to  get  tangled  in 
the  rollover  runaround. 

As  if  changing  jobs  weren't  stressful  enough. 
That's  when  you  decide  whether  to  keep  your 
retirement  money  in  your  former  employer's 
401(k)  plan,  move  it  to  a  new  plan,  or  roll  it  into 
an  individual  retirement  account.  Lots  can  go 
wrong:  You  can  be  involun- 
tarily cashed  out,  get 
hit  with  early-with- 


drawal penalties,  or  miss  out  on  market  gain 
because  of  delays.  Tracking  transfers  wired  t| 
the  wrong  accounts  or  wrong  stocks  isn't  just  a 
administrative  hassle.  Sometimes,  these  snafi 
can't  be  undone. 

How  do  these  things  happen?  Many  mutual 
fund  companies  and  brokerages  are  "ill-equippe 
to  serve  the  rollover  market" — now  worth 
trillion  and  rapidly  growing — concludes  a  rece 
study  from  Cerulli  Associates.  The  Boston 
nancial  research  outfit  says  only  a  third  of  thes 
providers  have  sufficient  programs  to  serve  ii 
vestors  and  most  show  a  "remarkable  lack 
preparedness"  for  providing  the  educational  m 
terials,  knowledgeable  phone  staff,  or  qualified  ai 
visers  for  401(k)  rollover  issues.  Investors  nee 
to  shoulder  blame,  too.  Many  401(k)  participant 
take  cash  payments  when  changing  jobs.  The 
view  the  money  as  a  windfall  to  pay  bills  c 
spend  on  nonessentials.  Frustrated  financial  plai 
ners  add  that  clients  toss  out  statements  an 
are  blase  about  rollover  follow-ups. 

A  few  commonsense  rules  can  help.  While  th 
nightmares  aren't  always  avoidable,  at  least  you 
have  ammunition  to  fight  your  case. 

What?  You're  not  that  Jane  Doe?  When  a  3i 
year-old  Dumont  (N.J.)  resident  switched  jobs 
1998,  she  wanted  to  transfer  $50,000  from  h< 
former  employer's  401(k)  plan  to  a  new  ira  i  jiol 
Vanguard  Group.  The  money  was  originally 
two    accounts:    a    profit-sharing    plan    and 
defined-benefit    plan,    explair 
Thomas  Orecchio, 
planner  in  Orade 
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WE  JUST   MADE 


T   EASIER  THAN 


VER  TO    BUILD 


If  you've  been  putting  off  investing    simple  online  application  is,  to  use 
for  your  retirement,  we  have  a  sug-     a  technical  term,  a  real  "no  brainer." 
gestion:  don't  sit  on  it  any  longer.         But  even  in  the  unlikely  event  that 

Because  at  National  Discount  you  need  help,  all  you  have  to  do 

Brokers  (ndb.com)  you  can  open         is  click  on  NDB's  /Answer.  This 
an  IRA  in  no       __^^^^^__^_^^_—_^^___ 
time.  Our  Wt  ^^  kl*.i-ll:M  1 1  ^  /v_u         |  online  help 


IMHI 

_   1,971,1*    +    ,»,02       10760 

••0.74    +    -4,8* 
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Buy  for 
t&     Free 
with  NOB 


desk  lets  you  communicate  live, 
one-on-one,  with  a  real  person. 
Just  type  in  your  question  and, 
within  moments,  the  answer  will 
appear  on  your  screen. 

It's  that  simple.  And  once  you've 
opened  your  account,  we  supply 
you  with  all  the  tools  you  need  to 
make  smart  investment  decisions, 
starting  with  our  comprehensive 
mutual  fund  center. 

So  why  wait?  For  information  on 
how  to  open  an  account,  visit  our 
web  site  or  call  1-800-4-1 -PRICE. 
And  find  out  why  so  many  investors 
are  flocking  to  NDB. 
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ivePerson"'  is  not  a  registered  broker  dealer.  ©2000  National  Discount  Brokers  Corporation  (NDB),  Member  NASD/SIPC,  is  an 
idirect  subsidiary  of  Deutsche  Bank  AG.  Securities  products  and  services  are  offered  through  NDB,  and  not  through  a  bank, 
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NATIONAL  DISCOUNT  BROKERS  |  ndb.com 

Wc  take  you  under  our  wing. 


BusinessWeek  Investor 


Sometimes  it's 
just  an  erroneous 
keystroke  at  fault, 
but  your  money 
isn't  always  put 
into  the  right 
stocks  or  funds. 
Be  sure  to  save  all 
your  statements 


WHAT  YOU  DO 

►  Open  a  rollover  IRA 
with  a  mutual-fund 
family  or  brokerage  firm. 
Request  transfer  from 
former  401(k)  plan. 


forms.  That  December,  the  Van- 
guard account  was  opened,  and 
the  first  statement  arrived  the 
next   month.  The   balance   was 
short  $16,000.  That's  because  Van 
guard  had  deposited  one  check  into  the 
account  of  another  person  with  the  same 
name  except  for  the  middle  initial.  That 
someone  cashed  out. 

To  Vanguard's  credit,  it  finally  restored 
the  money  four  months  later.  But  it  took  "rant- 
ing and  raving"  to  make  his  client  whole,  says 
Orecchio. 

The  moral:  Make  copies  of  all  forms  you  fill 
out,  and  mail  them  certified  with  a  return  receipt 
request.  "Without  that  proof,  it's  out  of  your 
control,"  Orecchio  says.  Check  statements  to 
make  sure  account  numbers  match  where  the 
company  says  it  has  deposited  your  money. 

Oops.  We've  cashed  you  out.  Don't  be  sur- 
prised if  a  distribution  check  arrives  in  the  mail. 
It's  not  unusual  for  the  plan  to  put  the  burden  on 
you  to  deposit  it  into  your  newly  opened  bro- 
kerage or  mutual-fund  account.  But  if  the  num- 
ber on  that  check  looks  a  lot  smaller  than  the 
amount  you  had  in  your  account,  it's  bad  news. 
You've  been  cashed  out,  and  the  IRS  has  taxed 
and  perhaps  penalized  you  for  early  withdrawal. 
To  add  insult  to  injury,  you  now  have  to  raise 
whatever  was  deducted  and  deposit  the  full 
amount  in  60  days — or  you're  out  of  luck. 

That's  what  happened  to  a  client  of  Thomas 
Batterman  of  Vigil  Asset  Management  Group  in 
Wausau,  Wis.  When  his  client's  company  folded, 
she  requested  the  transfer  of  her  $15,000  retire- 
ment account  to  a  new  plan.  Instead,  she  was 
cashed  out  and  penalized,  and  is  now  $3,000  in 
the  hole  because  the  former  custodian  took  out 
20%  withholding  tax.  Says  Batterman:  "Now, 
she  had  to  come  up  with  extra  money  because 
the  company  refused  to  remedy  their  error." 

Moral:   Request  in  writing  a  custodian-to- 


Watch  It,  Now 


WHAT  CAN  GO  WRONG 


HEDGE  AGAINST  THE  HEADACHE 


New  IRA  administrator 
credits  rollover  to  the  wrong 
account  or  invests  in  the 
wrong  stocks  or  mutual 


custodian  transfer. 

That  way,  the  check 

should  go  directly  to 

your  new   plan.    If  it 

doesn't,  be  sure  to  deposit 

the  check  within  the   60 

days  of  its  issuance — or  the 

IRS    will    assume    you've 

cashed  out. 

So,  we  took  our  sweel 
time  on  your  request.  Toe 
bad  about  that  markel 
crash.  In  July,  1998,  a  couple 
near  retirement  requested  their 
$200,000  account  be  liquidated  to  cash  and  trans; 
ferred  to  a  new  ira.  Two  months — and  a  1595 
drop  in  the  stock  market — later,  nothing  hac 
been  done  and  the  portfolio  was  worth  $40,00( 
less.  It's  not  as  if  the  fund  company,  which  Bat 
terman  won't  divulge,  apologized  for  the  erroi 
and  handed  over  the  money.  "I  had  to  fight  foi 
it,"  he  says 

The  moral:  If  the  date  on  your  return  receipi 
doesn't  match  the  value  of  the  investments  yoi 
bought  at  that  time,  demand  an  adjustment. 

Microsoft?  We  thought  you  meant  Micro 
Strategy.  Sometimes  it's  just  a  matter  of  an  er 
roneous  keystroke,  but  your  money  isn't  alway: 
put  into  the  right  stocks  or  funds.  It  could  b< 
something  subtle  but  with  grave  consequences:  I 
you  originally  bought  Class  A  shares  and  paid 
front-end  sales  charge,  and  now  own  B  share 
carrying  a  redemption  fee,  you'll  pay  twice  th< 
sales  charge.  Perhaps  you've  asked  that  10( 
shares  get  moved  from  one  account  to  anothei 
but  in  the  meantime  the  stock  splits.  Gues 
what?  "The  other  100  shares  are  still  in  there.  I 
takes  weeks  to  get  it  corrected,"  says  John  Hix 
son,  a  Lake  Charles  (La.)  planner. 

Moral:  Keep  your  statements.  Check  the  num 
ber  of  shares,  value,  and  symbol 

You  already  filled  out  50  of  their  forms?  Wei 
here's  another  50  of  ours 
Christopher  Brown  of  Com 
monWealth  Advisory  Grouj 
says  his  worst  nightmare  wa 
inheriting  a  client  who  change 
jobs  five  times  and  kept  retire 
ment  accounts  at  each  forme 
employer.  Consolidating  ac 
counts  is  "the  biggest  probler 
in  the  industry,"  he  says 
"There's  no  standard  way  of  dc 


►  Assume  transfer  will 
be  made  directly  from 
old  401(k)  to  the  new 
plan. 


Check  statements  carefully, 
including  account  numbers,  ticker 
symbols,  and  share  classes.  Be  sure 
the  trustee  (whether  yourself  or 
funds.  another)  of  the  account  is  correct.        ing  it.»  John  R.  DaV)  a"  Maco 

d„„„     .  ■    .„_:j.j__  „  „,,„+„j;„r,  *r>  (Ga.)  planner,  asked  for  a  tram 

Request  in  writing  a  custodian-to-  \     i}  '      ,,  ,     ,    ,      ,, 

\    ,.  ,b  ....       .  fer  from  a  MassMutual  plan  t 

custodian  transfer.  If  the  check  a  Charleg  gchwab  &   *Q   J 

must  be  sent  to  you,  ask  that  it  be 

made  payable  to  the  new  plan. 

Deposit  checks  within  60  days. 


New  plan  cashes  you  out, 
deducting  20%  for  taxes  and 
10%  for  early  withdrawal 
penalties. 


►  Send  in  paperwork  in 
a  timely  fashion. 


Fund  company  or  brokerage 
delays  processing  of  new 
account,  causing  market 
losses  or  missed  market  gains. 


Keep  copies  of  all  paperwork.  Send 
originals  via  return-receipt  certified 
mail.  If  rollover  is  done  online,  print 
out  all  date-stamped  documents. 


count.    MassMutual,   he   sayi 

wouldn't  accept  Schwab's  form: 

"They  had  a  separate*  multipai 

form  that  required  numero 

client  signatures,"  he  says. 

The  moral:  Find  out  wha 
both  ends  require  t<>  avoid  d( 
lays.  And  be  sure  to  saw  o>pi« 
of  all  completed  forms. 
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The  Samsung  Digital  Experience 

We  design  our  products  to  bring  joy  to  your  world.  That's  why  our  phone  includes  an  MP3  player.  And 
why  our  super-sharp  monitors  and  high-definition  televisions  glow  with  amazing  color  and  clarity.  It's  the 
way  our  YEPP  MP3  player  creates  the  perfect  soundtrack  to  your  life.  And  it's  how  our  fun  features  and 
practical  solutions  will  make  your  day.  Enjoy  your  Samsung  Digital  Experience.  We  made  it  just  for  you. 


sAulti-function  monitor. 
(he  first  true  TV/computer 
nonilor  that  combines 
•uperior  high-resolution  image 
(Uality  with  the  contemporary 
>eaut/  of  sleek  design. 


The  YEPP  portable  MP3 
music  player  allows  you  to 
download  music  and  enjoy  a 
"skip  free"  digital  experience. 


Picture  perfect.  The  ultimate 
HDTV  experience  —  superior 
picture  definition  but  flatter 
and  more  compact  than  a 
standard  big-screen  TV. 


The  world's  first  wireless 
phone  that  allows  you 
to  download  and  ploy  MP3 
music  files. 


Wall) 


SAMSUNG  DIGIT, 

everyone's  invited 

www.samsung.com 


r 


Reach  these  Business  Week  advertisers  on  the  Web 
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Amdahl 

www.amdahl.com 

Boston  Consulting  Group 

www.bcg.com/breakingcompanies 

Cap  Gemini  Ernst  &  Young 

www.capgemini.com 

Changepoint 

www.changepoint.com 

Cisco  Systems 

www.cisco.com 

Compaq 

www.compaq.com 

Corning 

www.corning.com 

CoSine 

www.cosine.com 

Dell  Computer  Corporation 

www.dell.com 

Fannie  Mae 

www.fanniemae.com 


FedEx 

www.fedex.com 

Franklin  Templeton  Investments 

www.franklintempleton.com/ 

Glenfiddich 

www.glenfiddich.com 

Hewlett  Packard 

www.hp.com 

Hilton  Hotels 

www.hilton.com 

Intira  Corporation 

www.intira.com 

JD  Edwards 

www.jdedwards.com 

LeadersOnline 

www.leadersonline.com 

Microsoft 

www.microsoft.com 

Netcentives 

www.netcentives.com/ 


Nortel  Networks 

www.nortelnetworks.com 

Rational  Software 

www.rational.com 

Samsung  Group 

www.samsung.com 

Toshiba  America  Information 
Systems 

www.toshiba.com 

Toyota  and  the  Environment 

www.toyota.com/ecologic 

United  States  Postal  Office 

www.usps.com 

Vividence 

www.vividence.com 

Wells  Fargo  Bank 

www.wellsfargo.com 

WINTERTHUR  INTERNATIONAL 

www.winterthur-int.com 

Xerox 

www.xerox.com 


BusinessWeek 


You've  already  joined  the  club. 


BusinessWeek  online 


So  why  not  use  all  the  facilities? 


www.businessweek.com 

AOL  Keyword:  BusinessWeek    Internet  Keyword:  BusinessWeek 
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BusinessWeek 
and 

WorldCom 
present : 


nt :  


SYSTEMS 
NEW  ECONOMY 


WK1K 


BusinessWeek 

MJERNil  h 


THE  2001 

CIO 

SUMMIT 


/Way  10-32,  2001  at  The  Westin  Copley  Place,  Boston,  MA 


he  2001  Bu 

:ompanies  will  gather  to  get  insight  into  the  latest  strategies,  applications,  and  emerging  technologies 
nabling  e-networks  for  superior  service.  The  Summit  will  address  the  management  and  personal  skills 

hat  ClOs  must  hone  to  secure  their  place  on  the  senior  management  team  of  the  New  Economy.  The 
ummit  will  address  three  key  areas  of  interest:  Strategy  Formulation  and  the  CIO,  Enabling  Technologies 

or  Seamless  Service,  and  Service-edge  Success. 


FOR  MORE  INFORMATION: 

ptease  visit  our  website  at 

www.conferences.businessweek.com 

or  contact  Julie  Terranova,  Registration  Manager, 

at  212-512-2184  or  email  at  ci02001@businessweek.com. 


FOR  SPONSORSHIP  OPPORTUNITIES: 

contact  Kim  Harrell,  Manager,  Sponsorship  Sales 

by  phone  at  212-512-2358 

or  by  e-mail  at  kim_harrell@businessweek.com. 
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The  Barker  Portfolio 
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IPOs:  SIFTING  THROUGH 
THE  WRECKAGE 


BY  ROBERT  BARKER 

More  than  nutty 
Net  outfits 
exploited  the 
IPO  boom 


Are  you  one  of  the  smart  investors  who  re- 
sisted the  temptations  of  the  late  great  IPO 
acid  trip?  Then  congratulate  yourself — you 
probably  still  have  the  wherewithal  to  shop  in  a 
section  of  the  stock  market  where  the  perfor- 
mances of  such  recent  initial  public 
offerings  as  eMachines  (down  97%) 
and  Pets.com  (down  99%)  have 
changed  the  vibe  from  Haight 
Ashbury  1967  to  something 
more  like  Manson  Family 
1969. 

Even  if  you  escaped 
harm,  the  scene  around  you 
may  seem  confusing.  More 
than  1,000  new  issues  have 
started  trading  since  Nov.  13, 
1998,  when  the  606%  first- 
day  pop  in  shares  of  Web- 
site operator  Theglobe.com 
(now  down  97%)  got  the  party 
going.  The  frenzy  peaked  last 
February,  when  even  an  aver- 
age ipo  soared  more  than  116%  on  its  first  day  of 
trading,  according  to  Jay  Ritter,  a  University 
of  Florida  finance  professor  and  leading  ipo  ex- 
pert (Web  site:  http://bear.cba.ufi.edu/ritter/).  By 

November,  that 
average  had  col- 
lapsed to  under 
16% — near  its  lev- 
el before  The- 
globe.com  started 
spinning. 

To  sort  through 
that  morning-after 
mess,  I  set  out  to 
create  a  list  of 
stocks  that  began 
trading  in  the  last 
year  and  may  now 
be  worth  deeper 
research  as  poten- 
tial investments. 
Using  Morningstar 
Principia  Pro  for 
Stocks,  a  database 
of  more  than  7,000 
stocks,  I  focused 
on  the  fundamen- 
tally strong:  com- 
panies with  cur- 
rent market  values 
of  at  least  $1  bil- 
lion, with  opera- 
tions that  have 
been     generating 
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A  New-Issues  Shopping  List 

COMPANY/TICKER  SYMBOL 

INITIAL 
PRICE 

RECENT 
PRICE** 

52-WEEK 
HIGH            LOW 

APW*  APW 

$39 

$33.75 

$49.88 

$26.38 

AVAYA*  AV 

20 

10.31 

26.00 

10.00 

ENERGIZER 
HOLDINGS*  ENR 

22 

21.38 

24.94 

14.81 

GENENCOR  INT'L  GCOR 

18 

18.00 

36.63 

12.00 

HOTEL  RESERVATION 
NETWORK  ROOM 

16 

28.38 

42.63 

14.50 

INTEGRATED  CIRCUIT 
SYSTEMS  ICST 

13 

16.56 

29.50 

9.50 

INTERSIL  ISIL 

25 

22.94 

85.25 

15.94 

IXIA  XXIA 

13 

22.88 

33.00 

16.00 

MARVELL  TECH.  MRVL 

15 

21.94 

109.75 

15.38 

NRG  ENERGY  NRG 

15 

27.81 

37.50 

15.75 

PALM  PALM 

38 

28.31 

165.00 

19.88 

SOUTHERN  ENERGY  SOE 

22 

28.31 

31.88 

20.56 

TYCOM  TCM 

32 

22.38 

46.25 

19.00 

ULTICOM  ULCM 

13 

34.06 

63.00 

14.38 

*Spin-offs       "Dec.  29 

DATA:  MORNINGSTAR,  YAHOO!  FINANCE 

cash,  and  with  fair  expectations  of  turning 
bottom-line  profit  in  the  coming  year. 

Those  few  criteria  quickly  shortened  the  list  tx 
just  14  stocks  (table).  Representing  10  indus 
tries,  the  surprisingly  mixed  group  undercut 
the  notion  that  nutty  Net  outfits  alone  exploiter 
the  ipo  boom.  Through  Nov.  30,  just  33  of  317  In 
ternet  ipos  from  1999  and  2000  were  still  tradin 
above  their  initial  price.  By  contrast,  half  of  m 
list's  14  stocks  are  still  showing  gains. 
FOR  EVERY  BUDGET.  The  pricey  ones  are  led  b 
telecom-network  software  maker  Ulticom,  sti. 
up  138%  from  its  April  debut  and  trading  at  9' 
times  the  33<2  per  share  analysts  expect  i 
to  earn  in  the  fiscal  year  ending  Janua 
tj  2002.  Also  expensive  are  chipmake 
Marvell  Technology  (58  times  futun 
earnings),  network  software  produce 

Ixia  (46  times),  and  Hotelf  M 
Reservations  Network  J 
an  online  consolidator  o 
hotel  rooms  that  is  trad 
ing  at  33  times  its  esti 
mated  2001  net.  Whil 
Palm,    the    leader    i: 
handheld  computing,  : 
„   way  below  its  ipo  prio 
it  still  trades  at  135  time 
future  profit. 
Less  racy  tech  names  includ  H« 
APW,  a  spin-off  of  longtime  electronics  manufac 
turer  Applied  Power.  It's  going  for  just  14  tim 
estimated  earnings  for  fiscal  2001,  ending  in  Ax, 
gust.  Also  among  the  more  modestly  priced  ar 
semiconductor  makers  Integrated  Circuit  Sys 
terns  (18  times)  and  Intersil  (21  times).  Both  Ir 
tersil  and  apw  are  trading  under  their  initi 
prices.  Not  so  the  list's  two  independent  electri  |(, 
utilities,  NRG  Energy  and  Southern  Energy.  Wit 
power  in  tight  supply  to  such  spots  as  Californi; 
these  companies  are  commanding  more  than  2 
times  future  net. 

As  a  cheapskate,  I'm  naturally  most  intrigue 
by  four  others  that  are  trading  way  below  the 
initial  prices:  Avaya,  Energizer,  TyCom  (offspring 
respectively,  of  Lucent,  Ralston,  and  Tyco),  an 
Genencor  International,  a  biotech  venture  se 
up  back  in  1982  by  Genentech  and  Corning.  Doe 
that  make  these — or  the  other  10 — surefire  wir 
ners?  No  way.  But  they've  already  suffered  plei 
ty,  in  part  simply  because  they're  new  issues 

If  the  ipo  market  remains  weak,  high-profil 
deals  pending  from  Prudential  Insurance,  Kra 
Foods,  and  Loudcloud,  the  Internet  compan 
headed  by  Netscape  founder  Marc  Andreessei 
may  wind  up  getting  priced  at  less  than  top  do 
lar — offering  buyers  a  real  opportunity.  The  mai 
thing  to  remember  is  this:  IPO  is  no  longer  syi 
onymous  with  LSD. 


i 


BusinessWeek  online 


For  barker.online,  go  to  www.businessweek.com/investoi 
or  AOL  keyword:  BW  Daily 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (321)  728-1711 
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Inside  Wall  Street 


WHITE-HOT  AT  OSI 


1  MARA 

ER  HOVANESIAN 


cancer  drug  has 
itential  for  051 
harmaceuticals. 
oneer-Standard 
ieds  a  buyout 
face  its  rivals, 
md  life  insurance 
lies  are  booming 
Lincoln  National 


THE  STOCK  HAS 
BEEN  ON  A  TEAR 


Biotechs  such  as  osi  Pharmaceuticals  (osip) 
have  been  a  booster  shot  for  investors  in 
an  ailing  market.  Just  a  year  ago,  the  Nas- 
daq stock  was  trading  at  7:  a  steal,  it  turns 
out,  since  osi  is  now  around  70.  The  stock  is 
down  since  its  Nov.  6  high  of  86%,  yet  early 
buyers  of  the  $2  billion  company  are  keeping 
the  faith.  Dr.  Liu-Er  Chen,  who  picks  stocks  for 
the  $70  million  Evergreen  Health  Care  mutual 
fund,  earned  his  investors  triple-digit  returns 
last  year  picking  stocks  such  as  OSI,  and  he 
says  he's  staying  put.  He  thinks  osi  has  the 
makings  of  a  150  stock  by  2003,  when  he  ex- 
pects the  money-losing 
outfit  to  be  profitable. 

For  now,  the  company  is 
losing  more  money  than  at 
any  other  time  in  its  15- 
year  history:  The  net  loss 
for  the  fiscal  year  ended  in 
September  was  $16.3  mil- 
lion, a  66%  spike  over  1999. 
The  loss  is  likely  to  go 
higher  this  year,  as  osi 
ushers  products  into  later- 
stage  clinical  trials.  Still,  Chen  says  the  Union- 
dale  (N.Y.)  company  has  targeted  50  genes  with 
the  potential  to  become  small-molecule  drugs  to 
treat  asthma,  high  cholesterol,  heart  disease,  and 
diabetes.  Adds  Robertson  Stephens  analyst 
Michael  King:  "If  you  can  deal  with  the  volatili- 
ty, you  will  be  well  rewarded.  The  company  has 
a  strong  pipeline." 

The  clincher  with  osi  is  its  lead  drug — the 
so-called  OSI-774 — which  aims  to  prevent  the 
growth  of  tumors  in  some  30%  of  cancer  pa- 
tients. osi-774  is  poised  to  tap  into  a  $1  billion 
market,  "one  of  the  few  opportunities  to  invest  in 
a  cancer  drug  where  the  potential  market  is 
that  big,"  King  says.  Success  rides  on  the  Food 
&  Drug  Administration's  approval  of  OSI-774, 
"the  likelihood  of  which  is  very  high,"  says  Chen. 
"If  everything  goes  well,  osi  could  easily  be 
worth  $5  billion." 
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|ake  a  battered  stock,  figure  in 
some  industry  consolidation  and  a 
63-year-old  ceo  with  no  heir  ap- 
parent, and  it  adds  up  to  a  company 
that  is  a  potential  takeover  target. 

That's  how  things  appear  at  Pioneer- 
Standard  Electronics  (pios),  an  electron- 
ics distributor,  says  Edward  Shadek  of 
Putnam  Investments,  the  second-largest 
institutional  investor  with  a  near  $19 
million  stake  as  of  Sept.  30.  The  Cleve- 
land electronics  company  stocks  about 


400,000  items — computers,  circuits,  and  semicon- 
ductors— which  it  ships  to  resellers,  manufacturers, 
and  corporations  worldwide.  IBM,  Compaq,  and  In- 
tel alone  account  for  about  60%  of  sales. 

Two  Big  Board-listed  Pioneer  rivals — $2.7  billion 
Arrow  Electronics  and  $1.9  billion  Avnet — have  a 
lock  on  about  50%  of  the  market.  That  makes 
third-ranked  Pioneer,  with  its  $300  million  market 
cap,  a  likely  buyout  candidate,  according  to  Shadek. 
"I  don't  think  it's  a  stretch  to  think  you'd  get  20  [a 
share],"  he  says.  Pioneer  currently  trades  at  11%, 
down  from  its  52-week  high  of  18%  on  Mar.  1. 
While  the  cyclical  in  tech  is  a  concern,  says 
Shadek,  there  are  more  pluses  for  Pioneer  than  mi- 
nuses: First  Call's  consensus  earnings  forecast  of 
$1.46  per  share  for  the  fiscal  year  ending  Mar.  1, 
2001,  for  a  stock  that  trades  at  seven  times  earn- 
ings, "doesn't  have  a  lot  of  downside,"  says  Shadek. 
"A  lot  of  the  bad  news  is  built  in."  Robert  Damron 
of  Tucker  Anthony  agrees  that  the  stock  has  at 
least  100%  upside  in  12  to  18  months. 

LINCOLN  NATIONAL'S 
FIRM  GRIP  ON  LIFE 

Insurance  is  hardly  a  knock-your-socks-off  busi- 
ness. But  at  Lincoln  National  (lnc),  the  sixth- 
largest  U.  S.  life  insurer,  the  lure  of  improving 
profits  and  a  demand  for  wealth-preserving  in- 
surance policies  are  sparking  things  up,  says 
David  Lewis  of  Robinson-Humphrey  in  Atlanta. 
The  Philadelphia  company  has  gone  through  big 
changes  under  CEO  Jon  Boscia,  who  has  trimmed 
costs  and  unprofitable  business  lines.  The  result: 
Life  insurance  sales  are  up  more  than  20%,  com- 
pared with  an  industry  average  of  2%  to  4%,  says 
Lewis.  By  catering  to  the  rich,  Lincoln's  typical  pol- 
icy has  a  face  value  of  more  than  $1  million,  vs.  the 
industry's  $156,000.  And  with  the  company  launch- 
ing eight  new  variable  annuities  this  year,  Lincoln 
will  beef  up  its  roster  in  one  of  the  fastest-selling  fi- 
nancial products  around.  A 
$500  million  stock  buyback 
announced  in  November  will 
also  help  achieve  a  15%  re- 
turn on  equity  target  for 
2001,  one  year  ahead  of 
schedule  and  up  from  less 
than  9%  five  years  ago.  The 
bad  news  is  that  the  stock 
slump  will  damage  Lincoln's 
bottom  line — by  affecting 
fees  earned  on  assets  under 
management.  The  stock,  trading  around  47,  is  be- 
low Lewis'  12-month  forecast  of  58.  But  that  could 
tick  upward  as  markets  improve  and  downward  re- 
visions for  insurance  subside. 

Der  Hovanesian  covers  the  markets. 
Gene  Marcial  is  on  vacation. 


BusinessWeek  < uilinp 


Read  Gene  Marcial's  Inside  Wall  Street  Online  column 

Tuesday  afternoons  at  www.businessweek.com/today.htm. 

And  see  him  Fridays  at  11:30  a.m.  est  on  CNNfn. 
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COMMENTARY 

Bang,  zoom!  A  surprise  cut  in  interest 
rates  by  the  Fed — the  first  since 
1998 — prompted  the  stock  market  to 
take  flight.  The  Nasdaq  rose  a  record- 
breaking  325  points  on  Wednesday, 
while  the  Dow  jumped  300  points.  The 
uptick  turned  around  an  otherwise  drea- 
ry start  to  the  New  Year.  Blue-chip  tech 
stocks  led  the  way  with  IBM,  Microsoft, 
and  Cisco  gaining  significant  ground. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


SECTORS 

Business  Week  50*  1017.4 
Business  Week  Info  Tech  100**    610.0 

S&P/BARRA  Growth  698.9 

S&P/BARRA  Value  651.8 

S&P  Energy  915.4 

S&P  Financials  168.3 

S&P  REIT  88.7 

S&P  Transportation  707.5 

S&P  Utilities  321.0 

GSTI  Internet  191.2 

PSE  Technology  855.0 
*Mar.  19,  1999  =  1000       "Feb.  7,  2000=  1000 
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-21.4 

7.8 

NA 

1.7 

-21.3 

2.5 

9.1 

1.8 

13.0 

2.2 

32.5 

0.9 

21.5 

1.4 

19.5 

-8.5 

45.0 

5.3 

-75.4 

5.0 

-13.6 

SfcP  Euro  Plus  (U.S.  Dollar)  1389.7  -0.6  -2.5 

London  (FT-SE 100)  6039.9  -2.9  -2.9 

Paris  (CAC  40)  5684.1  -3.0  -4.1 

Frankfurt  (DAX)  6435.0        1.7  0.0 

Tokyo  (NIKKEI  225)  13,785.7  -1.4  0.0 

Hong  Kong  (Hang  Seng)  14,589.6  -1.1  -3.4 

Toronto  (TSE  300)  8937.8        0.9  0.0 

Mexico  City  (IPC)  5857.5         5.2  3.6 

FUNDAMENTALS Jan.  2       Wk.  ago 


S&P  500  Dividend  Yield  1.23% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  24.7 
S&P  500  P/E  Ratio  (Next  12  mos.)*  21.4 
First  Call  Earnings  Surprise*  -3.66% 

*First  Call  Corp. 
TECHNICAL  INDICATORS 
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S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1432.6  1434.6 

59.0%  55.0% 

0.74  0.77 
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BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 

months  % 


WORST-PERFORMING    Last 

GROUPS  month 


Oil  &  Gas  Drilling 

Money  Center  Banks 

Shoes 

Invest.  Banking/Brkrge. 

Specialty  Retailers 


29.2 
29.0 
27.3 
26.0 
23.6 


Defense  Electronics 

Savings  &  Loans 

HMOs 

Tobacco 

Homebuilding 


141.5 
90.5 
75.8 
74.9 

71.7 


Transportation  Services  -12.5 

Communications  Equip.  -11.1 

Alcoholic  Beverages  -11.0 

Leisure  Time  -10.6 

Drug  Chains  -8.8 
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Metal  &  Glass  Containei 
Long-Dist.  Telecomms. 
Office  Equip.  &  Supplies 
Computer  Software 
Communications  Equip 
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■  MUTUAL  FUNDS 

Weekending  Jan.  2 
■  S&P  500  »  U.S.  Diversified  All  Equity 
4-week  total  return 


%     -8 

Weekending  Jan.  2 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return  % 

Leaders 

Natural  Resources  11.7 

Precious  Metals  5.0 

Financial  4.3 

Real  Estate  2.9 

Laggards 

Technology  -14.6 

Communications  -11.1 

Japan  -10.2 

Large-cap  Growth  -9.3 


52-week  total  return % 

Leaders 

Health  51.7 

Natural  Resources  38.9 

Financial  34.4 

Real  Estate  27.1 

Laggards 

Japan  -38.4 

Diversified  Pacific/Asia  -35.8 

Diversified  Emerging  Mkts.  -31.2 

Communications  -31.1 


Data:  Standard  &  Poor's 


EQUITY  FUNDS 

4-week  total  return 

Leaders 

Fidelity  Sel.  Energy  Serv. 

Rydex  Energy  Services  Inv. 

CGM  Focus 

INVESCO  Energy  Inv. 

Laggards 

NBP  TrueCrossings  Tech. 

Lake  Shore  Equity 

Van  Kampen  Technology  B 

Scudder  Technology 


25.0 
22.7 
20.1 
19.7 

-32.7 
-29.5 
-26.5 
-25.0 


52-week  total  return 

Leaders 

Schroder  Cap.  Micro  Cap 

Evergreen  Health  Care  B 

State  St.  Res.  Glob.  Res.  A 

ICON  Energy 

Laggards 

Apex  Mid  Cap  Growth 

Warburg  Pine.  Jap.  Sm.  Co. 

Warburg  Pincus  Jap.  Gr. 

Kinetics  Internet  Emerg.  Gr. 


153.8 
117.1 
89.8 
89.2 

-76.3 
-71.7 
-68.5 
-63.1 


INTEREST  RATES 


KEY  RATES 


Jan.  3    Week  ago    Yi  icros> 


MONEY  MARKET  FUNDS 


6.11%       6.12% 


90-DAY  TREASURY  BILLS 


5.65 


5.75 
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1-YEAR  TREASURY  BILLS 


5.08 


5.36 


I 


10-YEAR  TREASURY  NOTES 


5.16 


5.10 


30-YEAR  TREASURY  BONDS 


5.49 


5.45 


I 


30-YEAR  FIXED  MORTGAGEt       7.19 


7.20 


tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS  fan 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  mu 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond     30-' 


GENERAL  OBLIGATIONS 


4.44% 


TAXABLE  EQUIVALENT 


6.43 


INSURED  REVENUE  BONDS 


4.52 


TAXABLE  EQUIVALENT 


6.55 
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ITHE  WEEK  AHEAD 


INSTALLMENT  CREDIT  Monday,  Jan.  8, 
3  p.m.  est*-  Consumers  likely  took  on  an 
additional  $8.6  billion  of  debt  in  Novem- 
ber. That's  the  median  forecast  of  econo- 
mists surveyed  by  Standard  &  Poor's 
mms,  a  division  of  The  McGraw-Hill  Com- 
panies. This  is  a  significant  slowdown 
when  compared  with  the  average  monthly 
increase  of  $11.6  billion  so  far  in  2000. 

EXPORT-IMPORT  PRICES  Thursday,  Jan.  11, 
8:30  a.m.  est*-  Prices  of  merchandise 
exports  in  December  likely  remained  un- 


changed for  the  second  month  in  a  row. 
With  oil  prices  dropping  since  mid-No- 
vember, establishing  a  new  52-week  low 
last  month,  import  prices  are  expected  to 
have  increased  by  0.1%  in  December,  af- 
ter a  0.2%  gain  in  November. 

PRODUCER  PRICE  INDEX  Friday,  Jan.  12, 
8:30  a.m.  est*-  The  s&p  mms  median 
forecast  expects  producer  prices  for  fin- 
ished goods  increased  by  0.1%  for  De- 
cember, the  same  as  in  November.  Ex- 
cluding food  and  energy,  the  core  ppi 


probably  held  steady  with  a  Decemt ., 
crease  of  0.1%.  In  November,  the  c 
ppi  was  unchanged. 


RETAIL  SALES  Friday,  Jan.  12,  8:30  a 
est*-  The  s&p  mms  survey  projects  r< ,, 
sales  for  December  increased  by  0. 
slightly  slower  than  the  0.4%  incre< 
November.  The  decline  mostly  refle< 
weaker  automobile  sales.  When  veh 
sales  are  excluded,  December  retail 
likely  increased  by  0.3%,  compared 
an  increase  of  0.2%  in  November. 
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started  out  2001  on  the  right  foot.  The  index  is  up  3.0%  this  week,  buoyed  by  a  rally  in  technolo- 
lil  stocks.  Among  the  top  performers  were  Best  Buy,  up  29%,  and  Home  Depot,  up  20.3%.  Defensive 

stocks  got  hit,  with  energy  trader  Enron  Corp.  falling  9.4%  and  pharmaceutical  heavyweight  Pfizer 
.  Some  financial  stocks,  such  as  Charles  Schwab  and  Citigroup,  also  made  positive  headway  this  week. 


COMPANY  PERFORMANCE 
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26 

Intel 

5.1 

-40.9 

27 

Tribune 

1.4 

10.9 

28 

Xilinx 

6.0 

-31.6 

29 

Enron 

-9.4 

8.8 

30 

Lexmark  International 

6.8 

-60.7 

31 

Omnicom  Group 

5.5 

-8.4 

32 

America  Online 

4.9 

-34.2 

33 

Guidant 
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MBNA 
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Pfizer 
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40 
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-64.0 
-46.2 
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45  Paccar  8.0  25.7 

46  PE  Biosystems  Group  0.0  -17.9 

47  Merck  -3.8  48.5 

48  Adobe  Systems  -11.5  15.4 

49  Reliant  Energy  -11.3  91.4 

50  Citigroup  8.0  41.9 


'RODUCTION  INDEX 

Change  from  last  week:  0.5% 
Change  from  last  year:  1 1.6% 


The  index  is  a  4-week 
moving  average 


Apr. 
2000 


Aug. 
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tion  index  rose  for  the  fourth  consecutive 
2  calculation  of  the  four-week  moving  aver- 
ex  jumped  from  177.7  to  179.5.  On  a  sea- 
isted  basis,  the  index  was  led  by  a  strong 
in  rail-freight  traffic.  Lumber  and  truck  as- 
>o  showed  strong  increases.  Electric  power, 
ining,  and  coal  moved  up  at  more  moderate 
steel  and  auto  production  experienced  sol- 
each  of  the  index  components  is  at  www.business- 
production  index  Copyright  2000  by  The  McGraw-Hill 


I  ONLINE  RESOURCES 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

S&P  PERSONAL  WEALTH  Real-time  mar 
ket  coverage,  industry  analysis,  and 
personalized  retirement  advice. 
MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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Announcing-  .  - 

The    Tenth    Annual    Forum    o 
Chief    Financial    Officers 

February   Efl-March    E -i   EDD1 
The    Breakersi   Palm    Beachi  FL 

The    Premier    Corporate    Finance    Event 


rom  February  28-March  2,  2001,  BusinessWeek  will 
gather  together  America's  top  Chief  Financial  Officers 
in  Palm  Beach,  Florida  for  the  year's  most  prestigious 
corporate  finance  event.  This  private,  invitation- 
only  Forum  at  The  Breakers  will  focus  on  the  ways  in 
which  CFOs  can  take  "e.biz"  to  the  next  level,  guiding 
their  companies  toward  utilizing  the  Net's  full 
potential  for  speed,  efficiency  and  innovation. 

Conducted  in  a  retreat-like  setting,  the  Forum 
encourages  collegial  interaction  so  that  participants 
may  gain  the  well-founded  knowledge  that  is  only 
derived  from  exchanging  ideas,  sharing  experiences, 
and  engaging  in  compelling  discussions.  Topics 
include:  "Finding  an  E-Business  Model  that  Works", 
"Technology  on  Tap"  and  "Pricing  Strategies  and 
Profitability  Paradigms."  The  Annual  BusinessWeek 
Forum  of  Chief  Financial  Officers  is  an  exclusive 
event  reserved  for  today's  elite  financial  leaders. 


BusinessWeek 
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If  you  have  received  an  invitation,  we  urge  you  to  RSVP  today.  If  you 
have  not  received  one,  but  believe  you  should  attend, 
Simply  call  212.512.6673. 


IN  PARTNERSHIP  WITH 

Zurich    Financial    Services 

SPONSORED  BY 

LeapSource 
nilliman    &    Robertsoni    Inc. 
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ROBERT    H-     BRUST 
Executive  Vice  President  and  CFO 
Eastman  Kodak  Company 


HEIDI    fi.     MILLER 

Former  Chief  Financial  Officer  and  SEVP 

priceline.com  Incorporated  and 

Former  EVP  and  CFO 

Citigroup  Inc. 


WARREN    C-     JENSON 
Senior  Vice  President  and  CFO 
Amazon.com  Inc. 


JAMES    A-    PARKE 
Vice  Chairman  and  CFO 
GE  Capital 


JERRY    M.    KENNELLY 
Senior  Vice  President  and  CFO 
Inktomi  Corporation 


PATRICK    J.     SPAIN 
Chairman  and  CEO 
Hoover's,  Inc. 


SPEAKE 

THOMAS  MALONE 

Patrick  J.  McGovern  Professor 

of  Information  Systems 

Sloan  School  of  Management,  MIT 


LOU    HOLTZ 
Head  Football  Coach 
University  of  South  Carolina 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Acer  America  41 
Adaptec  (ADPT)  68 
Adobe  (ADBE)  23 
Advanced  Micro 
Devices  (AMD)  41 
Airbus  10 

Amazon.com  (AMZN) 
14,56 

America  Online  (AOL) 
23, 56, 64 
American  Century 
Investments  74 
American  Express 
(AXP)  56 

American  Securities 
Capital  Partners  68 
American  Standard 
(ASD)  29 

Ames  Dept.  Stores 
(AMES)  32 
Anchor  Bancorp  64 
Apple  Computer  (AAPL) 
44 

APW(APW)96 
Arrow  Electronics 
(ARW)  97 
AT&T  (T)  44, 86 
Avaya  (AV)  96 
Avnet  (AvT)  97 
B 


Be  23 

Belgravia  Group  36 
Bianco  Research  34 
Bridgestone/Firestone 
38 

Brown  Brothers 
Harriman  34 
C 


Cadillac  (GM)  10 
Camelback  Research 
Alliance  70 
Cendant  (CD)  56 
CenterPoint  Ventures 
78 

Centex  36 

Cerulli  Associates  88, 
90 

Charles  Schwab  (SCH) 
90 


Chase  Manhattan 
(CMB)  10 

China  Netcom  (CNC) 
22 

Chiyoda  Mutual  Life  52 
Cibc  Oppenheimer88 
Citibank  (C)  10 
CNet  Networks  70 
CNW  Marketing/ 
Research  38 
Coca-Cola  (KO)  56 
Comerica  Bank  38 
Compaq  Computer 
(CPQ)23,41,97 
Computer  Sciences  78 
Corning  (GLW)  96 
Credit  Suisse  First 
Boston  (CSFB)  10, 54 
CSM  Forecasting  38 

D 


DaimlerChrysler  (DCX) 
14,32,38,48 
Dell  Computer  (DELL) 
41,68 

Donaldson,  Lufkin  & 
Jenrette(DU)  10 
DRI/McGraw-Hill  (MHP) 
38 
Drkoop.com  (KOOP)  78 

E 


Eco  Associates  78 
Economy.com  28 
eMachines  (EEE)  96 
EMC  (EMC)  32 
Energizer  (ENR)  96 
EnvestNet  88 
Evergreen  Health  Care 
Fund  97 


Federal-Mogul  (FMO) 
44 

Fidelity  Investments  90 
First  Call  34, 68 
First  Union  National 
Bank  36 

First  Union  Securities 
56,64 

Ford  (F)  29, 38, 40, 44 
France  Telecom:  (FTE) 
84 


Fred  Alger 
Management  88 
Fujita  52 

G 


Gateway  (GTW)  41 
Genencor  International 
(GCOR)  96 
Genentech  (DNA)  96 
General  Electric  (GE) 
10,32,44 

General  Mills  (GIS)  54 
General  Motors  (GM) 
38,44,48 
GKNAutomotive  76 
Goldman  Sachs  (GS) 
10,28,34 

H 


Harris  Bretall  Sullivan 
&  Smith  88 
Honda  (HMC)  52 
Hotel  Reservations 
Network  (ROOM)  96 
HSBC  Securities  52 
Hyundai  48 


97 

In-Pipe  Technology  85 
Integrated  Circuit 
Systems  (ICST)  96 
Intel  (INTO  41, 97 
Interfase  Capital 
Partners  78 
Intersil  (ISIL)  96 
Ixia  (XXIA)  96 


J.P.  Morgan  (JPM)  10 
John  Wieland  Homes  & 
Neighborhoods  36 

K 


Kawasaki  Steel  52 
Keebler  Foods  (KBL)  54 
Kellogg  (K)  54 
Kmart  (KM)  54 
Kobe  Steel  52 
KPMG56 
L 


Legend  Financial 
Advisors  88 
Leo  Burnett  54 


Leonard  Green  & 

Partners  78 
Lexus  (TM)  10 
Lincoln  (F)  10 
Lincoln  National  (LNC) 

97 
Lockwood  Financial 

Services  88 
Lucent  Technologies 

(LU)  96 

M 


Macromedia  (MACR) 
23 

Mall.com  78 
Managerreview.com  88 
Marvell  Technology 
(MRVL)  96 
MassMutual  90 
Mattel  (MAT)  10 
Maytag  (MYG)  10 
Mazda  52 

McDonald's  (MCD)  68 
McKinsey48,70 
Mellon  Financial  (MEL) 
70 

Mercedes-Benz  (DCX) 
10 

Merrill  Lynch  (MER)  10, 
34, 56,  76, 88 
Microsoft  (MSFT)  23, 
41,44,68,70,86,90 
MicroStrategy  (MSTR) 
90 

Mine  Safety  Appliances 
32 

Mitsubishi  Motors  48 
Mitsubishi  Steel  52 
Mitsui  Construction  52 
Morgan  Stanley  Dean 
Witter  (MWD)  76 
Motorola  (MOT)  86 
MTV  64 
MyTurn.com  56 

N 


Navellier  Management 
88 

Netscape 
Communications 
(AOL)  96 

Network  Associates  32 
NexTrend  40 
Nissan  (NSANY)  40, 52 
Nokia  (NOK)  86 


NRG  Energy  (NRG)  96 
NTT  DoCoMo  84 
O 


Office  Depot  (ODP)  44 
One  Touch  Systems  76 
Opera  Software  23 
Oracle  (ORCL)  8  76 
Orthovita  (VITA)  85 
OSI  Pharmaceuticals 
(OSIP)  97 
Oxygen  Media  56 

P 


Pacific  Union  Real 
Estate  Group  36 
PaineWeber(PWJ)10 
Palm  (PALM)  41, 96 
Panasonic  41 
PeopleSoft  (PFST)  76 
PepsiCo  (PEP)  8 
Pets.com  (IPET)  96 
PG&E  (PCG)  42 
Pharmatrak  14 
Philip  Morris  (MO)  96 
Pioneer-Standard 
Electronics  (PIOS)  97 
Plantronics  (PLT)  86 
Port  Authority  of  New 
York  &  New  Jersey  8 
Pricewaterhouse- 
Coopers  Money  Tree 
78 

Procter  &  Gamble  (PG) 
10 

Putnam  Investments 
97 


Quadrangle  Group  64 
Quaker  Oats  (OAT)  8 

R 


Ralston  (GCOR)  96 
RightWorks  76 
Robertson  Stephens  97 
Robinson-Humphrey 
97 
RunMoney.com  88 

S 


Salomon  Smith  Barney 
(0  88 

SAP  (SAP)  76 
SCA  Consulting  68 


SEI  Information 
Technology  32 
Semtech  (SMTC)  70 
SGCowen  Securities  64 
Siebel  Systems  (SEBL) 
76 

Sogo  Dept.  Stores  52 
Sony  (SNE)  41 
Southern  Energy  (SOE) 
96 

Spencer  Stuart  64 
Spirit  Airlines  8 
Sprint  (FON)  86 
Staples  (SPLS)  44 
Sumitomo-Osaka 
Cement  52 


TGVSoftware  76 
Time  Warner  (TWX)  56 
64 

Toyota  (TM)  38 
Toys  'R'  Us  (TOY)  14 
Transmeta  41 
Tucker  Anthony  97 
Tyco  96 

U 


UBS(UBSY)10 
Ulticom  (ULCM)  96 
Unicom  (UCM)  42 
UT  Starcom  (UTSO  22 
Utendahl  Capital  64 

V 


Vanguard  Group  74, 9 
Vantive  76 
Viacom  (VIA)  56 
Vigil  Asset 
Management  Group 
90 
Volkswagen  (VLKAY)  4 

W 


Wal-Mart  Stores  (WM 

14,54 
Walt  Disney  (DIS)  56, 

64 

WorldCom  (WCOM)  11 
WrapManager.com  81 

X 


Xerox  (XRX)  10 
Y 


Yahoo!  (YHOO)10, 23 
44,56 


Business  Week  (ISSN  0007-7135)  published  weekly,  except  for  one  week  in  January  and  onel 
August,  by  The  McGraw-Hill  Companies,  Inc.  Executive,  Editorial,  Circulation,  and  Advertising  Offlc| 
1221  Avenue  of  the  Americas,  New  York,  N.Y.  10020.  U.S.  subscriber  rate  $54.95/year;  Canada:  CI 
$69/year.  Periodicals  postage  paid  at  New  York,  N.Y.,  and  at  additional  mailing  offices.  Postage  pi 
at  Montreal,  P.O..  Canada  Post  International  Publications  Mail  Product  Sales  Agreement  No.  2464f 
Postmaster:  Send  address  changes  to  BUSINESSWEEK.  P.O.  Box  430,  Hlghtstown,  N.J,  0853 


102  BUSINESS  WFFK  /  JANUARY  15,  2001 


u 


b 


anr 


commons 


f*TI 


i^^^mur 


ww.amdahl.com 


©  2000  Amdahl  Corporation  All  rights 


Editorials 


THE  FED-AND  TECHNOLOGY-TO  THE  RESCUE 


Since  taking  office  in  1987,  Federal  Reserve  Chairman 
Alan  Greenspan  has  been  known  for  his  willingness  to 
take  quick  and  decisive  action  when  confronted  by  a  crisis. 
Now  he  has  done  it  again.  Facing  the  prospect  of  a  rapidly 
slowing  economy,  a  shrinking  manufacturing  sector,  and  a 
fast-declining  stock  market,  Greenspan  on  Jan.  3  led  the 
Federal  Open  Market  Committee  in  an  aggressive  half-per- 
centage-point reduction  in  interest  rates — a  move  that  sent 
the  stock  market  soaring. 

This  rate  cut  was  much  bigger  and  came  sooner  than 
most  economists  expected.  But  just  as  he  did  during  the 
1990s,  Greenspan  has  shown  far  more  faith  in  the  produc- 
tivity-enhancing effects  of  technology  than  most  forecast- 
ers. During  the  boom  years,  Greenspan  kept  rates  low,  bank- 
ing on  strong  productivity  growth  to  hold  down  inflation 
despite  strong  growth  and  low  unemployment.  Now,  as  the 
economy  turns  down,  the  Fed  is  counting  on  technology  to  re- 
duce the  danger  that  an  interest  cut  will  reignite  inflation. 
The  Fed's  announcement  of  the  rate  reduction  noted  that 
"there  is  little  evidence  to  suggest  that  longer-term  ad- 
vances in  technology  and  associated  gains  in  productivity 
are  abating." 


In  the  short  run,  the  reduction  in  rates  breaks  the  gatl 
ering  mood  of  market  panic.  With  the  Fed  actively  cuttin 
rates,  there  is  less  chance  of  a  severe  downturn  and  less  nee 
for  investors  to  sell.  That,  in  turn,  will  increase  the  incentiv 
for  companies  to  boost  spending  on  new  equipment,  whi] 
making  it  easier  for  them  to  raise  money  in  the  capital  mai 
kets.  Moreover,  a  more  buoyant  U.S.  economy  will  make 
less  likely  that  Asia  and  Europe  will  fall  into  a  deep  slum] 

To  be  sure,  the  Fed's  job  is  far  from  done.  There's  still, 
lot  of  negative  momentum  in  manufacturing,  retail  sale 
and  the  technology  sector.  It  is  certain  that  the  next  coup] 
of  months  will  see  a  string  of  negative  earnings  reports.  A 
a  result,  it  seems  likely  that  the  Fed  will  have  to  cut  agai 
sometime  this  spring. 

The  fall  in  the  Nasdaq  was  a  necessary  correction  to  spe 
ulative  excesses  in  tech  stocks.  But  the  New  Economy  did  nc 
end  when  the  stock  bubble  burst.  Quite  the  contrary.  B 
cutting  rates  when  he  did,  Greenspan  has  shown  that 
understands  that  there  is  a  big  difference  between  genuiri 
New  Economy  productivity  gains,  which  are  continuing,  an 
overinfiated  stock  prices.  And  that's  terrific  news  for  tl 
U.S.  economy. 


TAX  CUTS:  TAKE  GREENSPAN'S  ADVICE 


What's  the  right  economic  policy  for  incoming  Presi- 
dent George  W.  Bush  to  follow  now?  The  Fed's  deep 
interest  rate  cut  has  clearly  removed  much  of  the  immediate 
need  to  give  the  economy  a  fiscal  boost  by  reducing  taxes. 
Still,  with  a  budget  surplus  now  projected  by  the  Congres- 
sional Budget  Office  to  be  nearly  $5  trillion  over  the  next  10 
years  and  Federal  Reserve  Chairman  Alan  Greenspan  ap- 
parently signaling  that  the  economy  is  weakening,  it  seems 
almost  a  sure  thing  that  Bush  will  propose  a  substantial 
tax  cut. 

When  it  comes  time  to  decide  the  precise  nature  and  size 
of  those  decreases,  it  will  be  important  to  go  for  a  tax  cut 
that  supports  economic  growth  and  works  in  tandem  with 
monetary  policy,  rather  than  against  it.  Consider  that  the 
1990s  boom  began  not  with  a  tax  cut,  but  with  President  Bill 
Clinton's  1993  hike  on  top  income-tax  rates.  At  the  time, 
supply-siders  were  absolutely  convinced  that  the  increase 
would  set  the  stage  for  a  recession — and  said  so  loudly  and 
emphatically. 

How  wrong  they  were.  Instead,  the  tax  hikes  helped 
turn  a  federal  deficit  into  a  surplus  that  no  one  expected  as 
the  economy  boomed.  The  diminishing  threat  of  big  budget 
deficits  and  looming  inflation,  in  turn,  made  it  much  easier 
for  Greenspan  to  hold  down  interest  rates.  No  one  likes  high 
taxes,  but  big  tax  cuts  made  at  the  wrong  time — and  for 


the  wrong  reasons — won't  benefit  the  U.S.  econom 
business  week  believes,  along  with  Greenspan,  that  tl 
first  thing  to  be  done  with  the  surplus  is  to  pay  down  tl 
debt — another  way  to  "return  money  to  the  people."  Th 
would  reduce  debt-service  spending  in  the  federal  budge 
lower  interest  rates,  and  stimulate  business  investment,  whk 
has  been  the  major  force  behind  the  New  Economy  boom. 
If  it  is  unwise  or  impossible  to  protect  the  whole  surplu 
then  we  are  with  Greenspan  again  in  choosing  tax  cuts  ovt 
spending  increases.  But  Bush's  campaign  proposal,  with  i 
large-scale,  backloaded  cuts,  is  no  model  for  a  reasonab 
fiscal  stimulus.  A  big  tax  cut  of  the  kind  that  Bush  seems 
advocate  would  put  upward  pressure  on  inflation  and  intere 
rates  precisely  as  companies  are  struggling  for  capital.  Inste* 
of  pumping  up  the  economy,  it  might  actually  make  thinj 
worse,  since  it  would  be  more  difficult  for  the  Fed  to  redu< 
rates  further.  Both  academic  research  and  recent  experien< 
suggest  that  monetary  policy  is  far  more  potent  than  fisc 
policy  in  dealing  with  downturns — so  anything  that  makes 
more  difficult  to  cut  interest  rates  is  a  bad  thing. 

Instead,  the  best  alternative  to  a  large-scale  tax  cut  is  to  r 
duce  marginal  tax  rates  moderately,  while  at  the  same  tin 
trying  to  simplify  the  tax  code  as  much  as  possible.  Th: 
would  serve  the  goal  of  encouraging  investment  while  givtl 
the  Fed  the  room  that  it  needs  to  keep  cutting  interest  rati 
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r\J     While  the  world  may  be  getting  smaller,  its  challenges  clearly  aren't.  That's  why  it's 


reassuring  to  know  some  people  have  your  best  interests  in  mind.  People  who  eat,  sleep  and 


breathe  your  business.  So  when  you  talk  about  your  company's  Internet  needs,  they  understand 


every  word  you  say.  Fujitsu  is 


the  world's  third  largest  IT 


services  company- a $50 billion 


THE  INTERNET  CAN  PUT  YOU  IN  TOUCH 

WITH  MILLIONS  OF  CUSTOMERS 

AROUND  THE  GLOBE. 

THEN  WHY  DO  YOU  FEEL  SO  ALONE? 


provider  of  IT  and  telecommunications  products  and  services.  With  60,000  IT  support  and 


service  professionals  and  operations  in  over  100  countries,  we're  anything  but  distant.  We  get 


to  know  each  of  our  global  customers,  on  their  own  turf.  All  over  the  world.  Isn't  it  nice  to  know 


that,  wherever  the  Internet  takes  your  business,  there  will  be  someone  right  by  your  side? 


FUlfVsU 


THE     POSSIBILITIES     ARE     INFINITE 


www.fujitsu.com 


"Source:  IDC,  December  1999.  Who  Will  be  Leading  the  Global  IT  Services  Industry  in  20007.  A  Competitive  Anal/sis  by  Mauro  Peres.  Sophie  Janne  Mayo 


iLLAC  BUICK'  OLDSMOBILE  CMC 


By  the  pour 
Or  by  the  pall 


0    N    T    1    A    C 


CHEVROLET  SATURN  SAAB 


size  is  your  job?  Wifh  over  seventy  GM  vehicles  available  —  from  heavy-dufy  cargo  fo 
Jury  fransif  —  you'll  get  solutions  determined  by  demand.  Not  by  cookie  cutter. 
is  at  www.5mfleet.com  or  call  toll  free  1-866-4-GM-FLEET. 


I 


Fleet  and  Commercial 

Because  there's  no  other  business  like  yours: 


9B 

i 

^m 

■                   -i^i 

J 

ti 


1 


'* 


www.ricoh-usa.com 


*  •       , 


GOOD  MORNING 


Once  again,  today  has  arrived.  And  it  brings  with  it  the  same 
meetings,  the  same  problems,  and,  in  many  cases,  the  same 
solutions.  Unfortunately,  many  of  those  same  solutions  aren't 
working.  Because  business  has  been  transformed  by  the  little 
letter  e.  And  the  technology  that  was  once  the  domain  of 
twentysomethings  with  a  website  and  a  warehouse  in  their 
garage  is  now  an  integral  part  of  every  business.  Fortunately, 
however,  the  same  principles  that  made  for  good  management 
before  still  make  good  eBusiness  sense.  Of  course,  that's  a  lot 
more  difficult  now  that  your  business  isn't  contained  by  four 
walls  and  needs  to  be  accessible  anywhere,  anytime,  for 
anyone.  That's  why  it's  more  important  than  ever  to  have  the 
very  best  software.  Software  that  manages  your  business 
processes -integrating  all  parts  of  your  company,  including 
suppliers  and  partners,  to  make  sure  that  they're  working 
together  seamlessly.  Software  that  manages  information  - 
storing,  accessing,  and  utilizing  the  vast  wealth  of  knowledge 
that  you  continually  gather  about  yourself  and  your 
customers.  Software  that  manages  your  infrastructure- 
maintaining  and  securing  your  assets  while  letting  you  see 
the  big  picture  to  ensure  that  everything  keeps  running 
smoothly.  There's  no  doubt  about  it.  Things  have  changed. 
But  that  just  means  there  will  be  new  solutions  to  the 
old  problems.  And  we  think  that's  a  change  for  the  better. 

HELLO  TOMORROW 
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way  people  communicate,  and  you 
change  the  way  they  do  business. 
Lucent  Technologies.  We  make  the 
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FAT  WALLETS 

FRIENDLY  SKIES 

INDEED 


HIS  OFFICIAL 

title  is 

chairman,      *^s !l| 

but  maybe  us    ^L 

Airways'  Stephen 

M.  Wolf  should  be 

called  by  a  different 

name:  King  Midas. 

For  the  third  time 

in  his  career,  Wolf 

has  negotiated  the 

sale   of  an  airline 

he's  heading.  And   WOLF:  Midas  touch 


as  he  did  before  at 
United  Airlines  and  Republic 
Airlines,  Wolf  has  turned  the 
sale  into  a  sackful  of  gold. 

If  antitrust  regulators  ap- 
prove us  Airways'  controver- 
sial sale  to  UAL  Corp.  this 
April  (page  34),  Wolf  will  get 
$33.7  million  in  options,  plus 
$7.6  million  in  severance  pay, 
$4  million  in  long-term  incen- 
tive pay,  and  free  travel  for 


seven  years.  Even  if  they  nix 
the  deal,  Wolf  still  could 
pocket  more  than  561,000 
options  that  became  exer- 
cisable as  soon  as  share- 
holders approved 
the  sale  last  Octo- 
ber. They're  worth 
nearly  $25  million 
based  on  the  cur- 
rent share  price  of 
$44  That's  on  top  of 
the  $17.5  million  in 
options  and  sever- 
ance he  got  from 
selling  United  to  its 
employees  seven 
years  ago,  and  the 
$4.3  million  he 
received  from  selling  Repub- 
lic to  Northwest  Airlines 
in  1986. 

Wolf  defends  his  us  Air- 
ways payout,  pointing  out  he 
has  done  well  for  sharehold- 
ers, who'll  get  a  130%  premi- 
um on  their  stock  if  the  deal 
closes.  True  enough.  But  they 
still  have  to  buy  their  own 
plane  tickets.   Michael  Arndt 


THE  LIST   TO  BE  RICH,  GIFTED,  AND  BLACK 


For  the  first  time,  an  African  American — Robert  L.  Johnson — has 
been  certified  as  a  multibillionaire.  Johnson  tops  the  list  of  the 
nation's  100  richest  African  American  business  peo-j 
pie  (excluding  athletes  and  entertainers). 

WHO/WHERE/HOW  MUCH*         HOW  THEY  GOT  THERE 


ROBERT  L.  JOHNSON 

Washington 

$2  billion 


Founded  Black  Entertainment 
Television  (BET);  currently 
selling  two-thirds  of 
it  to  Viacom. 


JOHN  H.  JOHNSON** 

Chicago 
$450  million 


His  Johnson  Publishing  launched 
Ebony  and  Jet,  among  other 
publications. 

EILEEN  NORTON  With  her  husband,  Peter, 

Santa  Monica,  launched  Norton  Utilities  software, 

Calif.  which  they  sold  for  $70  million  in 

$450  million  1990  to  Symantec. 

RUSSELL  He  co-founded  hip-hop  label  Def  Jam 

SIMMONS  Productions,  and  sold  it  in  1999  for 

New  York  $130  million.  He  now  leads  Rush 

$350  million  Communications  and  Phat  Farm  fashions. 

BERRY  GOROY  He  co-founded  Motown  Records 

Bel  Air,  Calif.  and  sold  half  to  Britain's 

$300  million  EMI  Music  Publishing  in  1997. 

•Wealth  categories  are  rounded  off  to  the  nearest  $50  million 
"No  relation  to  Robert  L  Johnson        DATA.  SECURITIES  pro  INC 


TALK  SHOW  If  I  believe  that  what  has  happened  is  part  of 
what  we've  seen  over  the  last  several  years  of  the  politics  of 
personal  destruction" 

— Linda  Chavez,  on  withdrawing  her  name  for  Secretary  of  Labor 


SOFTWARE  HARDBALL 

THE  DAY 

THE  MUSIC  DIED 

COLLEGE  STUDENTS  FLOCKING 

back  to  campus  after  winter 
break  are  finding  it's  now 
harder  to  score  bandwidth 
than  a  sixpack.  The  reason? 
More  than  120  colleges  and 
universities,  including  Vassar, 
Swarthmore,  and  the  State 
University  of  New  York  at 
Plattsburgh,  have  started 
regulating  access  on  the  In- 
ternet because  of  congestion 
due  to  Napster,  the  popular 
music  download  site. 

New  software  they're  in- 
stalling, by  Packeteer  Inc.  and 
others,  is  an  alternative  to  the 
Napster  ban  imposed  at  many 
universities  last  year.  At  Vas- 
sar, students  trying  to  use 
Napster  get  only  2%  of  the 
college's  Internet  pipeline  be- 
tween 8  a.m.  and  midnight. 
Retrieving  e-mail  or  using 
Net  search  engines,  which 


previously  could  take  up  to 
minute,  now  take  just  a  fe 
seconds.  Napster  junkies  mu 
grab  their  music  in  the  w( 
hours  or  face  delays.  "We'^ 
been  very  happy  with  the 


NO  NAPSTER?  Students  su\ 

suits,"  says  Diane  Balestl 
Vassar's  head  of  computii 
and  information  services.  StJ 
dents  haven't.  Ross  Aiken, 
a  sophomore  at  Occident! 
College  in  Los  Angeles,  coi 
plains  a  Napster  downlof 
now  takes  5  to  6  hours 
stead  of  5  to  10  minutes:  "II 
aggravating  to  find  yoursJ 
limited.''        Spencer  E.  An 


CAR  TALK 

WHY  DETROIT'S  LOSS 
IS  JAPANS  CAIN 

THE    BUZZ    AT    THE    DETROIT 

auto  show  this  year  was 
about  the  grim  outlook  for 
U.S.  carmakers  in  2001.  But 
among  Japanese  execs,  it  was 
a  different  story.  They  were 
buzzing  about  how  great  a 
year  it's  going  to  be  for 
them,  with  sales  growth 
of  4%  even  as  the 
U.S.  market  shrinks. 
It  won't  be  the  first 
time.  Japanese  cars 
have  a  history  of  doing 
well  when  sales  of  U.  S. 
cars  slow.  Here's  why: 
■  Lag  time.  Japan  tends  to 
be  behind  the  U.S.  in  rolling 
out  new  concepts  like  suvs 
and  mini  vans.  So  by  the  time 
demand  cools,  the  Japanese 
have  fresher,  better-targeted 
vehicles,  such  as  the  Toyota 
Sequoia  ($40,000)  just  hitting 
the  showrooms.  "Compared 
to  the  Big  Three  who  pio- 


neered these  areas,  we're  ji 
getting  started,"  says  Koi« 
Amemiya,  Honda's  U.S. 
erations  chief. 
■  Flight  to  quality.  Worril 
consumers  resist  impulT 
buys  and  think  about  resq 
value.  Japanese  models  cc 
sistently  rank  high. 


Brand  loyall 
Consumers    who    fif 
bought  a  Japanese  sr 
car  are  trading  up  to  hij 
end  Japanese  suvs. 

Of  course,  a  long  sluij 
will  spare  no  one.  But 
mura  Securities  says  Jap^ 
ese  carmakers  tend  to 
about  12  months  to  feel 
slowdown.  That  may  well  | 
the  buzz  at  the  2002  :u 
show.  Chester  Dawa 
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I  AM  SO  SMART 


GETTING  DIRTY  LOOKS 


I  AM  SO  FIRED 


Rate  your  enterprise  software  investment. 


If  the  answer  isn't  10,  you  need  to  find  out  about  Hummingbird's  platform 
independent  software  solutions.  Visit  www.hummingbird.com/scale6  or  call  1-877-FLY-HUMM. 
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^^Hummingbird' 

Where  the  future  of  e-Business  takes  flight 
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DANGER  ZONE 

INSURANCE 
IMITATES  ART 


COULD  IT  HAPPEN  TO  YOU?  IN 

the  movie  thriller  Proof  of 
Life,  an  American  building  a 
dam  in  Latin  America  is  kid- 
napped by  guerrillas.  The 
man's  wife  (Meg  Ryan)  is  dis- 


/r% 

"Jt" 

LOST  HUBBY:  Ryan  gets  Crowe 

mayed  to  find  that  his  kid- 
nap and  ransom  (k&r)  insur- 
ance has  lapsed:  She  is  forced 
to  hire  a  negotiator  (Russell 
Crowe)  and  raise  the  ransom 
herself. 


That  fear  is  real  for  U.S. 
executives  working  in  danger 
zones:  Corporations  reported 
6,395  kidnappings  of  U.  S.  cit- 
izens worldwide  in  1996-99, 
according  to  the  Insurance 
Information  Institute.  Insur- 
ers such  as  AIG  have  offered 
corporate  and  individual  K&R 
policies  for  years. 

Now  there's  something 
new:  a  free  K&R  up- 
grade for  homeowners' 
insurance  from  Chubb 
Group.  Mainly  for  jet- 
set  execs,  the  policy 
doesn't  cover  ransom 
but  does  insure  up  to 
$100,000  against  such 
costs  as  negotiator 
and  informant  fees 
and  reimburses  for 
's  help  lost  wages.  "When  we 
first  offered  this,  many 
people  pooh-poohed  the  idea," 
says  Chubb  Vice-President 
for  Marketing  Mary  Ann 
Avnet.  Not  anymore.  The 
proof  is  now  playing  at  a  the- 
ater near  you.      Joan  Oleck 


PRODUCT  PEEK 

GOLF  BALLS: 
THE  CORE  DEBATE 

FOR  ALMOST  A  CENTURY,  SO- 

called  wound  balls  dominated 
the  game  of  golf.  Inside 
these  balls,  invented  in  1898 
by  Coburn  Haskell,  there's  a 
rubber  core 
wrapped  in 
layers  of  elas- 
tomeric,  or 
stretchy, 
string.  Trouble 
is,  the  wind- 
ings get  de- 
formed when  a 
ball  is  whacked 
repeatedly.  So 
new  "solid" 
golf  balls  were 
developed  in  the  1990s,  with 
the  windings  replaced  by  a 
molded  layer  of  rubberlike 
plastic.  These  balls  fly  a  little 
farther  and  last  much  longer. 
Back  in  1995,  92%  of  pros 
used  wound  balls  on  the 
pga  Tour.  Today,  more  than 
60%  of  PGA  pros,  including 


Tiger  Woods,  use  solid  balls. 
But  some  golfers  say  the 
new  balls  don't  offer  quite  as 
much  control — finessing  a  shot 
with  just  the  right  amount  of 
backspin,  for  example.  For 
players  who  still  yearn  for  the 
old,  on  Jan.  9,  Wilson  Golf  will 
unveil  a  high-tech  update  that 
it  says  combines  the  perfor- 
mance of  solid 
balls  with  the 
"feel"  of  wound 
balls — by  fusing 
the  windings  into 
a  solid  layer. 

Wilson  spent 
three  years  and 
$2  million  de- 
"\  veloping  the 
*  new  golf 
V  balls.  When 
they  hit  the 
stores  in  March, 
at  $35  a  dozen,  just  remem- 
ber to  ask  for  the  ball  with 
simulated  cords  of  Hytrel 
thermoplastic  polyester  elas- 
tomer molded  as  an  icosado- 
decahedron-shaped  lattice. 
Try  saying  that  five  times 
real  fast.  Otis  Port 
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l-WAY  PATROL 

OVERLOADED  WITH 
THE  OVERWEIGHT 


NEW  YEAR  S  RESOLUTIONS  CAN 

be  overwhelming.  That  cer- 
tainly seems  to  be  the  case  at 
WeightWatchers.com,  where 
a  flood  of  post-New  Year's 

crashedThe  2t/^t^^74/a^cA^^ 


was  launched  in  July.  User 
reported  delays  of  up  to  se\ 
eral  hours — particularly 
the  late  morning,  when  th 
site  usually  records  the  grea 
est  levels  of  activity.  The  sit 
kept  up  higher-than-usual  vo 
ume  all  week.  "It's  amazing 
says  Alex  Inman,  advertisin 
director  at  WeightWatcl 
ers.com.  "It 
as  if  even 


six-month 
old  Web  site.  On 
Jan.  2,  a  record 
58,482  people  at- 
tempted to  log  on  to 
the  site,  seeking 
low-cal  recipes  and 
recommendations 
for  removing  some 
of  those  excess  holi- 
day pounds. 

That's  double  the 
number  that  logged  on  dur- 
ing an  average  pre-holiday 
day  last  fall,  and  it's  the 
largest  number  since  the  site 


one  cam 
out  of  the  holidaj 
and  a  lightbul 
came  on." 

The  site  is  plai 
ning  a  rapid  r< 
vamp,  says  Inma 
increasing  its  serv< 
capacity  by  50 
and  upgrading  tr 
message  board.  P. 
the  Web  site  bee 
itself  up,  Weight Watchers.co: 
hopes  users  will  continue  lii 
ing  up  to  slim  themselv( 
down. 


THE  BIG  PICTURE 


SPENDING  POWER  OF  AFRICAN 
AMERICANS:  UP,  UP,  UP 

Black  consumer  buyin, 
power  is  growing. 
It's  up  86%  in  the 
past  10  years,  to 
$540.5  billion  in 
2000,  and  will  reach 
an  estimated  $572.1  bil 
lion  this  year.  The  biggest 
gains  were  in  the  West,  where 
African  Americans  have  been 
moving  to  fill  new  jobs. 


DATA  AMERICAN 
DIMOGRAI'HICS/SBIG 
CINIIHIOHK'ONOMI 
GROWTH,  AT  THE 
UNIVI  RSITV  01  111  ORG 


FOOTNOTES  Who  cares  for  you  when  you  have  a  cold?  Self:  women,  69%;  men,  58%;  Spouse:  women,  20%;  men:  35% 
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I  >/\  I  A    HAY  I  K  i  Hi 


Today  is  the  day  139,000  people  will  die  prematurely 
from  disease. 

Over  25,000  of  them  will  be  children  under  five. 

But  today  is  also  the  day  that  Glaxo  Wellcome  and 
SmithKline  Beecham  become  one. 

This  means  that,  for  the  first  time,  over  100,000 
people  will  pool  their  unique  talents  to  seek  causes 
and  find  remedies  for  diseases  all  over  the  world. 


They  will  do  so  not  just  with  a  sense  of  hope.  But  with 
a  sense  of  urgency. 


Disease  does  not  wait.  Neither  will  we. 


<f?< 


GlaxoSmithKline 


www.gsk.com 
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Readers  Report 


THE  STEALING 

OF  THE  PRESIDENCY 


Your  writers  describe  Bush  as  the 
"accidental  President"  ("Can  Bush  heal 
the  nation?"  Government,  Dec.  25/Jan. 
1).  There  is  nothing  accidental  about  his 
becoming  President.  He  and  his  net- 
work of  Republican  zealots  stole  the 
Presidency  in  one  of  the  most  appalling 
displays  of  carefully  orchestrated  anti- 
democratic maneuvering  this  country 
has  ever  seen.  By  seizing  power  in  the 
way  he  has — with  his  buddies  on  the 
Supreme  Court  putting  a  halt  to  the 
vote  counting — he  has  sparked  a  cul- 
ture war  that  has  only  just  begun. 

Robert  Anderson 
Studio  City,  Calif. 


constructionists  that  President-ele 
George  W.  Bush  wants  to  appoint  ai 
to  get  a  court  with  the  backbone 
turn  back  the  tide  of  judicial  activisi 
But  Senate  Democrats  are  already  gea 
ing  up  to  "Bork"  any  judicial  appoir 
ments  that  W.  may  make — because  th< 
don't  meet  their  "litmus  test."  I  si 
nothing  on  the  horizon  to  save  us  fro 
business  as  usual. 

Greg  Smi 
Des  Moin 

MAYBE  GREENSPAN  DOESN'T 
SEE  ALL  AND  KNOW  ALL 


CAN 

BUSH 

HEAL 
THE 

NATION? 


THIS  COURT'S  ACTIVISM 
IS  JUST  MORE  OF  THE  SAME 

Your  shock  at  the  Supreme  Court  ac- 
tion ending  the  election  astounds  me 
("It  didn't  have  to  end  this  way,"  Edi- 
torials, Dec.  25/Jan.  1).  This  is  the  in- 
evitable result  of  the  judicial  activism 
that  began  in  earnest  with  the  Warren 
court.  It  is  the  height  of  hypocrisy  for 
the  left  to  cry  "judicial  activism"  when 
that  is  how  they  have  advanced  their 
agenda  since  the  1950s. 

The  remedy  is  to  return  to  the  strict 


Let's  not  be  too  quick  to  give  Al 

Greenspan  a  big  raise  ("Hit  'em  up  for 

bigger  raise,  Alan,"  Up  Front,  De 

25/Jan.  1).  Many  people  feel  th  fa 

=§a    Greenspan  is  the  greatest  thi 

i    to  happen  to  this  country  sin  p 

|    TV.  First,  I  would  really  like 

f    be    able    to    understand    1 

f    speeches.  Second,  he  may  n 

i    have  understood  the  dot-cor 

\    and  hence  considered  them  a  l 

f   part  of  his  "irrational  exubt 

[    ance"  problem  to  be  correct* 

[    Unfortunately,  Greenspan  slow 

a  good  economy  and  hard-land 

the  stock  market  for  2000,  taM 

with  it  a  big  chunk  of  many  p< 

pie's  401(k)s. 

Thomas  E.  Da^ 
Edmond,  Ok 


INVEST-BUT  DON'T  THROW  AWAt 
THE  TAXPAYERS'  MONEY 


i- 


|H 


While  I  agree  that  investment  is  n<  L j 
essary  for  future  economic  growth,  t  », 
reality  is  that  much  of  governmen 
investment  ends  up  as  a  waste  of  tj 
payers'  money  ("To  preserve  the  boo 
you've  got  to  invest  money,"  Econon 
Viewpoint,  Dec.  25/Jan.  1).  The  privs 
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CORRECTIONS  &  CLARIFICATIONS 

n  the  Investment  Outlook  Scoreboard 
Cover  Story,  Dec.  25/Jan.l),  the  correct 
iannett  Co.  earnings  growth  tor  1994  to 
999  is  19.2%. 


dor's  investment  record  is  far  superi- 
and  in  fact  played  a  big  role  in  pro- 
ring  the  current  surplus. 

David  J.  Varnerin 
Chicago 

I  E-LANCER'S  ODE 
I A  STEADY  PAYCHECK 


I  haven't  gotten  a  pink  slip,  but  I'm 
•ling  the  "Pink  slip  blues"  (News: 
lalysis  &  Commentary,  Dec.  25/Jan. 
As  an  independent  Web-design  con- 
tctor,  I'm  starting  to  count  the  in- 
ning jobs  in  singles  rather  than 
zens.  Independent  contracting — the 
irk-at-home  luxury  job  of  the  past 
v  years — is  becoming  more  of  a  pain 
in  a  freedom.  I  have  seen  many  of 
'  peers  migrate  to  stable  jobs  for  the 
•ady  paycheck,  and  if  this  keeps  up,  I 
.y  be  forced  to  do  the  same. 

Mark  Pi  mental 
Woodside,  N.Y. 

JiEP  GLOBAL  WARMNIKS  AWAY 
I OM  NATIONAL  ENERGY  POLICY 


Reducing  imported  oil  is  a  viable  na- 

(f  nal  objective,  but  excluding  coal  and 

:lear  power  is  shortsighted  and  as- 

i  nes  that  natural-gas  supplies  are  in- 

te — which  they  are  not  ("It's  perfect 

ather  to  fight  global  warming,"  News: 

^  alysis  &  Commentary,  Dec.  11). 

Power-system  planning  in  this  coun- 

•  has  been  screwed  up  by  inept 

a!   iticians,  overreaching  government 

mcies,  and  spineless  utility  reactions. 

!  have  plenty  to  do  in  righting  this 

ss.  But  emission  planning  for  global 

rming  deserves  zero  space  in  long- 

lge  energy  planning  and  national 

icy. 

Ron  Kilmartin 
Pleasant  Hill,  Calif. 

ING  THE  OLDSMOBILE: 
IAFFLING  MOVE 


General  Motors  Corp.'s  recent  deci- 
l  to  phase  out  the  Oldsmobile  Div.  is  a 
mistake  ("gm:  'Out  with  the  Olds'  is 
t  the  start,"  News:  Analysis  &  Com- 
ntary,  Dec.  25/Jan.  1).  Over  the  past 
years,  gm  invested  considerable  re- 
rces  in  repositioning  the  brand — but 
m  pulled  the  plug  before  the  changes 
i  a  chance  to  bear  fruit.  Oldsmobile 
Id  have  provided  a  great  opportunity 


TM 


Why  would  Haverhills  sell  this  splendid. 

Six-Piece  Flashlight  Set 
for  only  $24.55* 

*But  read  this  ad  for  an  even  better  deal! 

Every  so  often  we  have  to  make  sales 
that  give  us  little  or  no  profit  and  the 
reason  is  that  we  need  new  customers,  new 
names,  to  whom  we  can  send  our  colorful 
catalogs  and  attractive  direct-mail  offers. 
We  have  chosen  the  Six-Piece  Flashlight 
Set™  for  this  purpose.  Here,  in  one  neat 
package,  is  what  we'll  be  sending  you: 

•  The  big  "boss"  light 

•  The  purse/pocket  light 


•  This  Six-Piece  Flashlight  Set™  will  fulfill  any 
household  ami  office  lighting  need.  And  all  batteries 
and  bulbs  are  included!  Everything  is  ready  to  go! 

•  The  flat  utility  light 

•  The  key  ring  light,  and 


•  The  standard  household  light  •  The  gooseneck  light  for  difficult  spots. 

And,  of  course,  all  batteries  and  bulbs  are  included!  Each  one  of  these 
great  lights  is  ready  to  go  work  for  you  the  minute  you  receive  the  Set\ 

We  are  the  largest  importers  of  this  nifty  and  useful  Set  in  the  U.S.  and  are 

therefore   able   to   bring   it   to   you   at   the   astonishing   price   of  just   $24.95 

But  here  is  the  "even  better  deal":  Buy  two  Six-Piece  Flashlight  Sets  for  $49.90  and 

we'll  send  you  a  third  one,  with  our  compliments — absolutely  FREE!  Now,  there  is  no 

longer  any  need  to  stay  in  the  dark.  Shine  your  light  into  every  nook  and  cranny,  have  the  right 

flashlight  for  every  need  and  occasion,  and  order  your  Six-Piece  Flashlight  Set(s)™  today! 

You  may  order  by  toll-free  phone,  by  mail,  or  by  fax  and 
pay  by  check  or  Visa/MasterCard.  Please  give  order 
number  #1094F896.  Add  $4.95  for  ship. /ins.  and  sales  tax 
for  CA  delivery.  You  have  30-day  refund  and  one-year 
warranty.  We  do  not  refund  postage.  For  customer  service 
or   wholesale   information,   please   call    (415)    643-2810. 


■  since  1967  m     ■■■ 

haverhills 

2360  Third  St.,  San  Francisco,  CA  941 07 


I  ( hitcr  by  toll-free  phone:  (800)  797-7367  or  (fastest!)  by  fax:  (415)  643-2818  © 
Vis  if  our  website  at  www.haverhills.com 


A  GROWTH  FUND  WITH 
BLUE  CHIP  PERFORMANCE 


T.  Howe  Price  Blue  Chip  Growth  Fund  (TRBCX)  invests  in  today's  lead- 
ing growth  companies  as  well  as  those 
with  the  ability  to  become  tomorrow's 
industry  leaders.  These  blue  chip  com- 
panies can  offer  you  excellent  long-term 
capital  appreciation  potential. 

The  fund's  strategy  has  proven  effec- 
tive. As  the  chart  indicates,  the  fund 
has  outperformed  its  Lipper  Category 
Average  over  time.  Of  course,  past  perfor- 
mance cannot  guarantee  future  results. 
No  sales  charges. 


Performance  Versus  Competitors 

Average  Annual  Total  Returns  as  or  9/30/00 

■  Blue  Chip  Growth  Fund 

D  Lipper  Large-Cap  Core  funds  Average 


2S.80% 


1  year 


5  years  Since  inception 


ASK 

ABOUT 
OUR 


ROTH 
IRA 


Call  for  your  investment 
kit  including  a  fund 
profile  or  prospectus 

1-800-541-8318 

www.  troweprice.  com 


Invest  With  Confidence 

T.RoweFHce 


•  Ik 


tpund  inception  date:  6/30/93.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distribu- 
tions. Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original 
purchase.  (Source  for  Lipper  data:  Lipper  Inc.) 

For  more  information,  including  fees,  expenses,  and  risks,  read  the  fund  profile  or  prospectus  carefully  before  Investing 
T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  BCG0577 1 1 
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Introducing  the  e-marketplace  alliance:  IBM,  i2  and  Ariba.  Three  i„a 


R  AN  E-MARKETPLACE 


i 


et>t  names  in  e-business  working  together  to  help  make  your  business 
efficiently  —  whether  you  buy  or  sell  ships,  sleds  or  seafood.  It's  b2b*3. 


www.ibm-i2-ariba.com  or  call  877  426  2676;  priority  code:  emarketl 


ibm 
i; 
ariba 


*■  COMMUNICATION. 

THE         ANTI-DRUG. 

A  positive  relationship  cannot  exist  without  communication.  Research  shows 
that  kids  believe  they  have  valuable  things  to  say.  When  mentors  ask  them 

and  listen  genuinely,  it  helps  build  self-esteem  and 

Confidence.  Also  it  demonstrates  that  you 
support  their  burgeoning  independence  as  well  as  their 
ability  to  make  intelligent  decisions.  The  important 
thing    to    remember   about    drugs    is    that    it   S 

not  a  five  minute  talk.  It's  a 

ClialO^lie.  As  kids  grow,  they  will  need  more 
information  relevant  to  their  exposure.  In  general, 
smoking  marijuana  is  harmful.  The  younger  a  kid  is, 
the  more  it  may  be.  Research  shows  that  people  who 

smoke  it  before  age  15  are  7  times  more 
likely  to  use  other  drugs,  it  also 

shows  that  people  who  didn't  smoke  marijuana  by  age  21  were  more  likely  to  never 
smoke  it.  For  more  information,  visit  www.theantidrug.com  or  call  800.788.2800. 

Getting  to  know  kids  and  staying  involved  with  them  is  one  of  the  most  effective  drug  deterrents.  Through  their 
teenage  years,  this  is  not  always  easy.  Even  still,  research  shows  that  kids  still  want  this  to  happen,  even  as  they  are 
exploring  and  growing  into  their  own  individuality.  One  way  to  do  this  is  to  get  your  business  involved  and  plan 
activities  in  your  community.  This  message  is  brought  to  you  by  the  Office  of  National  Drug  Control  Policy/Partnership 
for  a  Drug-Free  America'. 


Communication  is  connection. 
During  their  teenage  years,  kids 
are  exposed  to  an  ever  widening 
variety  of  people  and  influences. 
Know  their  friends  and  their 
routines.  Tell  kids  that  you  care 
about  them.  Praise  them  when 
they  do  well,  no  matter  how 
small  the  accomplishment.  Get 
involved  and  encourage  your 
colleagues  to  do  the  same. 
Stay  connected. 


o  attract  young  professionals  into  the 
;M  family  of  ears.  Will  Buick  now  be 
he  division  to  lure  such  buyers?  I  doubt 
hat  will  ever  happen. 

Jeff  Wajszizuk 
Richmond,  Va. 

The  current  Oldsmobile  models,  Au- 
ora,  Intrigue,  and  Alero,  are  the  only 
ontemporary  designs  in  the  entire  GM 
neup  and  the  only  ones  able  to  com- 
ete  with  Japanese  offerings.  How  GM's 
lanagement  could  sign  off  on  a  red- 
ag  advertising  campaign  such  as  "not 
our  father's  Oldsmobile,"  watch  the 
ales  immediately  plummet,  and  not  fix 
le  obvious  problem  is  a  total  mystery. 
Brian  McKibben 
Naperville,  111. 

/H Y  THE  NET  IS  NO  DEATH  KNELL 
OR  CAR  DEALERS 

There  have  been  predictions  that  the 
iternet  would  cut  dealers  out  of  the 
ir-buying  process  ("Where's  my  dream 
ir?"  Industrial  Management,  Nov.  27). 
.ven  as  build-to-order  (bto)  and  locate- 
)-order  (lto)  gain  momentum,  con- 
lmers  will  still  want  to  pick  up  their 
ew  cars  at  nearby  dealerships  and 
ave  a  reliable  place  to  get  their  cars 
irviced  long  after  the  sale. 

Lloyd  G.  Waterhouse 
Dayton 


BusinessWeek  online 


e  full  text  of  Business  Week,  the  Business  Week 
ily  Briefing,  and  five  years  of  BW  archives  are 
ailable  on  the  World  Wide  Web  at: 
ww.businessweek.com 

d  on  America  Online  at  Keyword:  BW. 


OW  TO  REACH  BUSINESS  WEEK 

ITERS  FOR  READERS  REPORT 

letters  must  include  an  address  and  daytime  and 
sning  phone  numbers.  We  reserve  the  right  to  edit 
ters  for  clarity  and  space  and  to  use  them  in  all 
ictronic  and  print  editions, 
til:  Business  Week,  1221  Avenue  of  the  Americas, 
rd  floor,  New  York,  NY  10020 
<:  (212)  512-6458 

ernet:  bwreader@businessweek.com 
lerica  Online:  readersbw 

BSCRIBER  SERVICES 

'  individual  subscriptions,  corporate  subscriptions, 

lewals,  changes  or  problems,  and  single  copies. 

Dne:  (800)  635-1200  or  (609)  426-7500 

<:  (609)  426-7623 

ernet:  bwcustsv@businessweek.com 

■rary  fee-based  services:  (212)  512-6704 

PRINTS  AND  COPYRIGHT  PERMISSIONS 

custom  reprints  (minimum  order  of  1,000)  contact: 
.2)512-3148 
t:  (212)  512-2337 
ernet:  www.businessweek.com/reprints/ 

permission  contact: 
)ne:  (212)  512-4801 
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Know  How. 


Get  the  know-how  you'll  need  to  master  essential  computer  skills  with 
our  How  to  Do  Everything  series. 
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For  more  information  on  these  and  other  Osborne/McGraw-Hill  titles,  visit  our  Web  site  at  www.osborne.com 


ns  of  our  children. 


e  strotig  one. 
,  rambunctious  and  untamed. 
The  sky,  the  absolute  dreamer. 


.nd  to  choose  the  tree  over  the  ocean 

iQuld  be  like  choosing  one  child  over  the  next. 

An  impossibility  as  large  as  the  world  itself. 

the  world's  leading  environmental  groups  are  working  together. 
To  find  out  how  you  and  your  employer  can  help, 

please  visit  our  Web  site  at  www.earthshare.org. 


Earth  Share 

One  environment.  One  simple  way  to  care  for  it. 
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Books 


CRACKING  THE  GENOME 

Inside  the  Race  To  Unlock  Human  DNA 

By  Kevin  Davies 

The  Free  Press  •  310pp  •  $25 


GENOMICS:  FROM  BIRTH 
TO  BIG  BUSINESS 


The  300  residents  of  Tristan  da 
Cunha,  a  tiny  volcanic  island  in 
the  South  Atlantic  1,700  miles 
west  of  Capetown,  feared  losing  every- 
thing when  lava  threatened  to  bury 
their  homes  in  1961.  They  were  evacu- 
ated, and  for  two  years  they  lived  in 
England,  where  doctors  found  that  half 
suffered  from  asthma — the  highest  inci- 
dence of  the  disease  anywhere  in  the 
world.  One  of  the  island's  early  settlers 
had  apparently  been  genetically  suscep- 
tible to  it,  and  the  trait  had  spread 
through  the  isolated  population. 

There  the  story  rested,  until  the  ear- 
ly 1990s,  when  a  University  of  Toronto 
researcher  named  Noe  Zamel  realized 
that  the  islanders  might  hold  the  key  to 
understanding  the  genetics  of  asthma. 
Zamel  knew  about  Tristan  da  Cunha 
because  he  had  been  a  resident  at  a 
London  hospital  when  the  Tristanians 
were  in  England.  At  the  time,  geneti- 
cists had  no  way  to  search  for  the  gene 
or  genes  underlying  the  susceptibility — 
but  by  the  1990s,  they  did.  In  1993  and 
again  in  1996,  Zamel  went  to  the  island 
to  examine  the  islanders  and  collect 
blood  samples  for  DNA  analysis.  On  the 
second  visit,  he  was  accompanied  by  a 
scientist  from  Sequana  Therapeutics 
(now  part  of  Axys  Pharmaceuticals  of 
South  San  Francisco),  which  put  up  $10 
million  to  pinpoint  the  genetic  source 
of  the  asthma.  The  hope  was  that  the 
genetic  information  could  lead  to  a  new 
and  potentially  lucrative  drug.  The  DNA 
of  a  few  hundred  people  in  one  of  the 
world's  most  remote  outposts  had  be- 
come one  of  the  "treasures  of  the  lost 
worlds,"  as  Kevin  Davies  describes  it 
in  Cracking  the  Genome. 

"It  was  a  huge  gamble,"  Davies 
writes.  "Could  the  gene  that  caused  asth- 
ma on  a  desolate  island  near  Antarctica 
possibly  have  relevance  for  the  millions 
of  asthma  sufferers  around  the  world?" 

The  tale  of  the  Tristanians  is  one  of 


many  good  little  stories  in  this  quick 
journalistic  history  of  contemporary  ge- 
nomics— the  study  of  the  genetic  un- 
derpinnings of  disease.  Davies  has  done 
a  nice  job  of  assembling  these  stories 
and  delivering  them  in  clear  language 
that  neatly  demystifies  many  scientific 
complexities.  As  the  founding  editor  of 
the  journal  Nature  Genetics,  Davies  is 
acquainted  with  many  of  the  researchers 
he  writes  about,  and  he  was  at 
many  of  the  scientific 
meetings  at  which  they 
made  their  most  important 
announcements.  Investors 
and  others  looking  for  a 
quick  primer  on  the  sci- 
ence and  business  of 
biotechnology  will  find  a 
useful  guide  in  Cracking 
the  Genome.  Those  inter- 
ested in  an  assessment  of 
these  developments  will  be 
disappointed,  however. 
Davies,  who  would  seem 
particularly  qualified  to  pro- 
vide a  thoughtful  analysis 
of  the  science  of  genomics 
and  the  biotech  industry, 
does  not  do  so. 

The  title  of  the  book  is  misleading: 
Cracking  the  Genome  is  about  more 
than  simply  the  race  to  sequence  the 
human  genome,  which  ended  last  June 
in  a  tie  between  the  government-spon- 
sored Human  Genome  Project  and  the 
private  effort  of  Celera  Genomics.  The 
book  recaps  the  past  20  years  in  ge- 
nomics, beginning  when  researchers  first 
learned  to  search  for  and  find  specific 
genetic  mutations  underlying  diseases. 

Davies  starts  with  a  quick  reminder 
of  the  significance  of  the  discovery  of 
DNA's  double  helix  in  1953,  and  then  he 
jumps  ahead  to  the  1980s,  when  re- 
searchers found  the  genes  for  Hunt- 
ington's disease,  muscular  dystrophy, 
cystic  fibrosis,  and  other  diseases — 


among  the  earliest  triumphs  of  genomic* 
He  recalls  the  story  of  the  bittei 
contest  to  find  the  breast-cancer  gene 
now  called  brcai.  Mary-Claire  King 
the  geneticist  at  the  University  of  Cal- 
ifornia at  Berkeley  who  made  the  pre 
liminary  discovery  that  set  the  race  ir 
motion,  ultimately  "lost"  a  furious  com 
petition  to  Myriad  Genetics  of  Sail 
Lake  City.  It  was  a  severe  disappoint 
ment  for  King.  At  a  scientific  meeting 
shortly  after  Myriad's  discovery,  she 
reminded  her  colleagues  that  winning 
the  race  was  less  important  thar 
putting  the  discovery  of  the  gene  tc 
use.  "In  the  20  years  we  have  beei 
working  on  this  project,  more  than 
million  women  have  died  of  breast  can 
cer,"  King  said.  "We  very  much  hop< 
that  something  we  do  in  the  next  2( 
years  will  preclude  another  millioi 
women  dying  of  the  disease." 
Davies  also  revisits  th< 
attempt  by  the  National  In 
stitutes  of  Health  in  th< 
early  1990s  to  patent  gene: 
that  had  been  identified  bu 
about  which  nothing  wa 
known.  The  move  provoke< 
outrage  among  critics  whi 
charged  that  the  nih  wa 
trying  to  lock  up  access  t 
genes  before  others  had  i 
chance  to  work  on  them.  Th< 
nih  said  it  was  merely  engag 
ing  in  a  preemptive  effort  to 
make  sure  no  one  else  trie 
to  assert  control  over  th 
genes.  Davies  accurately  report 
the  debate,  but  he  stops  short  of  helf 
ing  us  know  what  to  think  about  it.  I 
hindsight,  who  was  right,  the  NIH  or  it 
critics?  Davies  doesn't  say,  makin 
Cracking  the  Genome  a  less  importan 
book  than  it  might  have  been. 

In  May,  1997,  Davies  reports,  Sequ^B 
na  Therapeutics  announced  that  it  ha< 
found  the  genes  responsible  for  asthm 
in  the  Tristanian  population.  Indication 
are  that  the  genes  might  be  responsibl 
for  many  cases  of  the  disease  world 
wide.  Sequana's  gamble  seems  to  b 
paying  off.  And  the  consequences  of  th 
breakthroughs  in  genetics  described  i 
Cracking  the  Genome  are  reachin 
around  the  world — even  to  the  remot 
potato  fields  of  Tristan  da  Cunha. 

BYPAULRAEBUR 
Senior  Writer  Raeburn  covers  sciou 
and  the  environment. 
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DAVIES  OFFERS  AN  ENTERTAINING  PRIMER  BUT 
FAILS  TO  ANALYZE  BIOTECH'S  PROSPECTS 
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CHANGE  WHAT  YOUR  SOFTWARE  IS  CAPABLE  OF  DOING  AND 
YOU  CHANGE  WHAT  YOUR  PEOPLE  ARE  CAPABLE  OF  DOING. 

There's  one  in  every  office.  Someone  who's  always  busy,  always  going,  always  productive.  And  now 
there's  a  business  PC  operating  system  just  as  reliable.  Microsoft®  Windows®  2000  Professional  was 
designed  for  today's  always-on,  Internet-based  technology.  Perfect  for  that  never-say-die  attitude. 
For  information  on  upgrading  your  business,  talk  to  your  IT  professional  or  visit 
microsoft.com/windows2000/pro  Software  for  the  Agile  Business. 


_?UWndows2ooo 

Professional 


000  Microsoft  Corporation.  All  rights  reserved.  Microsoft.  Windows,  and  the  Windows  logo  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  In  the  United  States  and/or  other  countries. 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

tech&you@businessweek.com 

AT  LAST,  THE  LAPTOP 
MOLD  IS  BROKEN 


IBM's  soon-to- 
be-announced 
TransNote  will 
find  a  ready 
market  among 
prodigious 
scribblers 


FOR  A  COLLECTION  OF 
PAST  COLUMNS  and 

online-only  reviews  of 
technology  products,  go 
to  Technology  &  You  at 
www.businessweek.com/ 
technology/ 


Since  making  its  debut  in  the  early  1990s, 
the  basic  design  of  clamshell-style  notebook 
computers  has  barely  changed.  Sure,  they 
have  gotten  vastly  more  powerful,  lost  pounds  of 
weight  and  inches  of  bulk,  and  sport  screen  sizes 
triple  earlier  models.  But  about  the  most  im- 
portant design  change  is  that  the  keyboard  has 
moved  back  on  the  base. 

IBM  is  breaking  the  mold.  Its  soon-to-be- 
announced  ThinkPad  TransNote  dramatically 
changes  both  the  design  and  the  use  of  a 
portable  computer.  Closed,  the  TransNote,  which 
will  go  on  sale  later  this  quarter  for  around 
$3,000,  looks  like  a  letter-size  portfolio.  When 
you  open  the  fake  leather  case  (real  leather  is  op- 
tional), the  left  side  holds  a  10.4-in.  touch-screen 
display  connected  to  a  keyboard.  The  right  side 
holds  an  ordinary  legal  pad.  But  when  you  write 
on  the  pad  using  a  special  pen,  every  stroke  is 


TransNote  Highlights 


►  10.4"  pivoting  touch  screen 

►  Input  by  keyboard,  touch  screen 
or  handwriting 

►  600-MHz  Pentium  III  processor 

►  Around  $3,000 

DATA:  IBM 


hard  drive.  Because  of  tight  space,  the  PC  uses 
small  battery  that  only  runs  for  about  2  houri 
but  you  can  swap  another  battery  in  withod 
powering  down.  You  can  write  on  the  pad  fc  I 
hours,  however,  with  the  computer  part  turne 
off,  and  the  information  will  be  saved,  then  tram 
ferred  when  the  laptop  powers  up. 
DULY  NOTED.  The  TransNote  wisely  makes  n 
promise  of  handwriting  recognition — the  go 
is  saving  and  organizing  handwritten  document 
not  converting  them  to  computer  text.  You  ca 
select  keywords  and  index  them  for  later  searcl 
es.  Less  usefully,  you  can  identify  bits  of  text  i 
appointments  or  tasks  and  transfer  them  to  list 

As  with  the  CrossPad,  you  have  to  click 
button  to  tell  the  pad  you  need  a  fresh  page  s 
you  don't  superimpose  new  notes  on  the  eta 
tronic  image  of  the  old  one.  If  you  forget,  hcv 
ever,  the  software  lets  you  unscramble  the  p 
suits,  separating  the  entries  based  on  when  the 
were  made.  Each  page  is  also  stamped  with  tl 
time  and  date  it  was  recorded. 

A  clever  mechanical  design  adds  to  tl 
TransNote's  versatility.  The  portfolio  can  be  foldc 
so  that  either  the  laptop  or  the  pad  is  on  to 
The  pad-up  configuration  should  make  tr 
TransNote  acceptable  at  meetings  where  openir 
a  laptop  would  be  a  serious  faux  pas.  With  tl 
computer  side  up,  the  TransNote  performs  st 
more  tricks.  You  can  work  as  on  a  convention 
laptop,  or  you  can  swing  the  screen  over  top  of  tl 
keyboard  to  lie  fiat.  With  just  the  screen  showin 
you  can  use  it  tablet-style  with  a  stylus  to  tal 
handwritten  notes  or  tap  out  words  < 
an  on-screen  keyboard.  Finally,  fi 
presentations,  you  can  position  tl 
screen  to  face  your  audience;  oi 
mouse  click  inverts  the  contents  so  th 
viewers  see  a  right-side-up  displ 


recorded  on  a  sen- 
sor under  the  pad 
and  automatically 
transferred    to    the 
computer.  Because  the  com- 
puter can  interfere  with  writing,  the 
TransNote  is  the  first  computer  in  right- 
and  left-handed  versions. 

The  handwriting-capture  tablet  was  developed 
about  three  years  ago  by  IBM's  Thomas  J.  Watson 
Research  Center  and  was  briefly  marketed  as  the 
CrossPad  by  A.T.  Cross  Co.,  the  pen  folks.  A 
major  drawback  of  the  original  Crosspad  was 
the  lack  of  a  seamless  way  of  getting  the  "ink," 
as  the  digitized  image  of  handwriting  is  known, 
into  a  computer.  IBM's  Personal  Systems  Group 
has  been  working  ever  since  on  a  way  to  inte- 
grate the  tablet  with  a  ThinkPad.  The  result  is 
the  TransNote,  which  was  designed  by  IBM  en- 
gineer John  Karidis,  who  also  gave  us  the  tiny 
"butterfly"  ThinkPad,  which  had  a  keyboard  that 
expanded  when  the  case  was  opened. 

The  TransNote's  integration  succeeds.  It's  a 
full-powered  ThinkPad  with  a  600-MHz  Pentium 
III,  64  megabytes  of  memory,  and  a  10-gigabyte 


The  TransNote  is  not  intended  to  appeal 
everyone.  The  keyboard,  taken  from  a  ThinkP: 
240,  is  adequate  but  undersize.  There's  no  doc 
ing  station  for  desktop  use.  And  while  the  unit 
reasonably  thin  and  light  at  5'A  pounds,  it's  a  1 
big  to  fit  comfortably  in  many  briefcases.  But 
you  take  a  lot  of  handwritten  notes  and  need 
way  to  preserve,  classify,  and  search  what  you' 
written,  there's  nothing  else  quite  like  it.  I  si 
pect  lawyers  will  probably  be  the  biggest  mark 

In  today's  PC  world,  desktops  have  becor 
commodities,  and  laptop  design  has  settled  intc 
dull  sameness.  A  radical  design  experiment  li 
the  TransNote  is  refreshing,  all  the  more  so  t 
cause  it  promises  to  be  truly  useful. 
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Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


STICKS  AND  STONES  MAY  BREAK 
MY  BONES... 


INVECTIVE: 

One  crosses 
pro-life  and 
green  groups 
at  one's 
peril.  But 
not  all  the 
e-mail  was 
strewn  with 
obscenities. 
Turns  out  I 
have  some 
fans,  too 


Robert  J.  Barro  is  a  professor 
of  economics  at  Harvard 
University  and  a  senior  fellow 
of  the  Hoover  Institution 
(rjbweek@harvard.edu). 


For  my  first  column  of  the  new  millennium,  I 
will  report  on  readers'  e-mail  responses  to 
my  previous  columns.  These  reactions  re- 
veal which  ideas  are  of  interest  and  which  are 
applauded  or  condemned.  I  classified  the  re- 
sponses (objectively!)  into  favorable,  unfavor- 
able, and  neutral. 

Among  27  articles,  the  average  number  of 
e-mails  received  was  22,  of  which  41%  were  fa- 
vorable, 39%  unfavorable,  and  20%  neutral.  The 
total  number  of  e-mails  came  to  607.  Unfortu- 
nately, data  are  unavailable  for  my  earliest 
columns,  including  one  that  argued  that  beauty 
was  as  valid  as  intelligence  as  a  basis  for  high 
wages.  The  many  outraged  letters  I  received 
suggest  that  this  article  would  have  attracted 
many  e-mails. 

The  most  responses  were  to  the  column  on 
Colombia  in  which  I  favored  movement  toward 
drug  legalization  in  the  U.S.  I  expected  the  at- 
tention but  not  the  positive  response:  Of  the 
112  e-mails  received,  70%  were  favorable,  and 
18%  were  unfavorable.  "At  last  someone  has  the 
nerve  to  speak  the  truth  about  our  retarded 
drug  policies,"  said  one.  "As  a  convicted  drug 
trafficker  currently  on  federal  probation  and  con- 
fidential informant,  I  speak  from  experience." 
Another  e-mail  read:  "As  former  chief  of  counter- 
drug  strategy  for  U.S.  Southern  Command,  I 
long  advocated  the  legalization  of  drugs."  This 
limited  sample  reinforces  my  belief  that  a  candi- 
date for  major  U.S.  political  office  will  some- 
day campaign  on  drug  legalization. 
DEEPLY  GORED.  Readers  tended  to  dislike  my 
criticism  of  the  environmental  extremism  that 
I  perceived  in  Al  Gore's  writings.  This  column 
generated  the  second-highest  response,  67  e- 
mails.  They  were  overwhelmingly  negative.  "I 
don't  think  I  have  ever  read  such  a  narrow 
minded,  off-base,  ignorant  piece  of  work,"  said 
one.  Also  unpopular  was  my  discussion  of  re- 
search that  linked  recent  reductions  of  crime 
rates  in  part  to  expansions  of  abortion  rights  in 
the  early  1970s.  I  received  55  e-mails,  which 
were  again  overwhelmingly  negative.  Said  one: 
"The  Scarecrow  got  smarter  when  the  Wizard 
gave  him  his  degree.  Evidently,  advanced  de- 
grees don't  have  the  same  effect  on  everyone." 
But  I  took  heart  from  a  lonely  supporter:  "Every 
time  I  see  your  picture  in  business  week,  my 

heart  jumps I  never  thought  anyone  will  dare 

to  write  anything  this  politically  incorrect." 

I  have  learned  that  one  crosses  the  environ- 
mental and  pro-life  groups  at  one's  peril.  Many  of 
the  replies  from  both  sides  used  obscenities  and 


i 


characterized  me  as  lacking  in  intelligence.  I  als< 
found  that  both  groups  think  in  absolute  term 
with  no  willingness  to  take  a  cost-benefit  ap 
proach  (each  tree  and  each  fetus  is  worth  ai 
infinite  amount).  Most  interesting,  Gore  was  in 
sufficiently  pure  for  many  environmentalist 
"Some  of  us  believe  that  Gore  is  in  fact  almost  a 
much  a  puppet  as  is  Bush,  which  is  why  w 
plan  to  vote  for  Nader."  Of  course,  this  sentimen 
led  to  Bush's  election.  As  a  demonstration  o 
objectivity,  I  also  criticized  Bush  in  a  colum: 
that  complained  about  the  term  "compassionat 
conservatism."  This  column  was  unpopular.  0 
the  30  e-mails  I  received,  60%  were  unfavor 
able.  But  the  critics  used  no  obscenities. 
SOUTHERLY  WIND.  I  was  heavily  attacked  for 
column  that  attributed  some  of  Brazil's  econo: 
ic  woes  to  nationalistic  tendencies.  Of  the  51 
mails,  only  20%  were  favorable.  Naturally,  mo; 
of  the  adverse  commentary  came  from  outrage 
Brazilians.  I  have  to  admit  that  Brazil's  policie 
have  improved,  partly  thanks  to  the  wisdom  c 
the  central  bank  governor,  Arminio  Fraga. 

Respondents  liked  my  account  of  my  lunc 
with  the  U2  rock  star,  Bono.  Of  28  e-mails  fo 
this  column,  64%  were  favorable.  However,  wril 
ers  seemed  more  interested  in  Bono  than  in  m 
discussion  of  his  views  on  world  debt  forgivenes; 

Much  less  popular  was  my  analysis  of  Chil< 
especially  the  credit  I  gave  retired  General  Ai 
gusto  Pinochet  for  his  pro-market  policies.  Som 
26  people  e-mailed  me  in  response,  and  69 
were  negative.  The  23  e-mails  I  received  on  m 
column  criticizing  the  World  Economic  Forui 
in  Davos,  Switzerland,  split  down  the  middl 
with  nearly  half  favorable  and  half  negativ* 
Perhaps  some  of  the  conference  organizers  ser 
in  negative  comments,  since  I  was  not  invited  t 
this  year's  meeting. 

There  was  substantial,  mostly  positive  r< 
sponse  to  two  columns  on  the  Fed's  monetar 
policy,  an  area  that  regained  prominence  with  tl 
recent  cut  in  interest  rates.  Of  the  total  of  51 
mails,  65%  were  positive.  The  model  discussed 
my  columns  accorded  with  many  analysts  in  pi 
jecting  rate  reductions  for  January-February 
this  year,  but  the  half-point  move  was  largjj 
than  expected. 

One  reasonable  criticism  of  this  survey  is  th; 
my  sample  is  not  representative  because  reads 
with  extreme  opinions  are  the  ones  who  tor 
to  write.  I  also  fear  that  this  column  will  infl 
ence  the  quantity  and  nature  of  future  response 
although  I'm  uncertain  about  how.  Perhaps  reai 
ers  will  send  their  opinions. 
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Economic  Trends 


BY  GENE  KORETZ 

SLOWDOWN:  NOT 
IF,  BUT  HOW  LONG 

Why  sluggishness  may  linger 

In  early  December,  most  economists 
still  saw  a  soft  landing  ahead  for  the 
economy.  Now,  following  a  spate  of  down- 
beat economic  news,  expert  opinion  has 
swung  toward  the  view  that  either  an 
outright  recession  or  something  ap- 
proaching it  is  unfolding,  and  the  critical 
question  has  become  whether  the  slow- 
down will  be  V-shaped  or  U-shaped — 
that  is,  relatively  short-  or  long-lived. 

One  seasoned  observer  anticipating 
a  U-shaped  slowdown  is  James  Paulsen, 
chief  investment  officer  of  Wells  Capital 
Management,  whose  growth  forecast  of 
just  1.7%  for  2001  was  the  most  bearish 

THE  1990s:  A  BUYING  BINGE 
FOR  THE  RECORD  BOOKS 


DATA:  COMMERCE  DEPT. 

among  the  53  private-sector  economists 
cited  in  BUSINESS  week's  yearend  sur- 
vey (Dec.  25).  Paulsen  believes  the  next 
year  or  two  will  resemble  the  prolonged 
sluggishness  that  characterized  the  econ- 
omy in  the  early  1990s. 

The  Minneapolis-based  economist  ticks 
off  several  reasons  for  his  dour  outlook. 
With  consumer  spending  in  recent  years 
tied  to  a  stock-market-driven  "wealth  ef- 
fect," he  worries  that  the  impact  of  the 
Federal  Reserve's  easing  on  the  market 
may  be  diminished — that  it  may  be  seen 
by  investors  as  proof  that  the  economy  is 
in  trouble.  Until  stock  prices  fully  recov- 
er, households  will  be  prone  to  save  more 
and  spend  less. 

Even  if  the  market  recovers,  Paulsen 
thinks  consumption  may  stay  restrained. 
The  reason:  The  economy  in  the  '90s  ex- 
perienced its  longest  big-ticket  spending 
spree  ever,  bringing  outlays  on  durable 
goods  and  structures  to  a  postwar  high 
(chart).  "Households  are  flush  with  new 
homes,  furniture,  cars,  and  computers," 
he  says,  "and  many  businesses  are  over- 


invested.  Demand  is  saturated  for  a 
while,  no  matter  what  the  Fed  does." 

The  Fed  is  also  hamstrung,  Paulsen 
believes,  because  monetary  policy  won't 
get  much  help  from  the  refinancing  of 
debt  at  lower  interest  rates.  In  the 
1970s  and  much  of  the  '80s,  he  notes,  it 
didn't  pay  for  most  consumers  and  busi- 
nesses to  refinance  their  long-term  debt 
because  interest  rates  stayed  relatively 
high.  In  the  1990s,  by  contrast,  rates 
hit  new  lows  several  times,  allowing 
households  and  businesses  to  reap  huge 
cash-flow  injections  via  refinancing. 
"Much  of  the  economy  is  now  refi'ed 
out,"  says  Paulsen,  "and  it  would  take  a 
massive  further  drop  in  rates  to  start 
the  refi  ball  rolling  again." 

He  also  is  concerned  about  the  un- 
certain shape  of  the  technology  cycle. 
While  the  high-tech  boom  seems  to  be 
fading,  many  economists  believe  the  sec- 
tor marches  to  its  own  tune  and  is  less 
sensitive  to  monetary  policy  and  the 
general  state  of  the  economy  than  other 
sectors.  Although  this  implies  that  tech 
spending  won't  tank  in  a  slowdown,  it 
also  suggests  that  it  may  not  respond 
very  much  to  lower  yields. 

Finally,  Paulsen  worries  that  the  Fed 
cannot  count  on  a  weaker  dollar  to  help 
revive  the  economy  by  spurring  exports 
and  restoring  domestic  pricing  power. 
With  growing  fears  of  a  global  slow- 
down, he  says,  foreign  investors  may 
still  prefer  the  dollar  as  a  safe  haven 
even  as  U.  S.  interest  rates  are  cut. 

In  sum,  Paulsen  thinks  the  chances  of 
a  bounceback  in  growth  are  small.  "The 
Fed,"  he  says,  "is  likely  to  find  that  the 
economy  is  far  less  responsive  to  mone- 
tary ease  than  earlier  in  the  cycle." 


WHAT  THE  PAYROLL 
DATA  MAY  HIDE 

The  "plug  factor"  skews  job  figures 

Payroll  employment,  contends  econo- 
mist Ed  Hyman  of  ISI  Group,  in- 
vestment advisers,  is  probably  a  lot 
weaker  than  reported.  That's  because 
the  Labor  Dept.  adds  a  "plug  factor" — an 
estimate  of  those  hired  by  new  busi- 
nesses that  aren't  yet  in  its  data  base — 
to  the  job  numbers  derived  from  its  sur- 
vey of  employers.  Since  this  estimate  is 
based  on  past  history  (in  this  case  the 
hefty  final  readings  for  last  year),  it  tends 
to  exaggerate  job  gains  when  the  econo- 
my enters  a  slowdown. 

To  buttress  his  claim,  Hyman  points 
out  that  employment  based  on  the  Labor 
Dept.'s   other   survey,   its   canvass   of 
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households,  has 
hardly  changed 
since  April,  while 
unemployment  in- 
surance claims 
have  surged  high- 
er. The  plug  factor 
has  added  an  av- 
erage 162,000  jobs 
to  the  monthly 
payroll  count  since 
April,  converting 
what  would  have 
been  an  average 
decline  of  70,000  in 
private  sector  jobs 
into  an  average  re- 
ported monthly  gain  of  92,000.  By  cor 
parison,  private  sector  payrolls  over  tl  Jj 
prior  eight  months  posted  an  averaj 
monthly  increase  of  238,000, 
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•REMOVES  UPWARD  "BIAS"  ADJUST^!' 
MENT  FOR  WORKERS  PRESUMED 
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WHO  GAINS  MOST 
BY  JOB-HOPPING? 


White  male  mbas  are  big  winners 
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A  basic  reality  of  corporate  life  is  th 
many  managers  often  change  ei  I 
ployers  in  mid-career  to  boost  th 
salaries — and  so  profit  from  the  willi: 
ness  of  companies  to  pay  substant 
premiums  to  obtain  experienced  se 
soned  workers  from  outside  their  o\ 
organizations.  A  recent  study  in  t 
Academy  of  Management  Journal  fin< 
however,  that  the  job-hopping  strate 
pays  off  far  more  for  white  males  th 
for  females  or  minorities. 

The  study  by  George  F.  Dreher  of 
diana  University  and  Taylor  H.  Cox  1 1 
of  the  University  of  Michigan  drew  or 
survey  of  700  MBAs  in  their  late  3  ■ 
working  full-time  for  a  variety  of  bu 
nesses  in  the  early  1990s.  Some  5,c* 
were  white  males,  25%  white  and  i 
nority  females,  and  23%  minority  mal  I 
of  which  70%  were  African  American  1 

Adjusting  for  job  tenure  and  oth 
factors,  the  researchers  found  th 
among  white  men,  those  who 
jumped  ship  at  least  once  earned  neaj 
$25,000  more  than  those  who  stay 
put.  By  contrast,  job-hopping  minor 
men  earned  only  $9,000  more  than  th 
less  mobile  peers,  minority  worn 
gained  a  mere  $5,000,  and  white  worn  | 
averaged  just  $10,000  more. 

Why  are  gains  from  job  mobility 
much  greater  for  white  men?  Alter  a 
sidering  a  number  of  possible  explai 
tions,  the  authors  conclude  that  din 
ences  in  social  connections  and  pi; 
discrimination  are  the  likeliest  culprit 
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TIE  DOOMSAYERS 

1IGHT  BE  JUMPING  THE  GUN 

nless  the  stock  market  really  tanks,  the  weakness  will  be  short-lived 
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It's  easy  to  be  pessimistic 
right  now.  Important  data  are 
aded  south,  and  there  was  a  note  of  urgency  in  the 
•deral  Reserve's  surprise  interest-rate  cut.  Stock 
ices  have  given  up  all  of  their  post-rate-cut  surge.  In- 
ftors  are  still  fretting  about  profits.  And  some  of 
ill  Street's  top  economists  are  concluding  that  the 
momy  is  already  in  recession. 

Although  things  may  look  bleak,  don't  join  the  funeral 
ocession  just  yet.  In  fact,  given  the  Fed's  aggressive 
d  preemptive  action  on  Jan.  3 — and  its  strong  hint 
it  more  is  on  the  way — now  is  the  time  to  look  up 
>m  the  valley  of  slow  growth  to  better  economic 
les  in  the  second  half.  Moreover,  the  trek  through  the 
•>t  half  may  not  be  so  treacherous. 

Consider  the  December  em- 
ployment report.  Job  growth 
and  hours  worked  have  soft- 
ened, reflecting  a  cooler  pace 
of  domestic  demand.  However, 
weakness  in  manufacturing  is 
skewing  the  overall  results 
(chart).  And  the  unusually 
steep  drop  in  factory  hours 
worked  in  December  reflects 
the  severe  winter  weather,  es- 
pecially in  the  Midwest,  which 
.  into  the  month's  industrial  production. 
To  be  sure,  the  data  of  the  next  few  months  will  not 
k  especially  encouraging.  The  seeds  of  this  slow- 
vn  were  sown  by  the  Fed's  rate  hikes  of  1999  and 
10,  the  drop  in  stock  prices,  and  the  rise  in  energy 
ces,  all  of  which  drained  consumer  and  business 
fing  power.  Those  drags  on  growth  won't  go  away 
rtime  soon,  especially  given  the  recent  spike  in  nat- 
tl  gas  prices.  But  so  far,  the  reality  of  the  economy's 
akness  has  not  matched  the  downbeat  perceptions  of 
iseholds,  businesses,  and  investors. 

ATS  THE  BIGGEST  PROBLEM  for  the  outlook 

ht  now,  because  sentiment  is  so  important  to  profit 
n|  >ectations  and  the  stock  market,  and  stock  prices 
re  never  been  so  important  to  consumer  and  business 
nding.  The  threat  of  a  vicious  downward  spiral  in 
cfnomic  activity  will  continue  to  hang  over  the  econ- 
y  until  data  and  attitudes  clearly  perk  up. 
'"■or  consumers,  future  trends  in  sentiment  will  de- 
td  greatly  on  the  state  of  the  labor  markets.  That's 
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why  the  sluggish  job  growth  for  December  suggests  fal- 
tering consumer  confidence  this  quarter.  But  the  job 
data  are  not  signaling  a  broad  economic  collapse.  Pri- 
vate-sector payrolls  grew  by  a  mere  49,000  jobs  in 
December,  but  manufacturing  payrolls  plunged  by 
62,000  last  month,  while  private  service-sector  pay- 
rolls increased  by  a  healthy  127,000. 

The  manufacturing  layoffs 
are  not  surprising  given  that 
the  factory  sector  is  in  reces- 
sion. But  the  weather  was  also 
a  factor.  The  average  factory 
workweek  shrank  by  48  min- 
utes in  December,  to  40.4 
hours.  That's  the  largest  de- 
cline since  the  blizzard  of  Jan- 
uary, 1996.  The  workweek 
doesn't  fall  that  much  in  a  re- 
cession— only  during  strikes, 
storms,  and  other  unusual  circumstances. 

Inclement  weather  also  hit  December  construction, 
the  Labor  Dept.  said.  And  to  some  extent,  retail  ac- 
tivity was  hurt  as  well.  Indeed,  retail  buying  in  the  first 
week  of  January  bounced  back  quite  strongly,  based  on 
store  surveys.  Snow  may  also  skew  the  first-quarter 
data.  After  two  mild  winters,  normal  seasonal  conditions 
could  make  the  data  look  poorer  than  warranted. 

NONETHELESS,  there  is  hope  that  the  manufacturing 
downturn  will  be  short-lived,  not  only  because  the  Fed 
has  moved  decisively  but  also  because  excess  invento- 
ry accumulation  should  be  corrected  quickly  (chart). 

Technology  and  globalization  have  combined  to 
change  the  inventory  cycle  that  once  plagued  manu- 
facturing and  magnified  economic  swings.  First,  com- 
puters have  streamlined  inventory  management,  as- 
suring that  unintended  buildups  of  goods  are  smaller 
and  more  quickly  eliminated  at  less  cost  to  economic- 
growth.  That  factory  activity  has  fallen  off  so  fast  sug- 
gests that  any  inventory  problem  is  being  rapidly  ad- 
dressed. Second,  the  U.S.'s  dependence  on  imports  has 
a  beneficial  side.  When  U.  S.  demand  falls,  an  increasing 
amount  of  the  excess  stores  builds  up  overseas.  So 
the  pain  of  the  inventory  correction  inflicted  on  pro- 
duction and  employment  is  partly  shifted  to  foreign 
producers  and  away  from  U.S.  manufacturers. 

Inventory-related  cutbacks  in  output  and  jobs  in  the 
auto  industry  and  related  sectors  are  a  big  part  of  the 
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manufacturing  sector's  weakness.  Auto  inventories  be- 
gan to  build  up  as  demand  slowed.  In  the  first  quarter 
of  2000,  sales  of  light  vehicles  averaged  a  record  annual 
rate  of  18.2  million.  By  the  fourth  quarter,  sales  were 
down  to  a  still  respectable  16.2  million. 

But  overproduction  meant  a  lot  of  vehicles  were  left 
parked  on  dealers'  lots,  leading  to  layoffs  and  plant 
closings.  The  biggest  declines  in  December  factory 
payrolls  occurred  in  motor  vehicles  and  parts,  rubber 
and  plastics,  and  metals.  If  demand  rebounds — and 
lower  interest  rates  and  incentive  programs  will  help — 
then  the  auto  industry's  drag  on  growth  will  wane. 

OUTSIDE  OF  MANUFACTURING,  the  situation  is  more 
sanguine.  In  the  broader  service  sector,  job  growth 
has  slowed,  but  the  gain  averaged  109,000  jobs  per 
month  in  the  fourth  quarter.  That's  down  from  158,000 
in  the  first  three  quarters,  but  it's  not  bad.  Also,  service 
payrolls  suffered  a  78,000  plunge  in  temporary  workers. 
That  was  the  biggest  decline  on  record,  and  it's  difficult 
to  determine  how  many  of  those  jobs  were  layoffs  of 
contingent  workers  in  the  factory  sector. 

Total  hours  worked  in  the  private-service  sector  ac- 
tually accelerated  in  the  fourth  quarter,  another  sign 
that  activity  there  is  still  healthy.  But  the  drop  in 
hours  worked  in  the  goods-producing  sector  caused  a 
small  decline  in  overall  worktime.  That  means  all  of  the 
economy's  growth  last  quarter  came  from  productivity. 


JOBLESS  CLAIMS  SIGNA 
A  LOOSER  LABOR  MARKE 


The  long-run  pickup  in  productivity,  though,  co 
eventually  hurt  household  confidence.  If  the  econom 
sustainable  growth  rate  has  risen  to  the  3.5%-4%  ranj 
then  the  unemployment  rate  will  rise  at  a  higher  ra 
of  economic  growth.  That  is,  a  slowdown  to,  say, 
growth  will  generate  much  more  unemployment  th; 
that  growth  rate  would  have  in  the  early  1990s,  wh 
sustainable  growth  was  closer  to  2.5%. 

True,  the  December  jobless 
rate  held  at  a  low  4%.  But  the 
recent  jump  in  initial  claims 
for  jobless  benefits  and  the 
rise  in  the  unemployment  rate 
for  those  claimants  suggest 
that  joblessness  will  begin  to 
increase  soon,  perhaps  as  ear- 
ly as  January  (chart). 

But  there  is  room  for  opti- 
mism. Housing  is  holding  up, 
buoyed  by  low  mortgage 
rates,  and  appears  to  have  contributed  positively 
fourth-quarter  economic  growth.  Oil  prices  are  doA 
from  their  highs  of  last  year,  and  energy  costs 
likely  to  ease  after  the  winter.  Most  important,  poll 
makers  have  made  it  clear  they  stand  ready  to  help 
economy.  And  if  the  Fed  is  leading  the  pack,  the  jo 
ney  through  the  valley  of  gloom  may  not  be  so  dire 
so  long  as  the  pessimists  fear. 
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CANADA 


A  CHILL  WIND  FROM  THE  SOUTH 


Gordon  Thiessen's  last  policy 
meeting  before  he  retires  as 
Bank  of  Canada  governor  on  Jan. 
31  should  be  a  doozy.  On  one 
hand,  strong  employment  growth, 
rising  inflation,  a  firmer  Canadian 
dollar,  and  a  sizable 
fiscal  boost  argue 
against  an  interest- 
rate  cut  at  the  Boc's 
Jan.  23  meeting. 

However,  economists 
agree  that  it's  only  a 
matter  of  time  before 
Canada's  economy  feels 
the  chillier  winds  from 
the  U.S.  slowdown, 
and  that  perhaps  a 
rate  cut,  on  the  heels  of  the  Fed- 
eral Reserve's  surprise  half-point 
cut  in  U.  S.  rates  on  Jan.  3,  would 
be  a  smart  preemptive  strategy. 

Canada's  economy  has  zoomed 
along  at  a  5%  clip  since  early 


JOB  GROWTH 
REMAINS  STRONG 


CANADIAN 
■  EMPLOYMENT 

I      II     III    IV      I      II     III     IV 

▲  THOUSANDS,  AVERAGE  MONTHLY 
GAINS  IN  EACH  QUARTER 
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1999,  chiefly  reflecting  strong  U.  S. 
growth.  Canada  sends  more  than 
85%  of  its  exports  to  the  U.  S., 
and  exports  account  for  more 
than  40%  of  Canada's  gross  do- 
mestic product.  But  while  U.S. 
growth  has  slowed 
sharply  in  the  second 
half  of  2000,  Canada 
added  31,000  new  jobs 
in  December,  after  a 
promising  November 
gain,  and  manufactur- 
ing payrolls  and  out- 
put still  look  healthy. 

That  won't  last,  say 
analysts.  Canadian 
output  has  not  yet 
felt  the  brunt  of  the  slowdown  in 
either  U.  S.  car  sales  or  outlays 
for  high-tech  equipment  and  ser- 
vices. After  third-quarter  growth 
of  4.8%,  fourth-quarter  real  GDP  is 
expected  to  slip  to  about  3%, 


with  growth  below  that  in  the 
first  half  of  2001 — perhaps  well 
below,  depending  on  the  extent  o 
the  U.S.  slump. 

Despite  the  hit  from  softer  for- 
eign demand,  Canada's  domestic 
demand  has  a  cushion  in  addition 
to  sturdy  labor  markets.  Budget 
stimulants,  including  hefty  cuts  ir 
personal  income  taxes  that  took 
effect  Jan.  1,  will  total  some  2% 
gdp,  according  to  analysts'  esti- 
mates. But  that  will  merely  ease 
the  blow,  not  prevent  it. 

Moreover,  with  oil  prices  al- 
ready coming  down,  lower  energ 
costs  will  dampen  inflation.  Con- 
sumer-price inflation  moved  up  b 
2.9%  in  November,  but  excluding 
energy  and  food,  core  inflation  n 
mains  stable  at  only  1.7%.  Add  i 
all  up,  and  Governor  Thiessen's 
last  policy  move  just  might  be  a 
rate  cut. 
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Whichever  way  you  go,  you'll  require  a  sturdy  mode  of  transport.  prefers  something  with  a  fresher  scent.  We  recommend  a  new  car 

One  capable  of  carrying  all  the  treasures  you  may  acquire.         (AU'JvttCfe       smell,  with  just  a  hint  of  leather.  Wend  your  way  toward  a 
For  some,  a  camel  will  do.   But  the  well-seasoned  traveler  ^^^^^^  Land  Rover  Centre,  and  see  what  a  Range  Rover  is  made  of. 

RANGE  ROVER 
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News:  Analysis  &  Commentary 


Fewer  airlines-not 
better  service, 
lower  prices,  or 
higher  profits 

As  the  top  two  gorillas  in  the  airline 
industry,  American  Airlines  Inc.  and 
United  Airlines  Inc.  have  a  long-run- 
ning rivalry.  When  American  sought  gov- 
ernment approval  a  year  ago  to  fly  from 
Chicago  to  Shanghai,  United  demanded 
and  won  the  route  instead.  When  United 
expanded  legroom  in  the  first  few  rows 
of  coach  seats  for  high-paying  passen- 
gers, American  struck  back  last  year  by 
offering  more  room  throughout  the  cabin. 
That's  pretty  much  the  way  it  goes  with 
these  two:  jab  and  counter-jab. 

But  American's  stunning  reaction  to 
United's  proposed  merger  with  lis  Air- 
ways Group  Inc.  is  something  else  alto- 
gether. In  a  deal  announced  on  Jan.  10, 
the  two  airlines  are  essentially  cooperat- 
ing to  carve  up  us  Airways  as  well  as 
critical  East  Coast  markets.  They'll  even 
jointly  operate  the  New  York-Boston- 
Washington  shuttle,  splitting  the  flights 
50-50.  To  worried  consumers  and  law- 
makers, it  has  all  the  look  and  feel  of 
collusion.  "You  have  to  worry  about  the 
degree  of  cooperation  between  Ameri- 
can and  United.  Just  think  what  they 
had  to  talk  about  to  do  this  transaction," 


says  Harvard  University  law  professor 
Andrew  Gavil. 

And  that's  not  all.  American  is  plan- 
ning to  snatch  what's  left  of  No.  8  Trans 
World  Airlines  after  its  bankruptcy  filing, 
which  occurred  on  the  same  day  the 
American-United  deal  was  announced. 
When  all  is  said  and  done,  the  deals  will 
eliminate  two  of  the  10  majors  now  flying 
the  U.S.  skies  and  give  both  American 
and  United  rough  parity — about  25%  of 
the  market  each.  That  dominance  is  like- 
ly to  set  off  another  round  of  dealmaking 
by  rivals,  including  No.  3  Delta,  which 
lags  behind  with  about  18%  of  the  mar- 
ket. "Not  reacting  is  not  an  option,"  says 
one  rival  executive.  Ultimately,  three  big 
carriers  could  control  nearly  85%  of  U.  S. 
air  traffic. 

SHREWD  MOVE.  There's  little  doubt  that 
the  megadeal  is  good 
for  American  and  Unit- 
ed. And  ailing  twa  and 
its  20,000  jobs  might 
otherwise  disappear.  In- 
deed, American's  mul- 
ti-pronged deal  looks 
like  a  clever  move  in 
its  race  to  keep  up 
with  United.  The  $5 
billion  it  expects  to  pay, 
including  assumed  leas- 
es, looks  like  a  bargain 
in  comparison  to  Unit- 
ed's $11.0  billion  mar- 
riage with  us  Airways 
and  I  he  $14  billion  that 
Northwest  Airlines  was 


demanding  in  its  merger  talks  wit 
American.  Moreover,  American  can  easi   j 
ly  handle  the  $1.8  billion  in  cash  require  L 
for  both  twa  and  the  United  deals.  "It's   y 
well-thought-out  plan,"  says  one  rival.    L 
But  can  any  of  this  be  good  for  the  flj  L 
ing  public,  including  the  huge  corporat  L 
travel  accounts  for  which  the  two  wi  L 
be  vying?  Already,  worried  consumer  ac 
vocates  and  their  allies  in  Congress  ar  L 
decrying  the  loss  of  competition  that' 
likely  to  result.  But  American  Airline 
CEO  Donald  J.  Carty  touts  the  benefit  L 
for  customers  of  an  expanded  networ 
with  more  destinations  for  frequent  fliei 
and  big  corporate  customers  seeking  t  ,  j 
do  deals  with  a  single  carrier.  Economic 
Steven  A.  Morrison  of  Northeastern  Un 
versity  says  American  and  TWA  overla 
on  only  4%  of  their  passenger  mile; 


AIRLINE  C0NS0LIDATI 


WHILE  SOME  COULD  WIN  BIG. 


AMERICAN  Achieves  about  the  same  25%  market  ;  ^ 
as  beefed-up  United;  gains  assets  in  East  Coast  citi 
and  a  hub  in  St.  Louis.  Removes  TWA  as  a  competi 
Caribbean  and  transcontinental  markets. 


UNITED  Improves  chances  of  winning  antitrust  appi 
for  its  $1 1.6  billion  deal  for  US  Airways;  gets  about 
$1.5  billion  from  American  to  offset  cost  of  its  men 


LABOR  Some  20,000  TWA  workers  will  keep  their 
With  fewer  carriers,  labor  has  more  clout  as  it  gains 
tential  for  more  disruption. 
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le  United  and  us  Airways  overlap  on 
.  5.4%  of  their  passenger  miles, 
lat's  driving  this  consolidation  is  ex- 
ding  networks,  not  eliminating  corn- 
tors,"  insists  Carty. 
lany  see  consolidation  as  the  natural 
growth  of  an  industry  still  struggling 
each  a  steady  altitude  after  deregu- 
lg  in  1978.  For  all  the  outcry  from 
elers  about  high  fares  and  poor  ser- 
,  this  capital-intensive,  labor-sensi- 
industry  is  still  trying  to  prove  to 
jtical  investors  that  it  can  sustain 
its  and  not  lose  billions  in  an  eco- 
dc  downturn,  as  it  did  in  the  early 
)s.  The  revenue  that  airlines  collect 
passenger-mile  is  down  18%  since 
'),  says  economist  Morrison, 
till,  it's  far  from  clear  that  consoli- 
on  will  create  a  more  profitable  in- 

.  IT  HELP  OR  HURT? 


.OTHERS  MAY  LOSE  OUT 


YING  PUBLIC  Fewer  carriers  mean  fewer  choices 
■  mean  higher  fares.  Problems  integrating  the 
rgers  could  also  create  big  travel  snafus. 


>ST  AIRLINES  The  big  guys  will  now  have  even 
iscle  to  drive  out  startups  by  tying  up  business 
corporate-discount  programs  and  by  offering 
;hts  and  better  frequent-flyer  programs. 


WRLINES  To  keep  pace,  the  No.  3  carrier  may 
do  its  own  deal.  But  Northwest  still  has  power  to 
eal  for  Delta's  most  logical  target,  Continental. 


dustry.  Nor  is  it  likely  to  improve  service 
much  or  lower  prices.  Removing  a  player 
like  twa,  which  often  sells  tickets  below 
cost  just  to  get  desperately  needed  cash, 
will  certainly  help  stabilize  the  industry. 
And  positioning  for  the  day  of  global 
consolidation  among  airlines  may  prove  to 
be  smart  for  American  and  United,  says 
Thomas  I.  Barkin,  co-head  of  McKinsey 
&  Co.'s  airline  practice. 
LITTLE  CHEERING.  But  in  the  near  term, 
Barkin  expects  labor,  aircraft  makers, 
and  others  to  siphon  off  whatever  eco- 
nomic value  might  be  created.  "You  have 
an  industry  that  consumers  and  the  gov- 
ernment are  convinced  is  out  there  pil- 
laging the  consumer,  but  that  sharehold- 
ers are  convinced  will  never  return  any 
value,"  he  says.  It's  no  surprise,  then, 
that  American's  stock  is  down  about  12% 
since  details  of  its  deals 
first  leaked  out,  while 
United's  stock  is  off  7% 
in  the  same  period. 

If  shareholders  see 
no  reason  to  cheer,  nei- 
ther do  most  con- 
sumers. While  airline 
execs  and  analysts  ar- 
gue that  route-by-route 
competition  will  be  lit- 
tle diminished  by  the 
deals,  there's  wide- 
spread fear  of  the  ways 
that  the  industry's  two 
giants  might  use  their 
newfound  clout.  Fewer 
players   might  better 


control  capacity,  and  thus  the  availability 
of  discounted  fares.  And  eliminating  two 
competitors  means  fare  increases  could 
stick  more  readily.  "It  only  takes  one 
large  airline  to  shoot  down  an  increase," 
says  analyst  Philip  Baggaley  of  Standard 
&  Poor's. 

In  a  survey  last  June  of  its  business 
members,  the  National  Business  Travel 
Assn.  found  that  96%  believed  consoli- 
dation could  make  it  more  difficult  to  ne- 
gotiate deals  with  the  big  airlines,  while 
82%  said  it  would  mean  fewer  choices 
and  higher  fares.  "The  business  market  is 
divided  into  two  sets:  those  that  are  large 
enough  to  have  substantial  corporate 
deals  and  those  that  aren't,"  says  Rustin 
I.  Carpenter,  a  vice-president  at  Ameri- 
can Express  Consulting.  And  even  for 
the  largest,  he  adds,  "I  haven't  seen  the 
size  of  the  networks  improve  service 
yet." 

On  the  contrary:  If  these  deals  pass 
muster  with  antitrust  regulators,  many 
expect  service  to  get  worse,  at  least  in 
the  short  term,  as  both  United  and 
American  grapple  with  integrating  new 
employees  and  fleets.  Consider  Carty's 
own  efforts  to  integrate  tiny  Reno  Air  in 
1998,  which  sparked  a  10-day  sickout  by 
pilots  and  $200  million  in  losses.  "I'm 
very  concerned  about  what  would  happen 
during  a  labor  stoppage  on  an  airline 
that  big,"  says  Ed  Perkins,  consumer  ad- 
vocate for  the  American  Society  of  Trav- 
el Agents. 

Consolidation  also  threaten.-  to  keep 
smaller  rivals  from  competing  effective- 
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Expect  even  bumpier  service  as  airlines  integrate 


ly.  David  G.  Neeleman,  CEO  of  low-fare 
JetBlue  Airways  Corp.  in  New  York, 
which  offers  such  amenities  as  free  TV 
and  leather  seats  on  new  planes,  worries 
that  ever-bigger  carriers  will  be  able  to 
use  profits  from  the  routes  where  com- 
petition is  limited  to  subsidize  the  cost  of 
rubbing  out  upstarts  like  his.  And  Samuel 
D.  Addoms,  CEO  of  Frontier  Airlines  Inc. 
in  Denver,  predicts  the  bigger  carriers 
will  have  more  clout  with  corporate  dis- 
counts and  travel-agent  bonuses  for 
steering  traffic  their  way:  "When  you 
aggregate  that  much  more  power,  you 
are  vulnerable  to  them  using  it." 

There  are  still  plenty  of  hurdles  to 
overcome  before  that  threat  becomes  re- 
ality. American's  play  for  twa  must  wend 
its  way  through  bankruptcy  court,  where 
other  players — including  former  TWA 
owner  Carl  C.  Icahn — could  make  trouble 
(story,  below).  And  the  Justice  Dept., 


facing  growing  political  opposition  to  air- 
line consolidation,  must  sign  off  on  Unit- 
ed's  and  American's  acquisitions. 

But  even  if  it  takes  months  of  analysis 
to  satisfy  Congress,  many  experts  ex- 
pect the  deals  to  pass  muster  with  an- 
titrust watchdogs.  One  area  likely  to  re- 
ceive close  scrutiny:  United's  latest  deal 
gives  American  a  marketing  alliance  and 
49%  of  a  new  entity  to  be  created  at 
Ronald  Reagan  National  Airport,  where 
US  Airways  is  now  the  leading  carrier, 
with  33%  of  the  traffic.  That  should  cre- 
ate a  stronger  competitor  for  United, 
which  has  a  hub  at  Washington's  Dulles 
International  Airport.  Previously,  DC  Air, 
owned  by  entrepreneur  Robert  L.  John- 
son, was  dependent  on  United  for  planes 
and  crews,  ensuring  United's  domination 
of  the  region's  airports.  Now  DC  Air's 
planes  and  crews  will  come  from  Ameri- 
can. But  how  aggressively  the  two  gi- 


ants duke  it  out  over  the  market 
mains  to  be  seen. 

In  the  end,  successfully  integrat: 
and  operating  an  entity  with  nearly  4 
more  aircraft  could  prove  daunting 
an  airline  that  has  suffered  plenty 
glitches  in  recent  years.  American  s 
vice  in  recent  times  has  been  medio 
at  best.  United  has  had  its  own  slew 
service  and  labor  problems.  Hardly 
best  foundation  for  building  two  n 
supercarriers. 

By  Wendy  ZeUner  in  New  York  c 
Michael  Arndt  in  Chicago,  with  L 
Carney  in  Washington  and  bun 
reports 


BusinessWeek  online 


For  a  video  interview  with 

Don  Carty  of  American  go  to 

www.businessweek.com/mediacenter/ 


WHY  CARL  ICAHN  WANTS  TO  SPOIL  AMERICANS  DEAL 


Carl  C.  Icahn  knows  his  way 
around  a  bankruptcy  court. 
The  one-time  corporate 
raider  forced  Texaco  into  bank- 
ruptcy proceedings  way  back  in 
1987.  And  he's  been  there  twice 
before  with  Trans  World  Air- 
lines, which  he  owned  from  1985 
to  1993.  But  with  twa  yet  again 
filing  for  Chapter  11  on  Jan.  10, 
Icahn  is  now  on  the  outside  look- 
ing in.  And  by  all  accounts,  he's 
eager  to  play  the  role  of  spoiler 
in  American  Airlines'  deal  to 
take  over  ailing  TWA. 

At  the  core  of  Icahn's  looming 
battle  with  American  is  the 
package  of  low-priced  tickets  he 
got  in  TWA's  1995  bankruptcy. 
The  savvy  financier  made  a  $190 
million  loan  to  the  airline  in  ex- 
change for  a  contract  to  buy 
low-cost  tickets  that  are  worth 
hundreds  of  millions  a  year.  The  deal, 
which  runs  through  September,  2003, 
is  the  central  piece  in  Icahn's  Lowest- 
fare.com,  which  books  budget  cruises, 
hotel  stays,  and  other  getaways,  both 
online  and  through  some  10,000  travel 
agencies. 

As  is  his  custom,  Icahn  isn't  talking. 
But  to  offer  those  rock-bottom  airline 
prices,  he  needs  to  keep  getting  his 
hands  on  discounted  TWA  tickets.  Low- 


estfare.com  gets  such  a  good  deal  that 
its  prices  run  as  much  as  45%  below 
TWA's  published  fares.  Those  seats 
made  up  about  87%  of  Lowestfare's 
bookings  in  1999,  according  to  the 
most  recent  figures  the  company  made 
available. 

Once  twa  files  for  bankruptcy, 
American  is  expected  to  void  Icahn's 
contract  or  attempt  to  pay  him  off  at  a 
fraction  of  its  value.  And  there's  little 


doubt  that  Icahn  will  put  up  a 
fight.  The  question  is  how  much 
damage  he  could  do  to  the  deal 
He's  already  caused  the  current 
twa  management  plenty;  twa 
filed  suit  against  him  in  1996 
and  1999,  arguing  that  Icahn  vi 
olated  the  loan  deal  by  selling 
tickets  to  travel  agents  and  in 
other  ways.  "It  took  hundreds 
of  millions  of  dollars  from  twa's 
revenue  base,"  says  one  TWA  ex 
ecutive.  Still,  TWA  lost  both 
suits.  This  time,  Icahn  might  be 
able  to  keep  his  cheap  tickets  if 
he  can  convince  the  court  that 
they  were  a  result  of  TWA's  1991 
bankruptcy,  says  University  of 
California  at  Los  Angeles  law 
professor  Kenneth  N.  Klee,  a 
bankruptcy  expert. 

In  that  case,  Icahn  would 
have  to  be  bought  out  for  the 
deal  to  go  through — and  that  could 
cost  American  several  hundred  millior 
dollars  at  least.  For  now,  American  e> 
ecutives  don't  seem  concerned.  Shrugs 
American  CEO  Donald  Carty:  "I  guess 
Carl's  got  a  lot  more  lawyers  thai)  1 
do."  If  they  do  their  jobs  right,  he 
could  walk  away  from  this  deal  with 
plenty  of  loot  to  pay  them  all,  ami 
then  some. 

11 II  Ronald  (trover  in  Los  Amjclcs 
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ENERGY 


TRYING  TO 

BREAK  THE  CHOKE  HOLD 


Companies  are  taking 
drastic  steps  as  soaring 
energy  costs  savage  one 
industry  after  another 

Winter  is  normally  a  busy  time  for 
fertilizer  producers  as  they  gear 
up  for  spring  planting.  But  not 
this  year.  As  natural-gas  prices  have 
spiked  as  high  as  $10  per  thousand  cubic 
feet,  quadruple  year-ago  levels,  producers 
have  had  to  shut  down  nearly  half  their 
capacity.  No  wonder:  The  raw  material 
accounts  for  over  70%  of  the  fertilizer's 
cost.  "Many  companies  are  not  even  cov- 
ering their  cash  costs  at  these  prices," 
says  Betty-Ann  L.  Heggie,  senior  vice- 
president  of  Potash  Corp.  of 
Saskatchewan  Inc.,  North  America's 
No.  2  producer. 

But  fertilizer  is  only  one  sign  of  a 
spreading  energy  crisis.  Soaring  energy 
prices  coupled  with  supply  disruptions — 
especially  in  California — have  become  ob- 
stacles for  every  company.  Sure,  energy- 
intensive  industries  from  airlines  to  steel 
have  endured  dramatically  higher  "^™ 
costs  for  over  a  year  now.  But  the 
effects  are  now  taking  their  pound 
of  flesh  from  most  other  compa- 
nies as  well.  The  average  corpo- 
rate energy  bill  rose  20%  in  the 
year  ended  last  November,  ac- 
cording to  the  Bureau  of  Labor 
Statistics.  "That  has  devastated 
some  parts  of  manufacturing  and 
slowed  down  capital  investment  in 
many  others,"  says  Jerry  J.  Jasi- 
nowski,  president  of  the  National 
Association  of  Manufacturers. 

While  companies  are  doing 
everything  from  dusting  off  con- 
servation handbooks  to  closing 
plants,  there's  little  relief  in  sight. 
While  crude  oil,  at  $25  a  barrel,  is 
down  29%  from  its  Sept.  8  high, 
opec  is  set  to  cut  production  to 
ensure  continued  tight  supply. 
"There  is  no  reason  for  oil  prices 
to  weaken  much  in  2001,"  pre- 
dicts Dave  Costello,  a  forecaster 
with  the  Energy  Information  Ad- 


ministration. Similarly,  while  natural- 
gas  prices  will  fall  once  winter  ends, 
the  eia  predicts  prices  will  still  average 
over  $5  per  thousand  cubic  feet  this 
year — well  over  twice  the  1999  level. 

The  rising  energy  costs  have  pum- 
meled  earnings  throughout  the  economy. 
First  Call  Corp.  now  expects  operating 
earnings  for  the  Standard  &  Poor's  500- 
stock  index — excluding  energy  compa- 
nies— to  fall  1.5%  in  the  fourth  quarter, 
vs.  an  increase  of  21.3%  a  year  ago. 
"Energy  has  been  a  big  factor  in  that 
decline,  accounting  for  several  percent- 
age points  at  least,"  says  Charles  L. 
Hill,  First  Call's  director  of  research. 
Moreover,  the  Federal  Reserve  Board 
cited  the  problem  of  "high  energy  prices 
sapping  household  and  business  pur- 
chasing power"  as  a  key  reason  for  its 
half-point  cut  in  interest  rates  on  Jan.  3. 
WEST  COAST  FEVER.  The  pain  is  espe- 
cially intense  for  energy-dependent  man- 
ufacturers. Last  year  at  chemical  giant 
DuPont,  soaring  fuel  prices  pushed  up 
its  raw-material  bill  by  $1.5  billion.  In 
response,  DuPont  shifted  its  mix  from 
commodity  to  more  value-added  prod- 

Sticker  Shock 

Prices  that  companies  pay  for  almost 
every  kind  of  energy  have  soared 


%  PRICE  RISE  FROM 
NOV.  '99  TO  NOV.  '00 

JET  FUEL 

59.6% 

DIESEL  FUEL 

53.7 

NATURAL  GAS  FOR  UTILITIES 

51.0 

PROPANE,  OTHER  LIQUEFIED  GASES 

45.5 

LOW-GRADE  FUEL  OIL 

42.3 

NATURAL  GAS  FOR  INDUSTRY 

42.1 

NATURAL  GAS  FOR  COMMERCE 

32.9 

ELECTRICITY  FOR  COMMERCE 

2.9 

ELECTRICITY  FOR  INDUSTRY 

2.6 

AVERAGE 

DATA:  BUREAU  OF  LABOR  STATISTICS 

20.0% 
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ucts  "while  aggressively  raising  price 
wherever  we  could,"  says  Chief  Finan 
cial  Officer  Gary  Pfeiffer.  Similarly,  Nu 
cor  Corp.,  which  makes  steel  by  melt-' 
ing  scrap  in  electric-arc  furnaces, 
has  seen  its  costs  rise  by  $2  to  $3 
per  ton.  "In  this  business,  you're 
fighting  over  nickels  and  dimes  per 
ton,"  says  Nucor  ceo  Daniel  R. 
DiMicco. 

Regionally,  problems  are  most 
acute  in  California  and  the  western 
states  tied  into  its  power  grid.  Tak 
Chicago-based  Smurfit-Stone  Contain* 
Corp.,  the  nation's  largest  maker 
cardboard  boxes.  In  December,  as  rocl 
eting  California  prices  inflated  pric(  | 
across  the  entire  West,  the  cost  for  tl 
electricity  at  its  paper  mill  in  Missoul 
Mont.,  shot  from  $4  per  megawatt-hoi 
all  the  way  up  to  $3,000.  In  respons 
Smurfit  closed  down  most  of  the  mill. 

Within  California,  the  uncertaint 
about  electricity  has  combined  with  stu 
ning  spikes  in  the  price  of  natural  ga 
The  state's  850  textile  mills,  for  exampl 
are  reeling  from  natural-gas  bills  that 
some  cases  have  quintupled.  "Many  i 
dustries  are  facing  a  one-two  punch 
says  Jack  Kyser,  chief  economist  of  t] 
Los  Angeles  County  Economic  Develo 
ment  Corp.  There  are  other  penalties 
well.  Despite  a  reputation  for  conserv 
tion,  Boeing  Co.'s  military-aircraft  pla: 
in  Long  Beach  was  fined  several  times 
December  for  failing  to  cut  consumj 
tion  during  statewide  brown-outs. 
Given  such  problems,  there's  "not 
a  chance"  Intel  Corp.  will  ex 
pand  in  Silicon  Valley  anytime 
soon,  ceo  Craig  R.  Barrett 
recently  declared  at  the 
Consumer  Electronics 
Show  in  Las  Vegas. 

Skyrocketing  natur- 
al-gas bills  are  also 
hurting  many   small 
businesses  around  the 
nation.  It's  a  "big  prob 
lem,"  says  William  C.  Niegsch  Jr.,  CFO 
Max  &  Erma's  Restaurants  Inc.,  a  lo- 
cation chain  based  in  Columbus,  Oil 
So  far,  Max  &  Erma's  utili- 
ty costs  are  running  about 
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$500,000  ahead  of  last 
year  on  an  annual  ba- 
sis. That's  a  big 
hit  for  a  chain 
that  posted  $124 
million  in  rev- 
enues last  year. 
In  Ceredo, 

W.Va.,  Ken  Fut- 
ter,  general  manag- 
er of  Pilgrim  Glass 
Corp.,  a  specialty 
glassmaker,  extended 
Pilgrim's  normal  holiday 
shutdown  by  more  than 
two  weeks,  until  Jan.  22. 
Futter  figures  the  move 
helped  him  avoid  incurring 
a  natural-gas  bill  of 
$103,000— more  than  what  he 
paid  in  the  entire  fourth  quarter 
of  1999.  And  in  Chatham,  Mass., 
fisherman  John  Pappalardo,  29,  says 
he  has  been  told 
his  fuel  prices 
may  hit  $2.25  a 
gallon,  nearly 
equaling  the  peak 
of  $2.40  they  hit  last 
summer.  "If  that  happens,  we'll 
have  to  tie  up  our  boats,"  he  says. 
Of  course,  not  every  company  is 
hurting.  Take  Jamcracker  Inc.,  a  Sili- 
con Valley  software  outfit,  ceo  K.  B. 
Chandrasekhar  says  "energy  costs  don't 
amount  to  more  than  a  tiny  slice"  of 
his  costs.  Regardless,  many 


more  companies  will  be 
hurt  as  fuel-price  increases  eat  into 
consumer  demand.  On  Jan.  8,  the  Ener- 
gy Information  Administration  predicted 
the  average  home  heating  oil  bill  will 
rise  40%  this  winter,  while  homes  heat- 
ed with  natural  gas  will  pay  70%  more. 
These  bills  "are  from  another  planet," 
warns  Robert  Barbera,  chief  economist 
at  Hoenig  &  Co.,  who  predicts  they'll 
end  up  "hurting  everything  from  cars 
and  computers  to  entertainment." 

For  many  of  those  who've  felt  the 
pinch,  hedging  initially  insulated  them 
from  the  worst  of  the  price  hikes.  "In 
the  near  term,  we  have  hedged  over 
75%  of  our  natural-gas  needs,"  says 


Stan  Riemann,  executive  vice- 
president  of  Farmland  Indus- 
tries Inc.,  the  nation's  largest 
producer  of  nitrogen  fertilizer. 
"But  in  long-lasting  runups  like 
this,  there  are  limits  to  what 
you  can  do." 

Nor  does  raising  prices  pro- 
vide much  of  a  solution.  Many 
companies  simply  can't  pull 
them  off.  "With  demand  already 
softening,  it  is  hard  for  compa- 
nies to  pass  higher  costs  on,"  says  Tom 
Robinson,  managing  director  of  Cam- 
bridge Energy  Research  Associates.  De- 
mand isn't  the  only  problem:  Many  U.S. 
manufacturers  haven't  been  able  to  hike 
prices  because  they  have  to  compete 
with  rivals  from  Europe  and  Asia, 
where  less-stringent  environmental  regs 
have  let  natural-gas  prices  stay  lower. 
SHUNTED  OFF.  And  even  such  compa- 
nies as  the  airlines,  truckers,  FedEx 
Corp.  and  United  Parcel  Service  Inc., 
and  the  major  railroads  that  have  im- 
posed surcharges  or  hiked  prices  have 
seen  their  limits.  Often,  the  hikes 
haven't  been  enough  to  keep  up.  Al- 
though Norfolk  Southern  Corp.  imposed 
surcharges  last  May,  for  instance,  the 
railroad  recently  said  earnings  would 
stall  in  the  fourth  quarter.  It  plans  to 
push  870  workers  into  early  retirement. 
Instead,  many  companies  are  pursu- 
ing energy  conservation  with  a  renewed 
zeal.  On  Jan.  5,  Home  Depot  Inc.  un- 
veiled a  program  in  80  stores  in  the 
Northwest  that  includes  basics  like  turn- 
ing down  the  thermostat.  At  its  Long 
Beach  plant,  Boeing  is  now  shutting  off 
the  air  conditioning  at  4  p.m.  and  asking 
workers  to  "do  whatever  else  you  can  to 
help."  And  Wyndham  International  Inc. 
is  spending  $1.4  million  to  install  energy- 
efficient  lightbulbs  in  its  27,000  hotel 
rooms.  That's  expected  to 
save  $5  mil- 


lion over  the 
next  three  years. 

But  until  energy  prices  drop,  execu- 
tives aren't  optimistic  about  relief.  "I 
hope  that  something  will  improve  the 
situation,"  says  Pilgrim  Glass's  Futter. 
But  he  adds:  "I  haven't  the  vaguest 
idea  of  what  that  something  may  be." 
It's  a  stark  contrast  to  just  two  years 
ago  when  a  barrel  of  crude  traded  in 
the  low  teens  and  the  price  of  natural 
gas  was  about  one  fifth  of  what  it  is 
today.  Then,  an  energy  crisis  seemed 
to  be  a  distant  memory.  This  year,  for 
every  company,  it's  all  too  real. 

By  William  C.  Symonds  in  Boston 
with  Micliael  Arndt  and  Ann  Therese 
Palmer  in  Chicago,  Arlene  Weintraub 
in  Los  Angeles,  Stanley  Holmes  in 
Seattle,  and  bureau  reports 
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COMMENTARY 


By  Christopher  Palmeri 


CALIFORNIA:  IT  DIDN'T  HAVE  TO  BE  THIS  WAY 


With  his  state's  electricity  crisis 
worsening  by  the  day,  Califor- 
nia Governor  Gray  Davis  came 
out  with  a  state-of-the-state  speech 
on  Jan.  8  that  had  plenty  of  bold  talk. 
He  threatened  the  use  of  eminent  do- 
main to  seize  privately  held  power 
plants,  for  example.  But  for  all  its 
bombast,  Davis'  address  was  fright- 
eningly  short  on  the  specifics  of  how 
he  planned  to  fix  the  state's  electrici- 
ty woes.  The  governor  said  he  would 
set  aside  $1  billion  to  "help  stabilize 
the  price  of  electricity  and  provide 


That's  why  it's  way  too  early  to 
conclude,  as  many  watching  Califor- 
nia's calamity  unfold  have,  that 
deregulation  is  a  failure.  Indeed,  a 
look  at  how  other  states  have  reacted 
to  their  own  setbacks  shows  that, 
when  done  right,  opening  up  utilities 
to  the  marketplace  needn't  be  a  cata- 
strophe. Elsewhere,  it  has  even  be- 
gun to  provide  the  promised  benefits. 

Take  the  crucial  issue  of  ensuring 
adequate  supply,  which  California  has 
bungled.  When  prices  began  to  rise 
after  Illinois  deregulated  in  1997,  the 


new  power  generation."  But  two  days 
later,  when  he  released  his  state  bud- 
get, Davis  still  had  no  specifics  about 
how  to  spend  the  money.  Then,  on 
Jan.  10,  Pacific  Gas  &  Electric  sus- 
pended dividends. 

It  didn't  have  to  end  up  like  this. 
So  far,  24  states  and  the  District  of 
Columbia  have  instituted  electricity 
deregulation.  In  almost  every  case, 
the  process  has  suffered  bumps  along 
the  way,  largely  because  deregulation 
is  being  attempted  during  a  period  of 
short  power  supplies  and  escalating 
demand.  But  other  states  are  hurting 
less  because  utilities,  regulators,  and 
lawmakers  have  done  a  better  job  ad- 
justing to  problems.  "Deregulation  is 
an  ongoing  process,"  says  David 
Flanagan,  a  spokesman  for  New  York 
Public  Service  Commission,  which 
regulates  utilities.  "It  requires  con- 
stant attention." 
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state  began  building  new  power 
plants.  To  speed  up  the  process,  its 
largest  utility,  Commonwealth  Edison 
Co.,  released  a  list  of  sites  in  rural 
or  industrial  areas  where  the  locals 
wanted  the  jobs  or  property  taxes 
that  new  plants  would  bring.  Terry 
S.  Harvill,  a  commissioner  on  the  Illi- 
nois Corporate  Commission,  which 
regulates  utilities,  figures  that  new 
plants  are  now  producing  enough 
new  electricity  to  supply  3.8  million 
homes.  That's  been  a  key  factor  in 
keeping  rates  low. 

Another  big  California  headache: 
Utilities  and  power  producers  had  to 
buy  and  sell  electricity  on  a  last- 
minute  daily  basis  through  a  pooled 
common  entity  called  the  Power  Ex- 
change. Contrast  that  with  Pennsyl- 
vania, which  allowed  its  utilities  to 
buy  power  from  whomever  they 
wanted.  Pittsburgh's  DQB  Inc.,  the 


parent  of  Duquesne  Light  Co.,  trum- 
peted late  last  year  that  it  had  signed 
long-term  power  contracts  that  will 
cut  consumers'  power  bills  by  21%. 
Even  in  states  where  deregula- 
tion's benefits  have  yet  to  be  demon- 
strated, a  more  incremental  approach 
to  putting  on  the  brakes  has  avoided 
California's  run-away-freight-train 
scenario.  In  New  York,  as  in  Califor- 
nia, utilities  sold  many  of  their  pow- 
er plants  as  part  of  deregulation. 
But,  unlike  in  California,  utilities  had 
provisions  that  allowed  them  to  pass 

rising  fuel  costs  to 
FIRED  UP 
„'„.„„..„„  consumers.  When 

Protesters  in    Prices  jumped, 

.  state  regulators 

San  FranClSCO   instituted  price 

want  reform.    caPs  on  wholesale 


Long-term 
energy 
contracts  are 
one  answer 


power  sales  and 
pressed  the  utili- 
ties to  reduce 
their  transmission 
and  distribution 
costs.  Prices  have 
gone  up  in  New 
York  City,  but  not  as  much  as  if  con- 
sumers had  been  totally  exposed. 
And  no  one  is  worried  about  New 
York  State  utilities  going  bankrupt. 
If  it's  any  consolation  to  Californi- 
ans,  the  British  deregulation  model 
upon  which  its  reforms  are  largely 
based  also  ran  into  huge  snafus  early 
on,  but  it  is  now  working  much  bet- 
ter. Prices  rose  dramatically  in  the 
early  1990s.  Wholesale  price  caps 
were  implemented  and,  later,  wind- 
fall-profit taxes  placed  on  power  sup- 
pliers. Over  100,000  coal  miners  were 
put  out  of  work,  and  utilities,  too,  cut 
their  employee  rosters  by  half. 

More  recently,  the  country's  power 
pool,  similar  to  California's  Power 
Exchange,  was  revamped  to  facilitate 
longer-term  contracts.  Retail  power 
prices  have  declined  30%  in  England 
over  the  past  decade.  The  message 
for  California:  Just  talking  about 
what  to  do  won't  solve  any  problems, 
But  with  careful  monitoring,  mea- 
sures can  be  taken  to  prevent  a  cri- 
sis and  ease  the  transition  to  a  freer 
market — where  rates  ultimately  do 
come  down. 


Palmeri  covers  energy  issues. 
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way  our  YEPP  MP3  player  creates  the  perfect  soundtrack  to  your  life.  And  it's  how  our  fun  features  and 
practical  solutions  will  make  your  day.  Enjoy  your  Samsung  Digital  Experience.  We  made  it  just  for  you. 


Mulli-funclion  monitor. 
The  first  true  TV/computer 
monitor  that  combines 
superior  high-resolution  image 
quality  with  the  contemporary 
beauty  of  sleek  design. 


The  YEPP  portable  MP3 
music  player  allows  you  to 
download  music  and  enjoy  a 
"skip  free"  digital  experience. 


Picture  perfect.  The  ultimate 
HDTV  experience  —  superio 
picture  definition  but  flatter 
and  more  compact  than  a 
standard  big-screen  TV. 


The  world's  first  wireless 
phone  that  allows  you 
to  download  and  play  MP3 
music  files. 
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WASHINGTON 


NOT  SO  FAST  WITH  THAT 
TAX  CUT,  PARDNER 

Neither  the  political  backing  nor  the  bucks  may  be  there 


During  the  Presidential  race,  George 
W.  Bush  portrayed  his  $1.6  trillion, 
10-year  tax  cut  as  a  long-term  plan 
to  gradually  return  a  chunk  of  the  pro- 
jected budget  surplus  to  taxpayers.  His 
idea:  Slowly  phase  in  the  cuts  to  track 
the  rise  in  federal  black  ink. 

That  was  before  Bush  and  most  of 
Washington  fell  into  recession  panic. 
Now,  both  the  incoming  President  and 
congressional  Democrats  are  looking  to 
speed  up  that  tax  cut  to  get  quick  cash 
into  the  hands  of  wary  consumers. 

Sounds  good  in  theory — but  actually 
providing  such  recession  insurance  will 
be  tough.  A  big  countercyclical  tax  cut 
will  run  into  serious  political,  economic, 
and  budgetary  problems.  For  starters, 
economists  doubt  it  would  work.  There 
is  no  consensus  on  the  details.  And 
short-term  budget  surpluses  are  too 
small  to  pay  for  a  big  tax  cut  without 
touching  Social  Security  reserves — a 
step  both  parties  insist  they  oppose. 

Such  problems  haven't  stopped  those 
economists  who  do  believe  in  tax  stim- 
ulus from  arguing  for  a  hefty  cut  to 
significantly  boost  consumer  spending. 
"We  need  something  like  a  $100  billion  a 
year,"  figures  Albert  Wojnilower,  eco- 
nomic consultant  to  Monitor  Clipper 
Partners,  an  investment  firm. 

Right  now,  though,  that  money  isn't 
available.  The  non-Social  Security  sur- 
plus in  2001  is  expected  to  be  $75  bil- 
lion— too  small  for  both  a  pump-priming 
tax  cut  and  new  spending  Bush  favors 
for  education,  defense,  and  other  priori- 
ties. That's  why  he  originally  contem- 
plated no  tax  cut  at  all  for  fiscal  2001 
and  only  $21  billion  for  fiscal  2002. 
WHY  WAIT?  Nonetheless,  a  quick 
tax  reduction  is  Washington's 
latest  fad.  Supply-siders 
say  cut  rates  now,  regard- 
less  of  the  fiscal  conse- 
quences. Business  wants 
fast  tax  breaks,  too.  "I'd 
be   supportive    of  some- 
thing that  can  be  worked 
out  in  the  near  term  as 
opposed  to  something  that 
will  take  two  years  to  get 
through  Congress,"  says 
Michael  C.  Ruettgers,  CEO 
of  EMC  Corp.  And  Democ- 
rats such  as  House  Minor- 
ity   Leader    Richard    A. 
Gephardt  are  also  embrac- 


ing a  stimulative  tax  cut.  There's  even 
talk  of  backdating  it  to  Jan.  1,  2001. 

But  if  many  agree  with  the  principle, 
there's  little  consensus  on  the  best  way 
to  accelerate  a  tax  reduction.  While  most 
economists  doubt  fiscal  policy  can  fine- 
tune  the  economy,  they  agree  that  if  the 
feds  are  going  to  use  taxes,  the  best  way 
is  to  trim  rates.  Bush  campaigned  on  a 
plan  to  cut  rates  for  all  taxpayers  by 
2006.  That  would  cost  $125  billion  annu- 
ally. Now,  he  may  try  to  speed  up  the 
rate  cuts,  although  he  would  likely  have 
to  trim  them  for  rich  taxpayers. 

In  part,  that's  because  Hill  Democrats 
will  never  agree  to  big  tax  breaks  for 
the  wealthy.  Instead,  they  would  cut 
rates  for  working-class  taxpayers  and 
may  add  proposals  for  a  more  gener- 
ous Earned  Income  Credit  and  a  boost 


in  the  child  credit — an  idea  candidate 
Bush  embraced.  But  they'll  likely  insisl 
on  retaining  some  of  the  non-Social  Se- 
curity surplus  for  deficit  reduction,  thus 
blunting  the  impact  of  their  tax  cuts. 

And  what  of  Corporate  America?  It 
too,  backs  rate  cuts,  but  also  wants 
some  money  to  stimulate  capital  spend 
ing.  Says  James  Y.  Hunt,  president  o 
the  Chantilly  (Va.)  technology  consulting 
firm  EYT  Inc.:  "Both  corporate  and  per 
sonal  tax  relief  need  to  be  considered.' 
TOO  SLOW.  Some  execs  would  restore 
the  Investment  Tax  Credit,  an  immedi 
ate  write-off  to  offset  the  cost  of  nev 
equipment.  But  that  old  Democratic  ide; 
isn't  likely  to  get  much  support  fron 
the  Bushies.  More  popular  are  proposal; 
to  speed  up  depreciation  write-offs  fo* 
capital  equipment,  especially  high-tec] 
gear.  Also  possible:  tax  breaks  for  th 
oil  industry.  But  such  ideas  are  bot] 
costly  and  complicated. 

Another  tack  would  be  to  provide  re 
lief  from  the  marriage  penalty  and  th 
estate  tax — ideas  that  have  broad  b: 
partisan  support.  But  neither  would  d 
much  for  the  economy  now. 

If  it  continues  to  sour,  chances  for 
big  stimulative  tax  package  grow.  But  i 
the  slowdown  seems  modest,  Bush  an 
Congress  will  likely  embrace  a  tax  stiir 
ulus  that's  mostly  symbolic.  And  tha 
will  leave  the  fine-tuning  where  mos 
economists  think  it  belongs — at  the  Fee 

By  Howard  Gleckman  and  Ric 
Miller  in  Washington,  with  Ann  TJwres 
Palmer  in  Chicago  and  Williat 
Symonds  in  Boston 
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BUSH'S  RECESSION  INSURANCE'  TAX  CUT 


►  OVERALL  RATE  CUTS 

Best  way  to  get  the  quickest  cut  to  the 
most  people.  But  politically  dicey — and  a 
substantial  cut  would  be  costly. 

►  DOUBLE  THE  CHILD  CREDIT  TO  $1,000 

More  popular  with  Democrats.  But  what 
about  singles  and  families  without  kids? 


►  MARRIAGE-PENALTY  RELIEF 

Bush's  version  is  modest  in  size  and  would 
put  money  in  the  hands  of  only  certain  two 
earner  families. 


►  ESTATE-TAX  RELIEF 

At  $50  billion  a  year,  it  is  real  money.  But 
hard  to  sell  as  anti-recessionary. 
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COMMENTARY 


By  Michael  Mandel 


WHY  A  SECOND-HALF  SLUMP  GOULD  STILL  KICK  IN 


The  U. S.  economy  is  teetering  pre 
cariously  on  the  edge  of  a  sharp 
divide.  On  one  side,  all  the  ingre- 
dients are  in  place  for  a  truly  nasty 
recession  as  a  slumping  technology 
sector,  a  slowing  economy,  and  a 
falling  stock  market  feed  off  one  an- 
other. On  the  other,  Federal  Reserve 
Chairman  Alan  Greenspan,  with  his 
bold  move  to  cut  inter- 
est rates,  is  clearly 
willing  to  act  aggres- 
sively to  prevent  an 
economic  unraveling. 

Which  of  these  two 
forces  are  likely  to 
prevail?  In  the  wake 
of  the  rate  cut,  many 
investors  and  econo- 
mists assumed  that 
Greenspan  had  taken 
care  of  the  impending 
downturn.  Sure, 
growth  in  the  first  half 
of  2001  would  be  weak 
because  easier  money 
works  with  a  lag.  But 
the  conventional  wis- 
dom holds  that  the 
second  half  would  be 
much  better. 
FALSE  HOPE?  That  as- 
sumption, though,  may 
be  just  a  little  too 
easy.  Lower  rates  may 
bump  up  housing  and 
auto  sales,  but  such  Old  Economy  in- 
dustries will  not  be  enough  to  revive 
growth.  Instead,  the  prospects  for 
the  second  half  depend  on  such  New 
Economy  factors  as  the  behavior  of 
venture  capitalists,  the  size  of  tech- 
nology-driven job  cuts,  and  the  will- 
ingness of  companies  to  keep  invest- 
ing. Those  are  the  forces 
determining  whether  the  economy 
will  recover  or  swoon  further. 

A  sharp  pullback  by  venture  capi- 
tal investors  later  this  year,  for  ex- 
ample, could  help  trigger  a  deeper 
slump.  Up  to  now,  venture-capital 
cash  has  kept  flowing  at  high  levels, 
despite  the  dot-com  collapse.  Third- 
quarter  vc  outlays  ran  at  a  $104  bil- 
lion annual  rate,  according  to  the  Na- 
tional Venture  Capital  Assn.,  just 
under  their  early  2000  peak.  And  the 
money  keeps  coming.  On  Jan.  8 


Calient  Networks  Inc.,  a  developer 
of  optical  high-speed  switches,  an- 
nounced that  it  had  received  $195 
million  in  new  equity  funding  from  a 
group  of  venture-capital  firms  and 
communications  equipment  makers. 
Still,  it's  too  soon  to  celebrate.  It 
takes  about  a  year  or  so  for  venture 


ers.  That  would  be  far  different  than 
during  the  boom,  when  growth  was 
so  strong  that  many  companies  could 
boost  productivity  without  cutting 
back  on  jobs.  Now,  as  the  economy 
slows,  companies  will  face  much 
tougher  decisions.  Investments  in 
new  technology  can  cut  costs,  but 
most  of  the  savings  will  have  to  come 
from  labor,  which  accounts  for  the 
biggest  chunk  of  most  corporate  bud- 
gets. In  other  words,  without  the 
growth  to  absorb  gains  from  higher 
productivity,  something  has  to  give, 
and  that  something  will  likely  be 
jobs.  So  if  the  economy  stays  weak, 
companies  may  make  deep  job 

cuts — and  that  could  hobble  con- 
^    sumer  spending. 

Next,  business  investment 
could  slide  further  in  the  sec- 
ond half  than 
expected.  A 
hallmark  of  the 
New  Economy 
has  been  soaring  capital  spending, 
which  rose  from  an  average  of  about 
8%  of  gross  domestic  product  in  the 
1980s,  to  a  stunning  11%  in  the  third 
quarter  of  2000. 

If  the  slowdown  is  relatively  mild, 
most  businesses  will  try  to  keep  up 
these  very  high  rates  of  spending. 
But  a  lengthy  downturn  will  make  it 
much  harder  to  justify  laying  out 


Greenspan's  fast  response  may  not  be 
enough  to  stimulate  a  recovery  by  midyear 


outlays  to  react  to  a  stock  market 
downturn.  Starting  in  late  spring  and 
summer,  venture  capitalists  will  come 
under  increasing  pressure  to  sharply 
limit  the  money  they  invest,  especial- 
ly if  the  stock  market  is  still  slug- 
gish. Such  cutbacks  would  remove 
one  of  the  major  supports  for  the  all- 
important  tech  sector.  In  addition,  a 
venture  pullback  would  dramatically 
weaken  the  still-tight  labor  market 
for  it  workers. 

Indeed,  the  unemployment  rate  in 
the  second  half  could  be  driven  up 
further  if  businesses  become  more 
aggressive  in  using  cost-saving  infor- 
mation technology  to  replace  work- 


money  now  for  an  investment  that 
may  not  pay  off  for  years,  even  with 
lower  interest  rates.  Especially  hard 
hit  will  be  telecommunications  com- 
panies, which  are  investing  enormous 
sums  with  uncertain  returns.  The  re- 
sult could  be  a  downturn  in  capital 
spending  that  will  drag  down  produc- 
tivity and  growth. 

Greenspan  has  acted  with  remark- 
able speed.  But  no  one  has  ever  seen 
a  tech-driven  downturn  like  this  one 
before.  The  danger  of  a  second-half 
slump  remains  very  real. 

Mandel  covers  the  New  Economy's 
ups  and  downs  from  New  York. 
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COMMENTARY 


By  Jim  Kerstetter  &  Spencer  E.  Ante 

SOFTWARE  MAKERS  HIT  THE  ENDANGERED  LIST 


Inktomi  Corp.  ceo  David  Peter- 
schmidt  was  one  of  the  few  Silicon 
Valley  execs  who  wasn't  laughed 
at  when  he  boasted  that  his  Internet 
company  would  some  day  top  $1  bil- 
lion in  revenues.  Inktomi's  search 
and  networking  technology  had 
quickly  become  a  cornerstone  of  the 
Net,  and  Wall  Street  bought  into  the 
company's  growth  gospel,  sending  its 
stock  to  an  intraday  high  of  $241  on 
Mar.  20,  2000.  And  even  after  the 
tech  rout  pummeled  shares  through 
the  summer  and  early  fall,  shares  of 
Inktomi  held  up  better  than  most. 

But  the  reality  of  a  tech  downturn 
is  turning  Peterschmidt's  predictions 
into  a  fairy  tale.  On  Jan.  3,  Inktomi 
warned  that  its  fourth-quarter  rev- 
enues, hamstrung  by  last-minute 
project  cancellations,  fell  nearly  10% 
short  of  analysts'  expectations.  Inkto- 
mi's stock  shed  some  50%  of  its  value 
after  the  warning,  and  now  trades  at 
about  $14. 

What  happened?  Until  recently, 
Net  infrastructure  software  compa- 
nies such  as  Inktomi  looked  like  the 
last  remaining  specks  of  dry  land  in 
a  sea  of  bad  tech  news.  After  PC, 
computer  chip,  desktop  software,  and 
telecom  companies  fell  under  water, 
makers  of  enterprise  software  were 
supposed  to  be  the  sector's  safe 
haven.  That  was  certainly  the  case 
during  the  1990-91  recession,  when 
young  database  companies  grew  five 
times  faster  than  the  rest  of  the 
technology  market. 
CULPRITS.  But  tepid  corporate  spend- 
ing is  starting  to  take  its  toll.  The 
day  after  Inktomi's  bad  news,  Vitria 
Technology  Inc.,  which  makes  soft- 
ware that  connects  big-business  sys- 
tems, also  warned  it  didn't  meet  ex- 
pectations for  the  fourth  quarter.  The 
culprit:  a  drop  in  spending  among 
telecom  customers.  And  more  bad 
news  is  likely.  "I  don't  think  any  part 


PETERSCHMIDT:  Blindsided 

of  Net  infrastructure  is  immune," 
says  Dane  Lewis,  senior  analyst  with 
Robertson  Stephens.  That's  why  Wall 
Street  has  soured  on  some  recent  fa- 
vorites, such  as  data  storage  and  se- 
curity software  companies. 

For  now,  no  one  knows  just  how 
deep  the  spending  cuts  will  go.  Mar- 
ket forecasters  have  pegged  technol- 
ogy spending  to  grow  8%  this  year, 
down  from  a  12%  pace  last  year. 
Those  numbers  are  likely  to  be  re- 
vised down  as  the  year  progresses 
because  they  lag  the  penny-pinching 
sentiment  of  technology  buyers.  In- 
deed, the  expectations  of  the  soft- 
ware companies  themselves  have 


WHICH 
COMPANIES 
ARE  LIKELY 
TO  DO 
WELL? 


ORACLE 

Makes  the  most 
popular  database 
software,  and  its  new 
suite  of  e-commerce 
applications  is 
catching  on 


i2  TECHNOLOGIES 

The  leading 
manufacturer  of 
software  that  helps 
companies'  supply 
chains  become  more 
efficient 


been  off  the  mark.  Inktomi's  fourth 
quarter  was  on  track  until  the  com- 
pany was  blindsided  in  the  last  two 
weeks  of  December. 

Not  all  the  news  has  been  bad. 
Earnings  from  i2  Technologies  Inc. 
and  sap,  both  bigger  companies,  re- 
cently beat  expectations.  And  giants 
Oracle  Corp.  and  bea  Systems  Inc. 
also  say  their  business  is  healthy.  Big 
companies  have  an  edge  since  cus- 
tomers seek  strength  and  stability 
when  choosing  a  software  provider. 

At  first  blush,  then,  the  market 
appears  confused.  But  there  is  a  pat- 
tern to  this  seemingly  erratic  spate 
of  earnings.  The  software  makers 
that  still  are  doing  well — across  the 
board — are  those  that  produce  a 
quick  improvement  in  their  cus- 
tomers' bottom  line.  So  a  company 
such  as  i2,  which  sells  supply-chain 
software  that  cuts  inventory  costs,  is 
far  more  likely  to  hold  up  than  Ink- 
tomi, which  makes  software  that  im- 
proves the  speed  of  a  company's  Web 
site.  "In  an  economic  downturn,  the 
quick  fix  is  emphasized,"  says  Pierre 
Mitchell,  a  senior  analyst  at  amr  Re- 
search Inc.  in  Boston. 

That's  one  reason  Charles  Schwab 
&  Co.  announced,  on  Jan.  10,  a  three- 
year  commitment  to  buy  bea  soft- 
ware, despite  the  gloomy  market. 
bea's  products  will  help  Schwab  take 
advantage  of  the  Java  computer  pro- 
gramming language.  Schwab  Vice- 
President  Ronald  D.  Lichty  says  his 
engineers  can  finish  projects  30% 
faster  if  they  are  working  with  the 
BEA  software.  That  means  Schwab 
does  not  have  to  hire  more  techies  to 
do  painstaking  programming — never 
a  cheap  proposition.  Little  wonder 
that  bea  execs  expect  strong  growth 
for  at  least  the  next  two  quarters. 

It  would  take  a  much  bigger 
downturn  to  derail  projects  such  as 
Schwab's.  But  if  the  economy  heads 
into  a  recession,  ex- 
perts say  all  bets 
are  off.  There  may 
be  no  more  dry  land 
left. 


BEA  SYSTEMS 

The  company's 
so-called  application 
server  has  become 
an  essential  building 
block  of  any  Web- 
based  operation 


Kerstetter  and 

Ante  cover  Internet 
software  companies. 
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1  BREAK  IN  THE  WEATHER 

:0R  MICROSOFT?  NOT  FOR  LONG 

)ne  stock  rally  won't  improve  its  prospects  for  this  year 


w 


hen  Microsoft  Corp.  warned  in- 
vestors in  December  that  it 
would  miss  earnings  expectations 
>r  the  first  time  in  a  decade,  its  shares 
■11  as  hard  as  the  rain  in  Redmond  this 
me  of  year.  But  the  storm  on  Wall 
treet  lasted  all  of  three  days.  In  the 
ist  month,  Microsoft  shares  have 
imbed  27%,  to  $53,  even  as  other  tech 
.ocks  have  suffered.  "In  the  hammering 
ver  the  last  week,  who's  done  well? 
fe  have,"  crows  Microsoft  ceo 
teven  A.  Ballmer. 

But  is  the  market  getting 
lead  of  itself?  Sure,  Microsoft 
is  plenty  to  look  forward  to. 
tart  with  a  host  of  new  products, 
eluding  updates  to  Windows  and 
Ece,  products  which  account  for 
le  lion's  share  of  revenue.  Add  to 
lat  a  Bush  Administration  that's 
ss  likely  to  vigorously  pursue 
te  long-running  antitrust  suit, 
id  the  Fed's  New  Year's  rate 
ke,  and  2001  starts  to  look 
*etty  rosy  for  Gates  &  Co.       <- 

Not  so  fast,  though.  Last 
;ar's  bad  performance  may 
mtinue  at  least  for  the  first 
ilf  of  2001.  The  new  products 
unch  amid  the  worst  tech  slump 

five  years.  And  although  new  fed- 
■al  trustbusters  might  back  off,  its  le- 
il  troubles  are  hardly  over.  "Every 
>mpany  gets  its  moment  in  the  sun. 
icrosoft's  moment  was  for  a  very  long 
me,"  says  cibc  World  Markets  ana- 
st  Melissa  B.  Eisenstat. 
)RE  WEAKNESS.  Indeed,  the 
eptics — and  many  remain — 
>int  to  deteriorating  funda- 
entals  as  reason  enough  to 
:ercise  caution.  Worse,  they're 
■ooked  by  the  sense  that  Microsoft, 
ng  considered  one  of  the  most  adept 
mpanies  at  managing  earnings  news, 
ay  have  lost  that  ability  because  its 
rnings  growth  has  slowed  dramatical- 

The  company  told  analysts  in  De- 
mber  to  cut  earnings  expectations  for 
e  second  quarter  that  ended  Dec.  31 
wn  the  consensus  11%  growth.  Instead, 

Jan.  18,  the  company  plans  to  an- 
■unce  a  more  anemic  rate  of  7%. 

It  may  get  worse  before  it  gets  bet- 
r,  largely  because  the  sales  of  core 

oducts  are  likely  to  remain  sluggish, 
icrosoft  generates  about  40%  of  its 

venue  from  sales  of  the  Windows  op- 


erating system  on  PCs.  But  PC  sales  lan- 
guished throughout  2000.  With  market 
research  firm  IDC  expecting  PC  sales  to 
grow  just  16.6%  this  year,  much  slower 
than  in  recent  years,  Windows  won't 
likely  pick  up. 

It  isn't  just  slowing  consumer  PC  soft- 
ware sales  that  are  crimping  Microsoft. 
Corporate  tech  sales  are  slowing,  too.  A 
recent  Merrill  Lynch  &  Co.  survey  of 


chief  information  officers  found  that  cor- 
porate technology  budgets  will  grow 
only  9%  worldwide,  and  a  scant  5%  in 
the  U.S. — sharp  drops  from  past  rates. 
As  a  result,  Microsoft  needs  to  get 
scrappier  to  bolster  its  profits  from  a  de- 
clining market.  It's  banking  on  the  hope 
that  tightening  tech  budgets  will  boost 
demand  for  its  low-cost  Windows  2000 
operating  system  for  heavy-duty 
servers,  along  with  its  recently  launched 
family  of  software  for  running  e-mail, 
database,  and  Internet  computers. 

But  if  tech  spending  dries  up,  it  will 
be  difficult  to  build  momentum  behind 
many  new  products.  Indeed,  one  of  the 
first  casualties  could  be  the  latest  update 
of  its  Office  word-processing  and  spread- 
sheet software  due  out  this  spring.  At 
barely  two  years  old,  Office  2000  still 
meets  most  users'  needs. 

All  of  which  makes  the  current 
stock  rally  precarious.  Even  Mi- 
crosoft co-founder  Paul  Allen  has 
been  hedging  his  bets.  In  regulatory 
filings  last  month,  he  disclosed  that 
he  is  using  a  complicated   hedging 
/    strategy,  called  a  collar,  to  protect  gains 
if        v\     on  76.15  million  of  his  Microsoft  shares 
^^s^./     in  case  the  stock  falls  further.  Allen, 
who  left  Microsoft's  board  last  fall,  de- 
clined to  comment. 
fe        "BECOMING   NORMAL."  The  mar- 
£'-'w~^f\r>   ket  may  also  be  too  optimistic 
~-ln>>p     over  the  prospects  of  a  speedy 
^Q  ^sT3  ^    end  to  Microsoft's  antitrust 
o  problems.  The  19  state  attor- 
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neys  general  who  are  co-par- 
ties to  the  suit  say  they'll  pur- 
sue the  litigation  even  if  the  new 
administration  doesn't.  And  if  a  new 
U.S.  Attorney  General  backs  off,  Mi- 
crosoft still  has  to  reverse  the  lower- 
court  verdict  ordering  a  breakup. 

Certainly,  Microsoft  is  working  to 
win  back  the  disbelievers,  ceo  Ballmer 
fired  off  an  e-mail  to  all  40,000  employ- 
ees last  month,  laying  out  priorities  for 
2001,  including  plans  to  curb  spend- 
ing. To  keep  employees 
revved  up,  he  sent  another  e- 
mail  on  Jan.  8,  moving  stock 
option  grants  up  from  August  to 
February.  And  overall,  he  remains 
sanguine.  "If  we're  doing  well  competi- 
tively and  the  market  is  not  quite  as 
robust  as  we  expected  it  to  be,  I'm  not 
going  to  feel  terrible  about  that," 
Ballmer  says.  "We're  going  to  make  ad- 
justments and  move  on." 

Nevertheless,  even  Ballmer  has  ac- 
knowledges that  the  days  of  30%  rev- 
enue growth  are  behind  Microsoft.  "The 
aura  of  invulnerability  is  gone,"  says  a 
software  programmer  who  has  worked 
at  the  company  for  five  years.  "We're 
becoming  a  normal  company."  And  that 
may  be  the  most  troubling  news  of  all. 
By  Jay  Greene  in  Seattle 
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FEDEX  FINDS  AN 
OVERNIGHT  PARTNER 

IF  YOU  CAN'T  BEAT  'EM,  JOIN 

'em:  Federal  Express,  which 
has  been  at  loggerheads  with 
the  U.  S.  Postal  Service  ever 
since  it  expanded  into 
overnight  shipping,  said  on 
Jan.  10  it  was  teaming  up 
with  the  Post  Office  on 
overnight  deliveries.  Begin- 
ning next  August,  FedEx  will 
help  transport  the  Postal  Ser- 
vice's expedited  deliveries  on 
its  jets.  The  $6.3  billion  deal 
should  help  the  Postal  Ser- 
vice shrink  its  own  air  fleet 
and  gives  FedEx  the  right  to 
place  more  than  10,000  of  its 
drop  boxes  in  post  offices 
across  the  country.  But  it 
does  little  to  address  the 
Memphis-based  carrier's  big- 
ger problem:  United  Parcel 


CLOSING    BELL 


XEROX  REPAIR 

Troubled  copier  maker  Xerox 
finally  has  some  good  news. 
On  Jan. 10,  shares  jumped 
21%,  to  TA,  after  Xerox  lined 
up  $435  million  in  financing 
from  GE  Capital.  The  loan  is 
secured  by  equipment  leases 
in  Britain.  Xerox,  which  is 
struggling  with  a  heavy  debt 
load,  also  said  that  GE 
might  begin  directly  financ- 
ing the  equipment  of  some 
European  customers.  The 
day  before  the  GE  announce- 
ment, Xerox  countered  ru- 
mors by  saying  it  had  no 
plans  to  file  for  bankruptcy. 


XEROX  STOCK  PRICE 
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Service,  which  has  been  win- 
ning market  share  from 
FedEx  in  e-commerce 
shipments. 

INVESTORS  CANT 
HELP  LOVING  AMAZON 

ALMOST      NOBODY      FIGURED 

Amazon.com  Inc.  would  exit 
the  holidays  unscathed.  In- 
deed, on  Jan.  8  it  reported 
preliminary  fourth-quarter 
sales  of  $960  million,  a  hair 
shy  of  analysts'  expectations. 
But  the  next  day,  investors 
pushed  the  stock  up  10%,  to 
$16.38  a  share.  The  reason: 
Even  in  the  slowest  holiday 
retail  season  in  a  decade, 
Amazon  eked  out  some  good 
news.  As  operating  losses  fell 
to  7%  of  sales,  Amazon's  cash 
and  marketable  securities 
shot  up  to  $1.1  billion,  eas- 
ing concerns  that  it  would 
run  out  of  money.  The 
biggest  worry  now:  slowing 
sales  growth  of  42%,  down 
from  the  50%  some  analysts 
had  forecasted.  If  that  trend 
continues,  the  path  to  profits 
may  stretch  even  further  out. 

PRICELINE  AND 

EXPEDIABURYTHEAX 

NOW  COMES  A  CONCLUSION  TO 

the  big  patent  dustup  be- 
tween Priceline.com  and  Mi- 
crosoft's Expedia.  It  started 
in  October,  1999,  shortly  after 
Expedia's  Web  site  began  of- 
fering a  name-your-own-price 
method  of  buying  hotel  rooms 
that  was  similar  to  Priceline's 
service.  On  Jan.  9,  the  com- 
panies said  they  were  settling 
Priceline's  patent  infringe- 
ment lawsuit.  Expedia  agreed 
to  pay  unspecified  royalties 
to  Priceline.  But  the  settle- 
ment may  be  a  case  of  too 
little,  too  late.  Priceline  once 
commanded  a  $24  billion  mar- 
ket valuation  based,  in  part, 
on  its  supposed  legal  monop- 
oly. Now  its  market  cap  is  in 
tatters  as  competitors  have 
continued  to  chip  away  at  its 
business. 


HEADLINER:  DOUGLAS  CONANT 


After  starring  on  the  ten- 
nis team  at  Northwestern 
University,  Douglas  Co- 
nant  thought  of  turning 
pro.  But  after  sizing  up 
the  competition,  he 
decided  on  grad- 
uate school. 
Now,  his  old 
skills  may 
come  in 

handy:  As  the    \ 
new  chief  of 
Campbell 
Soup,  he'll  have 
to  serve  up  a 
very  smart  turn- 
around strategy. 

Campbell,  which  Conant 
joined  on  Jan.  8,  is  trou- 
bled, ceo  Dale  Morrison  re- 
signed last  March.  Although 
Campbell  has  70%  of  the 
wet  soup  market,  sales  last 
year  slipped  2%,  to  $6.3  bil- 


lion. No  wonder  investors 
sent  the  stock  price  down 
37%  over  the  past  two 
years,  to  $33!^  on  Jan.  10. 
Conant,  49,  is  used  to 
reviving  languishing 

brands.  As  president  h 
wL    of  Nabisco's  snack 
B   and  condiments 
k   division  since 
|   1995,  he  in- 
creased annual 
sales  by  5%  and 

>      earnings  by  15%. 
His  job  at  Camp- 
bell: "Develop  a 
strategy  to  maximize 
shareholder  wealth,  get  a 
team  in  place  to  execute 
that  strategy  quickly,  and 
regain  investor  confidence." 
He  may  not  have  much 
time  to  get  his  backhand  in 
shape. 

Julie  Forster\^ 


.i 


RUBBERMAID'S 
CEO  SEARCH  IS  OVER 

IT  didn't  take  long  for  the 
board  at  Newell  Rubbermaid 
to  find  a  permanent  chief  ex- 
ecutive, though  the  $7  billion 
housewares  giant  did  end  up 
going  far  afield.  Two  months 
after  bouncing  ceo  John  Mc- 
Donough,  Newell  named 
Joseph  Galli  Jr.  president  and 
chief  executive  on  Jan.  8.  Gal- 
li had  been  ceo  of  Vertical- 
Net,  a  B2B  Net  company,  and 
before  that,  president  of 
Amazon.com.  Galli,  42,  isn't 
entirely  new  to  the  house- 
ware biz,  though.  He  started 
out  at  Black  &  Decker. 


NASDAQ  VS.  NYSE: 
THE  SEC  WEIGHS  IN 


WIIK'II     WORKS    BETTER    FOR 

investors — the  New  York 
Stock  Exchange's  central  auc- 
tion market  or  Nasdaq's  net- 
work of  dealers?  On  Jan.  8, 
the   Securities   &  Exchange 


Commission  weighed  in  city,, 
the  30-year  debate  with  a  r<  E] 
sounding  vote  in  the  NYSE  L 
favor.  For  all  but  the  S 
largest  Nasdaq  stocks,  tl  |;> 
sec's  economists  found,  ii  [1 
vestors  face  higher  tradir  ^ 
costs  for  retail-size  orders  | 
fewer  than  500  shares.  F<  L 
the  biggest  issues,  Nasdt  | 
held  an  edge — but,  the  SI 
says,  the  advantage  wasr 
statistically  significant.  N« 
daq  says  the  study  overlool 
the  higher  volatility  of  ij 
stocks  and  downplays  ti 
speed  advantage  of  | 
system. 


ETCETERA... 


■  Sunoco  sold  its  Kendall  M 
tor  Oil  brand  to  rival  Tos 
for  an  undisclosed  amount. 

■  UPS  will  acquire  freig 
forwarding  company  Fritz  I 
about  $450  million  in  stock 

■  Yahoo!  said  its  2001  prol 
and  revenues  will  be  low 
than  analysts'  estimates. 
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LET'S  ALL  WORK  TOGETHER- 
3NGE  WE'VE  NUKED  BUSH'S  CABINET 


Washington's  new  and  much  ballyhooed  spirit  of  biparti- 
sanship was  dealt  a  stunning  blow  on  Jan.  9  when 
Linda  Chavez,  President-elect  George  W.  Bush's  pick 
>r  Labor  Secretary,  withdrew.  But  as  Chavez  went  quietly 
lto  the  night  of  might-have-beens  to  quell  the  furor  over  her 
jpport  for  an  illegal  alien  in  the  early  1990s,  a  cheer  went  up 
t  the  offices  of  the  People  for  the  American  Way.  There,  Di- 
jctor  Ralph  G.  Neas  is  working  overtime  to  organize  a 
)alition  of  interest  groups  to  battle  the  Bush  agenda. 
With  Chavez  out  of  the  way,  Neas  and  his  al- 
js  are  out  for  bigger  game:  Attorney  General 
■mnee  John  Ashcroft.  And  ven  if  Ashcroft 
irvives  the  Senate  confirmation  process,  he 
ill  have  helped  Neas  and  like-minded  liberals 
^constitute  the  coalition  that  waged  war  on 
mservatives  during  the  Reagan/Bush  era.  In- 
uded  are  some  200  interest  groups  that  com- 
ise  the  core  of  the  Democratic  base,  such  as 
ig  Labor,  the  NAACP,  and  the  Sierra  Club, 
hese  are  many  of  the  same  organizations  that 
1987  persuaded  the  Senate  to  reject  U.S. 
jpreme  Court  nominee  Robert  Bork.  Now, 
arful  that  Bush  will  name  a  Bork  clone  to  a 
apreme  Court  vacancy,  the  Left  is  re-arming. 
iCALATlON.  Kate  Michelman,  president  of  the 
ational  Abortion  &  Reproductive  Rights  Ac- 
jn  League,  blames  Bush  for  being  a  divider 
)t  a  uniter.  "The  President-elect  threw  down  ~~ 
e  gauntlet,"  she  says.  Bush  spokesman  Ari  Fleischer,  however, 
ults  special-interest  groups  for  fomenting  "a  showdown  that 
>uld  make  bipartisanship  a  lost  cause." 
Pro-choicers  say  Ashcroft  can't  be  counted  on  to  enforce 
lortion-rights  laws.  African  Americans  fear  he  would  trample 
/il  rights.  Trial  lawyers  worry  that  he  would  weaken  product 
3  ability  laws.  And  while  the  goal  of  these  groups  is  to  defeat 
shcroft,  they  also  want  to  give  Bush  a  taste  of  what's  to  come 
he  nominates  conservative  ideologues  to  the  high  court. 


ASHCROFT:  Wearing  a  target 


"They're  getting  ready  for  the  Supreme  Court  fight,"  says 
gop  strategist  Bill  Dal  Col. 

Largely  dormant  during  the  Clinton  years,  the  Left  reener- 
gized for  November's  elections.  Last  year,  liberal  groups  in- 
creased memberships,  turned  out  the  vote,  and  raised  some  $62 
million  to  help  elect  Democrats.  Now  they're  tapping  into  lin- 
gering unrest  from  the  Presidential  race.  "We  have  a  strong, 
experienced,  angry  constituency,"  says  Nan  Aron,  president  of 
the  social  activist  group  Alliance  for  Justice. 

Ashcroft  critics  claim  they  have  32  votes 
against  his  confirmation.  An  additional  20  sen- 
ators, 6  of  them  moderate  Republicans,  could 
be  in  play.  Liberal  groups  are  counting  on 
heavyweights  such  as  Senator  Hillary  Clinton 
(D-N.  Y.)  to  play  key  roles. 

The  strategy  is  risky.  A  no-holds-barred 
campaign  against  Ashcroft  could  force  the 
Left's  allies  into  a  political  corner:  If  they  don't 
oppose  the  former  senator  from  Missouri,  they 
alienate  supporters;  if  they  do,  they  anger  the 
gop  and  jeopardize  their  legislative  agenda  in 
an  evenly  divided  Senate.  Another  danger: 
Voters  are  fed  up  with  Washington  bickering, 
and  Democrats  who  lead  the  charge  against 
Ashcroft  will  be  portrayed  by  the  Bushies  as 
divisive  partisans. 

Conservatives  are  already  mounting  a  coun- 
terattack. Pro-Ashcroft  radio  ads  were  set  to 
begin  running  in  three  states  on  Jan.  11,  including  Vermont, 
home  to  the  Senate  Judiciary  Committee's  top  Democrat, 
Patrick  J.  Leahy.  He  plans  a  Jan.  16  confirmation  hearing. 

For  a  few  short  weeks,  it  appeared  that  the  tradition  of  al- 
lowing a  new  President  to  have  his  Cabinet  picks  would  return 
to  fashion.  But  with  Chavez  gone  and  Ashcroft  on  the  firing 
line,  all  that  talk  about  coming  together  for  the  good  of  the 
country  is  rapidly  coming  to  grief. 

By  Lorraine  Woeliert,  with  Ricliard  S.  Dunham 


CAPITAL  WRAPUP 


RUNNING  OUT  OF  ENERGY 


►  Commissioner  Curtis  L.  Hebert  of 
;he  Federal  Energy  Regulatory  Com- 
nission  has  been  the  front-runner  to 
)ecome  Bush's  fy,kc  chairman.  He's 
tnti-regulation  and  is  backed  by  fellow 
ifississippian,  gop  Senator  Trent  Lott. 
?ut  Hebert's  nomination  has  been  de- 
ayed  because  of  opposition  from  busi- 
ness, which  actually  wants  more  regs  to 
:eep  energy  prices  in  check.  Such  resis- 
ance  may  open  the  door  to  alternatives 
ike  Pat  Wood,  Public  Utility  Commis- 
ion  of  Texas  chair. 


REVISITING  REIMPORTS 

►  The  Clinton  Administration  may 
have  spiked  a  law  Congress  passed 
last  fall  allowing  reimports  of  prescrip- 
tion drugs  from  countries  where  prices 
are  lower,  but  the  battle  isn't  over. 
Representative  Peter  Deutsch  (D-Fla.) 
has  already  introduced  a  new  bill,  and 
reimportation  supporters  like  Senator 
Jim  Jeffords  (R-Vt.)  say  flaws  cited  by 
the  Clintonites  shouldn't  torpedo  the 
idea.  Worried  drugmakers  argue  that 
adding  a  drug  benefit  to  Medicare  is  a 
far  better  solution. 


CONSOLATION  PRIZE? 

►  Insiders  at  George  W.  Bush's  transi- 
tion team  are  talking  up  PaineWebber 
ceo  Donald  B.  Marron — once  shortlisted 
as  Treasury  Secretary — as  a  potential 
chairman  of  the  Securities  &  Exchange 
Commission.  He's  gaining  over  early  fa- 
vorite James  R.  Doty,  former  sec  gen- 
eral counsel  and  a  Texan  close  to  W. 
The  reason:  Wall  Street,  the  No.  1 
source  of  gop  campaign  cash  in  2000, 
wants  one  of  its  own.  Other  possibilities: 
ex-SEC  General  Counsel  Harvey  Pitt 
and  Citigroup  exec  William  H.  Heyman. 
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low  easy  is  it  to  get  server  computing  without  compromise? 
With  scalable  appliance,  application  and  database  servers 
rom  Dell,  it's  simple.  We  offer  the  performance,  reliability  and 
interoperability  you  need,  plus  the  affordability  you  want. 
Vhich  is  math  we  can  all  understand. 


Dell  |  PowerEdge  Servers 

Expandable  Growth  +  Expert 
Performance  =  No  Compromise. 


Fast: 

Dell1™  PowerEdge™  servers  have  up  to  8  Intel® 
Pentium"  III  Xeon™  700  MHz  processors  with 
72GB1  internal  storage  and  32GB  memory  that 
can  work  for  you. 

Available: 

Dell  PowerEdge  servers  keep  your  e-business 
running  with  Chip  Kill  memory  support;  redun- 
dant hot-pluggable  power  supplies,  hard  drives 
and  cooling  fans;  redundant  load-balancing  NICs 
and  remote  server  management. 

Reliable: 

Dell  PowerEdge  servers  are  available  with  99.9% 
uptime  guarantee2  and  are  tested  in  the  factory 
three  times  before  they  ship. 

Scalable: 

Even  in  multi-platform  environments,  you  can 
add  capacity  as  you  need  it. 

Adaptable: 

Pick  your  operating  system  and  pick  your 
customized  applications,  anything  from 
e-commerce  to  ERR 

Proven  expertise: 

All  of  which  is  how  Island  ECN  matches 
over  230  million  shares  a  day — each  within 
milliseconds  by  using  Dell  PowerEdge  servers 
featuring  Intel  Pentium  III  Xeon  processors. 

Buy  it: 

At  WWW.DELL.COM 
Or  Call  1-800-508-DELL 


Enterprise  servers,  made  easy  with  Dell 


800. 508. DELL 
WWW.DELL.COM 


International  Business 


JAPAN 


WILL  A  WEAKER  YEN 
STRENGTHEN  JAPAN? 

The  Bush  Administration  hopes  so,  but  it's  a  risky  course 


, 


: 


In  the  past  five  years  of  the  Clinton 
Administration,  currency  traders 
could  count  on  this:  Washington 
wanted  a  strong  dollar  and  a  steady 
yen  to  break  Japan  of  using  cheap  ex- 
ports as  a  quick  economic  fix  and  spur 
its  consumers  to  spend  at  home.  The 
Clinton  Administratiqh  is  barely  out  the 
door,  and  foreign  exchange  markets  are 
alreacHa'buzzing  that  tie . 


coast  is  clear  to  sell  the 
yen.  Why?  Realpolitik. 
President-elect  George 
W.  Bush's  team  seems 
resigned  to  the  view 
that  Japan  has  no  al- 
ternative but  to  boost 
exports  to  halt  its  lat- 
j>a£-djawnturn.  Japanese 
policymakers  have 
shifted,  too,  and  are 
taking  advantage  of 
the  ,U.  S.  interregnum 
talk  down  the 
yen.  ~~ 

There      have 


A  TALE  OF 
TWO  CURRENCIES 

Japan  looks  to  a  weak  yen  again 
to  boost  exports  and  growth 


160 


I L 


QUARTERLY  CLOSING  RATES 
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A  YEN  PER  DOLLAR 
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been  no  formal  statements,  but 
remarks  from  both  sides  of 
the  Pacific  are  working  their 
magic  on  the  markets.  In 
December,  Bush's  top  eco- 
nomic adviser,  Lawrence  B. 
Lindsey,    said    the    U.S. 
should     stop     pressing 

MIYAZAWA:  No  interest  in 
action  that  would  prop 
up  the  currency 


Japan  to  stimulate  its  fa 
economy  with  defici  fa 
spending,  even  if  tha  fa 
meant  more  reliance  oi  a 
exports  to  the  U.  S.  Oi  on 
Jan.  5,  Finance  Minis  mf 
ter  Kiichi  Miyazawa  fa 
asked  whether  hi  fa 
would  intervene  t<  me 
support  the  currencj  ipr 
said  "the  yen's  move  fa 
ment  should  be  lef  m 
alone" — whereupon  th  fa 
currency  promptl;  [ 
weakened  further.  No  lj 
body  in  the  U.  S.  ob  $ 
jected  to  that  statement. 

Now  the  slide  is  under  way.  Before  i  mi 
began  to  fall  in  late  November,  the  ye  faj 
had  fluctuated  between  100  and  110  t  fa 
the  dollar  for  over  a  year.  By  Jan.  10,  i  L 
was  over  116.  Merrill  Lynch  &  Co.  St  s*r 
nior  Economist  Jesper  Koll  predicts  i  fa 
will  reach  130  by  June. 

What's  so  bad  about  that?  It  certair  fa 
ly  makes  sense  from  Japan's  point  c  • . 
view,  says  Nicholas  Sargen,  global  mai  I 
ket  strategist  at  J.  P.  Morgan  Chase  <  \ 
Co.'s  private  bank.  After  steep  decline  | 
in  business  investment  and  consume 
spending  in  November  and  a  36%  fall  i 
the  Nikkei  index  since  last  April,  off 
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ials  now  worry  about  a  new  recession. 
■apart  can't  do  pump  priming,"  says 
■rgen.  "Its  deficit  is  10%  of  GDP.  It 
■  no  other  option  but  weakening  the 
uncncy." 

Meanwhile,  Lindsey  on  Jan.  6  re- 
.erated  his  support  for  a  strong  dollar, 
"hat  is  particularly  important  as  the 
I.S.  economy  slows  because  the  policy 
elps  keep  foreign  capital — including 
apanese  cash — flowing  in  to  fund  the 
aping  U.S.  current-account  deficit.  A 
ollar  exodus  would  be  bad  news  during 
time  when  market  psychology  is 
laky.  Keeping  the  dollar  strong  against 
le  yen  is  seen  as  especially  critical  as 
le  greenback  weakens  against  the  euro. 
But  the  yen  slump  does  pose  risks. 
'  the  dollar  goes  over  145  yen,  as  it 
id  in  1998,  U.S.  producers  in  curren- 
t-sensitive heavy  industries  are  sure 
»  protest.  And  they'll  turn  to  incoming 
reasury  Secretary  Paul  H.  O'Neill, 
irmer  chairman  of  aluminum  giant  Al- 
>a  Inc.  If  a  Japanese  export  boom 
•omes  at  our  industries'  expense  at  a 
me  of  a  slowing  economy,"  says  a 
ush  adviser,  "there  is  going  to  be  se- 
ous  domestic  pressure  on  us  to  do 
imething  about  it." 
9DED  PRESSURE.  Some  Japanese  com- 
mies fear  a  backlash.  A  weak  yen  "of 
iurse,  is  good  news  for  us,"  admits 
onda  Motor  Co.  Executive  Vice-Presi- 
mt  Koichi  Amemiya.  Still,  "bearing  in 
ind  the  history  of  trade  friction,  we 
ust  remain  prudent." 
What's  good  for  Japan  may  add  to 
e  pressure  for  South  Korea  and  other 
;porters  in  Asia.  The  engineered  drop 
the  yen  starting  in  mid-1995  made 
ipan's  goods  very  competitive  against 
ose  of  its  Asian  neighbors,  most  of 
hich  had  pegged  their  currencies  to 
e  dollar.  Their  trade  surpluses  and 
serves  evaporated,  setting  the  stage 
r  the  1997  Asian  currency  crisis. 
Now,  a  jump  in  Japanese  exports  due 
a  weak  yen  will  likely  hit  those 
onomies  hard  again.  A  big  portion  of 
Drean  exports  are  semiconductors, 
ips,  petrochemicals,  and  computers, 
tiich  compete  directly  with  Japanese 
tods.  Analysts  have  already  trimmed 
owth  figures  for  Korea  and  several 
her  Asian  nations  partly  because  of 
e  weaker  yen. 

In  all  events,  depreciation  is  nothing 
ore  than  a  short-term  solution  for 
pan.  A  Bush  economic  adviser  said 
much:  "I  don't  know  how  they  get 
t  of  the  box  they're  in  without  sub- 
antial  restructuring,  writing  off  debt, 
ving  a  real  banking  system,  and  get- 
lg  people  to  take  risks."  That's  still 
e  bottom  line. 

By  Brian  Bremner  in  Tokyo,  with 
lia  Lichtblau  in  New  York  and  Rich 
iller  in  Washington 


COMMENTARY 


By  Irene  M.  Kunii 


IT'S  TIME  TO  CUT  NTT  DOWN  TO  SIZE 


At  Nippon  Telegraph  &  Telephone 
Corp.,  Japan's  mighty  phone 
company,  2000  will  be  remem- 
bered as  the  year  it  went  global.  NTT 
DoCoMo  Inc.,  the  wireless  unit  that 
is  67%  owned  by  NTT,  purchased 
stakes  in  mobile  operators  in  Asia, 
Europe,  and  the  U.S.,  including  16% 
of  AT&T  Wireless.  NTT  Communica- 
tions, the  long-distance  and  Internet 
service  provider,  bought  American 
isp  Verio  Inc.  outright.  As  regulatory 
barriers  have  come  down,  NTT  has 

joined  the  likes  of  Deutsche    

Telekom  and  Vodafone  Air- 
Touch  in  staking  out  turf  in 
the  global  marketplace. 

There's  just  one  flaw  in 
this  picture:  Japan 
itself  isn't  part  of 
the  new  competi- 
tive landscape. 
Some  14  years  af- 
ter Japan's  telecom 
deregulation  be- 
gan, NTT  still  con- 
trols 50%  of  long- 
distance business, 
60%  of  wireless, 
and  90%  of  local- 
phone  service. 

The  remedy  is 
simple:  Break  up 
the  NTT  monop- 
oly. The  govern- 
ment took  one 
step  in  1999 
when  it  split  off 
long-distance  and 


INTERNET  CAFE: 

High  costs  are 
constraining 
Japanese  surfers 


i  -4 * 

THE  LAST  KEIRETSU 

Japan's  NTT  Group,  with  $96 
billion  in  sales,  has  five  divisions: 

NTT  COMMUNICATIONS  6,600  em- 
ployees; provides  long-distance,  Inter- 
net access,  and  network  services  for 


Japanese  companies 


ential  Telecommunications  Council, 
made  up  of  academics,  bureaucrats, 
and  business  leaders,  is  recommend- 
ing that  NTT  be  given  three  years  to 
open  up  phone  service  to  competitors 
or  risk  being  broken  up  itself. 
ROLE  MODEL.  Yet  some  important 
changes  need  to  happen  now.  For  in- 
stance, in  fixed-line  Internet  usage, 
Japan's  penetration  rate  is  about 
22%,  compared  with  53%  in  the  U.  S. 
The  main  reason  is  that  Japanese 
have  to  pay  about  100  for  three  min- 
_  utes  of  local  access,  unlike 
Americans,  who  enjoy  flat 
phone  fees.  NTT  is  lowering 
the  price  by  12%,  starting 
in  May,  to  match  those  of 
rivals  now  moving 
into  the  newly 
deregulated  local 
access  market.  But 
don't  expect  any 
major  price  drop 
until  there's  more 
competition.  "Only 
[that  way]  do  you 
get  better  prices 
and  technology," 
says  Softbank 
Corp.  boss 
Masayoshi  Son. 

To  get  real 
change,  the  bu- 
reaucrats should 
spin  off  NTT  Com- 
munications and 
NTT  East  and  West 
as  independent 


divided  the  local        "V*"™.^1"^™ companies.  If  NTT 


company  into  ntt 
East  and  ntt 
West.  Sounds  like 
a  breakup — ex- 
cept the  units  are 
still  100%  ntt 
owned.  No  won- 
der the  move 
prompted  few 
new  Davids  to 
take  on  the  ntt 
Goliath.  "We're 
like  children  trying  to  fight  a  sumo 
wrestler,"  says  Takeo  Tsukada,  ex- 
president  of  cell-phone  operator  mo 
Corp.,  which  recently  joined  forces 
with  the  kddi  telecom  group  to  try 
to  increase  the  group's  20%  share  of 
the  mobile-phone  market. 

The  good  news  is  that  ntt's  fate  is 
once  again  a  national  issue.  The  influ- 


NTT  EAST  60,000  employees;  local 
phone  service  for  eastern  Japan 

NTT  WEST  68,000  employees;  local 
service  for  western  Japan 

NTT  DATA  54%  owned  by  NTT;  10,000 
employees;  systems  integration  services 

NTT  DoCoMo  67%  owned  by  NTT; 
13,300  employees;  wireless  operator 

DATA:  BUSINESS  WEEK 


needs  proof  of  the 
success  of  privati- 
zation, it  need  look 
no  further  than 
ntt  DoCoMo,  the 
superstar  wireless 
unit  that  now  gen- 
erates 36%  of  NTT 
Group's  sales. 

But  it's  not  just 
NTT  that  needs  to 
change.  A  whole 
tribe  of  politicians  and  bureaucrats 
have  long  taken  the  side  of  NTT 
against  free  competition.  It's  time 
ntt  stopped  hiding  behind  the  politi- 
cians and  started  to  compete  as  one 
company  among  many. 

Kunii  covers  telecommunications 
from  Tokyo. 


BUSINESS  WEEK  /  JANUARY  ?2.  ?001  51 


International  Business 


SOUTH  KOREA 


SO  LONG, 
CORPORATE  REFORM 

Ssangyong's  bailout  shows  how  Seoul  has  lost  its  nerve 


If  any  corporate  dinosaur  is  ready  for 
burial  in  the  graveyard  of  old  Ko- 
rea Inc.,  it  would  seem  to  be  Ssangy- 
ong  Cement  Industrial  Co.  Not  only 
is  Ssangyong  losing  money  making  a 
commodity  that  is  in  huge  oversupply, 
but  as  flagship  of  one  of  South  Korea's 
worst-managed  chaebol,  or  conglomer- 
ate, the  company  has  squandered  bil- 
lions on  ill-advised  forays  into  automo- 
biles, ski  resorts,  and  other  sectors 
unrelated  to  its  core  business. 

But  Ssangyong  Cement  is  instead  a 
poster  child  for  how  corporate  reform  in 
South  Korea,  after  getting 
off  to  an  impressive  start 
after  the  1997  election  of 
President  Kim  Dae  Jung, 
has  degenerated  into  farce. 
Thus,  in  early  January, 
Ssangyong  was  one  of  six 
sick  companies  chosen  to  be 
saved  from  bankruptcy  by  a 
government  bailout.  Under 
orders  from  the  Finance 
Ministry,  state-run  Korea 
Development  Bank,  invest- 
ment trusts,  and   several 

commercial  banks  will  spend   KIM  DAE  JUNG:  Back  in 
up  to  $8  billion  to  buy  risky   the  rescue  business 
bonds  from  companies  un-  ~ 
able  to  repay  debts  due  this  year.  The 
proceeds  will  go  to  wiping  out  loans, 
and  the  KDB  will  try  to  resell  most  of 
the  bonds  with  government  guarantees. 
Seoul  also  plans  to  spend  $10.3  billion  on 
public  works  in  seven  new  cities.  That 
should  generate  lots  of  pork-barrel  con- 
tracts for  Ssangyong  Cement,  Hyundai 
Engineering  &  Construction  Co.,  and 
other  companies  hurting  from  the  coun- 
try's construction  slump. 

True,  the  move  has  breathed  life  into 
Korea's  stock  market,  which  plunged  by 
51%  in  2000  as  concern  over  a  wave  of 
corporate  bankruptcies  fed  fears  of  an- 
other financial  crisis.  Combined  with  the 
U.S.  Federal  Reserve  interest  rate  cuts, 


which  raised  hopes  of  stronger  exports 
to  America,  Korea's  Kospi  Index  jumped 
17%,  to  590,  in  the  first  six  trading  days 
of  this  year,  before  falling  again. 

But  the  long-term  damage  of  gov- 
ernment intervention  could  be  severe.  It 
risks  weakening  the  balance  sheets  of 
institutions  that  will  now  be  pressured 
to  buy  corporate  junk.  And  by  sending 
the  message  that  practically  any  large 
Korean  company  now  qualifies  as  too 
big  to  fail,  any  remaining  confidence 
that  Seoul  is  serious  about  cleaning  up 
the  chaebol  has  been  shattered.  "The 
bureaucrats  have  revealed 
their  true  nature,"  declares 
economist  Lee  Dong  Gull 
of  the  semi-official  Korea 
Institute  of  Finance.  "They 
never  fully  embraced  radi- 
cal steps  to  pull  the  plug 
from  sick  companies." 

Ssangyong  Cement  is  a 
good  example  of  a  compa- 
ny not  worth  saving,  critics 
say.  Cases  can  be  made  for 
salvaging    the     likes     of 
Hyundai   Electronics    In- 
dustries Co.  and  Daewoo 
Motor  Co.,  which  are  in 
strategic  sectors  and  sup- 
port    thousands     of    suppliers.     But 
Ssangyong  Cement  is  in  a  crowded,  low- 
tech  sector.  Korea  has  seven  cement 
makers,  which  operate  at  just  two-thirds 
of  their  55  million-ton  capacity. 
ALBATROSS.  Ssangyong's  biggest  alba- 
tross, though,  is  the  massive  debt  it 
compiled  in  the  1990s  through  wild  di- 
versification. Originally  a  textile  com- 
pany, Ssangyong  expanded  into  cement 
and   other  construction-related   busi- 
nesses in  the  1960s.  When  Kim  Suk 
Won,  son  of  the  group's  founder,  took 
over  in  1975,  he  plunged  into  heavy  ma- 
chinery, paper,  financial  services,  and  a 
ski  and  golf  resort,  his  pet  project.  He 
also  entered  Korea's  glutted  car  indus- 


try. Ssangyong  Cement 
took  major  stakes  in 
these  businesses. 

To  his  credit,  Kim 
was  one  of  the  first 
chaebol  chiefs  to  radical- 
ly restructure  after  the 
1997  crash.  To  reduce 
the  group's  $5.5  billion 
debt,  he  sold  the  paper, 
oil  refining,  and  securi- 
ties units  and  half  the 
ski  resort  and  peddled  a 
third  of  Ssangyong  Ce- 
ment to  Japan's  Taiheiyo 
Cement  Corp.  In  1998, 
he  sold  money-losing 
Ssangyong  Motor  to 
Daewoo  Motor.  He  now 
is  negotiating  to  sell  a 
telecom  business  to 
Newbridge  Capital  Inc. 
and  Cariyle  Group  of  the 
U.S.  for  $239  million. 

Trouble  is,  Ssangyong 
is  still  under  water — and 
it's  running  out  of  assets 
to  hock.  To  complete  the 
sale  to  Daewoo,  Ssang- 
yong had  to  assume  $1.4 
billion  of  the  auto  unit's 
debt.  But  it  has  lost 
some  $700  million  in  the 
past  two  years  and  has 
survived  only  because 
creditors  have  repeated- 
ly rolled  over  debt.  The 
domestic  bond  market 
has  no  appetite  for  Ssangyong  pa|il 
Raising  capital  in  Korea's  comat« 
stock  market  and  from  banks  also| 
out  of  the  question. 

With  so  many  companies  in  d 
trouble,  last  fall  it  seemed   the  gr< 
shakeout  of  Corporate  Korea  was 
to  begin — until  the  government  step] 
in.  Ssangyong,  given  the  chance  to  er 
debt,  much  of  it  carrying  13%  inter* 
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lopes  it  can  now  become  profitable,  says 
spokesman  Lee  Sang  Chan.  But  unless 
1  ^editors  cut  it  more  slack,  analysts  say 
Ssangyong  is  unlikely  to  earn  enough 
;o  pay  the  $186  million  in  interest  due 
pt  ,his  year.  Kim  has  resigned  as  chair- 
it  nan.  Japan's  Taiheiyo  will  now  control 
lalf  of  the  board,  but  current  Ssangyong 


managers  will  make  up  the  other  half. 
The  big  question  is  why  Ssangyong 
must  survive.  One  less  big  player  would 
help  Korea's  other  struggling  cement 
makers  break  even.  Nor  is  the  cash 
crunch  over.  Because  kdb  has  only  $3.3 
billion  in  capital,  it  hopes  to  unload 
Ssangyong  paper  on  reluctant  trust 


A  GROWING 
LIST  OF  RESCUES 

SSANGYONG  CEMENT 

Hit  by  a  cement  glut  and  its 
splurge  in  autos,  resorts,  and 
heavy  machinery,  it's  been 
kept  alive  by  government  in- 
tervention. Debt:  $2.5  billion. 

HYUNDAI  ENGINEERING 

With  $1.2  billion  in  bonds 
coming  due  this  year,  Korea's 
biggest  civil  engineering  firm 
was  saved  in  December  when 
state-controlled  banks  rolled 
over  loans  and  agreed  to  buy 
new  bonds.  Debt:  $3.4  billion. 

HYUNDAI  ELECTRONICS  A 

plunge  in  memory-chip  prices 
is  bad  news  for  this  company, 
which  has  $1.7  billion  in  debt 
coming  due  before  July.  Debt: 
$6.2  billion. 

SUNGSHIN  CEMENT  This 
major  cement  maker  expand- 
ed recklessly  after  the  1997 
crisis  and  now  is  in  trouble. 
Debt:  $874  million. 

DATA:  BUSINESS  WEEK 

funds  and  banks.  The 
strong-arming  has  begun. 
Korea  First  Bank,  the  only 
Korean  bank  run  by  a  for- 
eign investor— Newbridge — 
has  refused  to  buy  Ssangy- 
ong bonds  despite  many 
calls  from  financial  regula- 
tors. Officials  have  hinted 
that  if  Korea  First  doesn't 
play  ball,  it  won't  get  help 
should  it  run  into  a  liquidity 
crunch.  "This  is  exactly  why 
the  Korean  banking  system 
needs  a  foreign  player  who 
can  say  no,"  insists  a  Korea 
First  executive. 

It's  a  sign  of  how  badly 
the  reform  effort  has  de- 
railed when  the  regulators 
charged  with  cleaning  up 
the  banks  are  now  pushing 
them  to  take  junk  bonds. 
Some  $52  billion  in  corpo- 
rate bonds  are  coming  due 
this  year,  and  Seoul  is  eager  to  force 
creditors  to  roll  much  of  it  over.  This  is 
because  "the  financial  market  has  re- 
mained dysfunctional,"  explains  Finance 
Ministry  Deputy  Director  Han  Seung 
Woo.  So  it's  clear  what  to  expect  from 
Seoul:  more  corporate  bailouts.  As  the 
debt  fuse  sizzles  and  the  will  to  reform 
fades,  Korea  Crisis  II  may  be  looming. 
By  Moon  Ihlwan  in  Seoul 
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COMMENTARY 


By  Jack  Ewing 


GERMANY  SHOULD  HANG  ON  TO  AN  OLD  HELL-RAISER 


The  riot  cop  lies  on  the  ground, 
helmet  ripped  away.  Three  long- 
haired demonstrators  kick  him  in 
the  gut  and  flee.  An  ugly  scene — and 
all  the  more  shocking  because  one  of 
the  young  toughs  is  German  Foreign 
Minister  Joschka  Fischer. 

Everyone  in  Germany  knew  Fisch- 
er, 52,  was  a  leftist  hell-raiser  in  the 
1960s  and  '70s.  But  rediscovered  pho- 
tos from  a  1973  demonstration  in 
Frankfurt  give  his  past  a  grim  imme- 
diacy— even  though  the  policeman  he 
beat  sustained  no  permanent  injuries. 
The  photos  revived  an  old  debate 
about  how  tight  Fischer 
was  with  the  extremists 
who  staged  assassinations, 
set  off  bombs,  and  hijacked 
planes  to  advance  their 
Marxist  cause. 

In  the  worst  case,  the 
controversy  could  force  Fis- 
cher to  resign.  That  would 
be  a  deep  loss  for  Germany 
and,  for  that  matter,  Eu- 
rope. As  disturbing  as  his 
past  behavior  was,  Fischer 
has  become  an  indispens- 
able figure  in  Chancellor 
Gerhard  Schroder's  govern- 
ment and  a  persuasive  ad- 
vocate for  a  more  united 
Europe.  Fischer  is  one  of 
the  most  refreshing  voices 
anywhere  in  politics.  In 
fact,  his  legendary  journey  from 
radicalism  to  legitimacy  pulled  a 
whole  generation  of  Germans  in 
its  wake.  He  should  keep  his  job. 

That  may  not  be  easy.  On  Jan. 
16,  Fischer  is  scheduled  to 
testify  in  the  trial  of  an 
old  friend,  Hans- 
Joachim  Klein,  who  is 
accused  of  taking 
part  in  a  1975  terror- 
ist attack  in  Vienna. 
Klein  spent  two 
decades  on  the  lam 
before  authorities 
captured  him  last 
year.  He  also 
happens  to  be 
one  of  the  men 
trampling  the 
Frankfurt  cop. 
Now,  Klein  wants 


Fischer  to  help  the  judge  understand 
the  anger  of  those  times.  At  least  until 
then,  Fischer  will  be  on  the  defensive. 
The  timing  could  hardly  be  worse 
for  Schroder,  whose  Cabinet  is  in  tur- 
moil. On  Jan.  10,  Health  Minister  An- 
drea Fischer  and  Food,  Agriculture 
and  Forestry  Minister  Karl-Heinz 
Funke  quit  amid  charges  they  reacted 
slowly  to  the  threat  of  beef  products 
contaminated  by  mad  cow  disease. 
Transport  Minister  Reinhard  Klimmt 
left  in  November,  tainted  by  a  scandal 
about  party  finances.  And  Finance 
Minister  Hans  Eichel,  architect  of 
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Ml     Fischer  journeyed  from 

^m  radicalism  to 

j    legitimacy,  influencing  a 
generation 

German  tax  reform,  is  under 
fire  for  his  use  of  government 
aircraft  on  trips  that  may  not 
have  been  strictly  business. 

Fischer's  departure  would 
be  a  further  disaster  for 
Schroder.  Fischer  has  been 
instrumental  in  helping 
Germany  emerge  from  the 
long  shadow  of  World  War 
II  and  play  a  more  active 
international  role.  His 
leftist  past,  far  from 


being  a  liability,  insulated  him  from 
charges  that  he  was  leading  a 
neonationalistic  grab  for  hegemony. 
Fischer  is  also  a  force  for  bolstering 
the  political  unity  Europe  needs  to 
underpin  its  common  currency,  and  a 
major  reason  Germany's  socialists 
have  an  effective  working  coalition 
with  the  Green  party,  of  which  Fisch- 
er is  a  leading  member.  "I  won't  say 
the  coalition  would  fall  apart"  if  Fis- 
cher resigned,  says  Commerzbank  an- 
alyst Eckart  Tuchtfeld.  "But  it  would 
be  a  heavy  blow." 

SEEING  GREEN.  Can  Fischer  hold  out? 
The  opposition  Christian 
Democratic  Party  Chairman 
Angela  Merkel  says  Fisch- 
er's "doubtful  past"  damages 
Germany's  prestige  abroad, 
but  hasn't  yet  called  for  his 
resignation.  Fischer  also  has 
to  worry  about  enemies  in 
his  own  party,  particularly 
Green  "fundamentalists" 
who  think  he's  sold  out  par- 
ty principles.  Even  Schroder 
sometimes  seems  to  resent 
Fischer's  popularity. 

The  pressure  could  rise 
if  more  damaging  evidence 
surfaces.  For  example, 
some  old  comrades  say 
Fischer  tacitly  backed  the 
use  of  Molotov  cocktails  in 
— •       a  1976  demonstration  that 
left  a  police  officer  badly  burned.  In 
an  interview  with  weekly  Der 
Spiegel,  Fischer  denies  he  ever  went 
that  far.  He  turned  away  from  vio- 
lence, he  says,  after  a  man  he  knew 
casually  from  the  leftie  scene  helped 
hijack  an  Air  France  flight  from  Tel 
Aviv  in  1976  and  forced  it  to  land  in 
Entebbe,  Uganda.  When  the  hijack- 
ers separated  Jewish  passengers 
from  others,  Fischer  says,  he  real- 
ized the  German  radicals  were  on 
their  way  to  repeating  the  horrific 
deeds  of  their  Nazi  elders. 

Schroder  is  clever  enough  to  realize 
that  Fischer's  departure  would  shake 
the  whole  government.  He  will  stand 
by  his  foreign  minister  as  long  as  pos- 
sible. He  now  has  to  hope  German 
voters  will  stand  by  Fischer  as  well. 


Ewing  ia  Fra/nkfiirt  Inn-can  chief. 
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MEXICO 


CAN  FOX  MAKE  MEXICO 
A  NATION  OF  HOMEOWNERS? 

The  first  task:  vastly  boost  mortgage  lending 


Each  year,  700,000 
weddings  take 
place  in  Mexico. 
The  vast  majority  of 
hese  newly  married 
ouples  have  nowhere 
o  live  and  start  out 
mnking  with  inlaws. 
i/Iany  will  go  on  to 
mild  their  own  homes, 
me  cinder  block  at  a 
ime.  A  lucky  few  may 
eventually  qualify  for 
i  government-subsi- 
lized  mortgage.  Only 
he  wealthiest  will  be 
ible  to  buy  a  house 
lutright,  usually  with 
he  help  of  relatives. 

With  Mexico's  baby 
>oomers  now  coming  of 
ige,  the  housing  short- 
all  is  estimated  at 
ome  6  million.  Mexi- 
co's new  president,  VI- 
ente  Fox,  has  vowed 
o  attack  the  problem, 
lis  ambitious  goal:  to 
nore  than  double  con- 
traction of  new 
lomes,  from  320,000 
ast  year  to  750,000  by 
1006,  at  an  annual  cost 
•f  $20  billion. 

To  finance  the  flurry  of  new  building, 
he  Fox  administration  is  contemplating 
m  array  of  reforms,  ranging  from  an  ex- 
>anded  system  of  housing  subsidies  to 
he  creation  of  a  national  mortgage  bank, 
rhat  may  sound  like  a  heavy  dose  of 
government  intervention,  but  Fox's  ad- 
iser  on  housing,  Jose  Luis  Romero, 
naintains  it's  the  right  prescription:  "We 
lave  to  stop  fearing  the  words  [govern- 
nent]  guarantee  and  subsidy,"  he  says. 

A  key  goal  of  the  reforms  is  to  bol- 
ter Mexico's  anemic  mortgage  market, 
vhich  now  revolves  almost  entirely 
iround  government-financed  programs 
argeted  at  the  lower  class.  Members 
\)f  the  middle  class,  in  contrast,  have 
wen  unable  to  get  bank  mortgages 
i  once  the  December  1994  peso  devalua- 
tion, which  sparked  a  massive  wave  of 
•lebt  defaults.  According  to  Softec,  a 
'Mexico  City  real  estate  consultancy, 


mortgage  debt  amounts  to  just  8%  of 
gross  domestic  product,  compared  with 
54%  in  the  U.  S. 

THE  TRICKY  PART.  To  boost  construction 
of  new  homes,  the  Fox  administration 
wants  to  spur  development  of  a  sec- 
ondary market  for  mortgage  debt.  "The 
big  trick  to  getting  the  mortgage  market 
going  is  if  you  can  securitize,"  says 
Christopher  Albi,  Latin  American  housing 
analyst  at  Merrill  Lynch 
&  Co.  in  New  York. 
That  means  bundling 
some  of  Mexico's  $50  bil- 
lion in  outstanding  public 
and  private  mortgage 
loans  into  tradable  secu- 
rities with  an  interest 
yield  high  enough  to  at- 
tract institutional  in- 
vestors. In  turn,  the 
money  raised  from  the 
sale  of  this  paper  would 


MEXICO'S  MORTGAGE 
SHORTFALL 


OUTSTANDING  MORTGAGE 

DEBT  AS  A  SHARE 

OF  GDP 


deepen  the  pool  of  capital  available  to 
public  and  private  home  lenders. 

To  make  mortgage-backed  securities 
attractive  to  institutional  investors,  in- 
cluding Mexico's  pension  funds,  the  gov- 
ernment will  initially  have  to  act  as  a 
guarantor,  says  Romero.  In  time,  that 
role  could  be  assumed  by  a  national 
mortgage  bank,  along  the  lines  of  Fan- 
nie Mae  in  the  U.  S.  "It  has  been  proven 
that  no  country  on  the  planet  has  been 
able  to  generate  a  secondary  market 
for  mortgages  without  the  selective, 
temporary  intervention  of  the  govern- 
ment," Romero  says. 

Still,  there  are  plenty  of  hurdles.  For 
starters,  it's  still  unclear  who  is  in 
charge  of  Fox's  housing  policy,  since 
Romero  was  recently  appointed  to  head 
the  national  export  development  bank, 
Bancomext.  Besides,  creation  of  a  sec- 
ondary market  for  mortgages  may  be 
hampered  by  the  poor  quality  of  exist- 
ing credits.  Delinquency  rates  at  the 
largest  government  housing  program, 
Infonavit,  run  at  23%,  while  some  banks 
saw  their  share  of  nonperforming  loans 
surge  to  as  high  as  40%  in  the  after- 
math of  the  peso  crash.  What's  more, 
the  courts  frown  on  foreclosures,  so 
creditors'  chances  of  recouping  assets 
in  cases  of  nonpayment  is  virtually  nil. 
Mexican  banks  are  only  now  begin- 
ning to  grant  new  mortgages  after  a 
six-year  hiatus.  And  this  time  around, 
they  are  being  extremely  cautious.  Ban- 
ca  Serfin,  for  instance, 
requires  borrowers' 
monthly  income  to  be 
at  least  $3,500 — a  stag- 
gering sum  in  a  coun- 
try where  annual  GDP 
_  per  capita  is  under 
$6,000.  Jorge  Alfaro,  director  of  con- 
sumer credit  at  Serfin,  estimates  banks 
will  lend  some  $1.25  billion  this  year, 
enough  for  just  25,000  homes. 

Despite  the  risks  involved  in  securiti- 
zation, there  are  already  pioneers.  In 
June,  Hipotecaria  Su  Casita,  a  mortgage 
finance  company,  sold  $18  million  in  10- 
year  securities  backed  by  future  mort- 
gage flows.  The  money  raised  will  be  used 
to  finance  credit  for  400 
new  homes  in  Mexico 
City.  "They  crossed  the 
line  and  set  a  prece- 
dent," says  Donald 
Forseck,  finance  direc- 
tor at  Consorcio  Ara,  a 
leading  Mexican  housing 
developer.  That's  a  pre- 
cedent the  Fox  adminis- 
tration can  build  on. 

By  Elisabeth  Malkin 
in  Mexico  City 
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Mexico  needs 
6  million  more 
houses  and 
apartments 
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I  igital  technology  is  already  there  for 
'  you  at  work  and  on  the  go.  Now  see 
what  it  can  do  for  you  at  home. 

Check  out  the  new  Mitsubishi  WD-65000, 
the  world's  first  65-inch,  high-definition 
projection  television  with  Digital  Light 
Processing™.  Instead  of  conventional 
TV  tubes,  DLP™  technology  uses  nearly 
one  million  micromirrors,  mounted  on  a 
single  chip,  to  switch  red,  green  and  blue 
light.  The  resulting  image  is  so  true 
to  life  you'd  swear  you  were  looking 
through  a  squeaky-clean  window. 


And  because  we've  integrated  DLP™ 
with  Mitsubishi  know-how,  the  WD-65000 
is  able  to  share  this  eye  candy  among 
multiple  inputs:  from  video 
and  games  to  computer 
graphics  and  Internet  content. 

Our  old  friend  the  TV  just 
joined  the  21st  century.       DLp™ChiP. 

We  integrate,  You  communicate. 

For  further  information,  visit 

www.mitsubishi-tv.com 


www.mitsuhishiclectric.com 
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STAR  WARS  II: 

LESS  AMBITIOUS,  SO  MORE  LIKELY? 


He  was  chosen  for  his  wide  experience  in  defense  matters 
and  management.  But  sure-footed  as  Donald  H.  Rums- 
feld is,  President-elect  George  W.  Bush's  pick  for  Defense 
iecretary  could  find  himself  at  the  center  of  a  foreign-policy 
ebate  that  may  strain  America's  relations  with  friends  and 
oes  from  Berlin  to  Beijing.  Together  with  his  new  boss, 
tumsfeld  is  expected  to  push  for  a  controversial  national 
lissile  defense  system  far  grander  and  more  sophisticated 
han  the  $60  billion  system  the  Clinton  Administration  con- 
emplated.  There  is  "a  compelling  argument 
jr  the  need  for  the  U.  S.  to  develop  a  missile 
efense  that'll  work,"  said  Bush  on  Dec.  28 
/hile  nominating  the  68-year-old  Rumsfeld, 
/ho  was  Defense  Secretary  in  the  Ford  Ad- 
linistration  and  later  ceo  of  both  General  In- 
trument  Corp.  and  G.  D.  Searle  &  Co. 

Bush's  dream  is  to  fulfill  Ronald  Reagan's 
Id  vision  of  a  so-called  Star  Wars  defense 
gainst  nuclear  attacks — albeit  a  version 
imed  at  thwarting  a  handful  of  missiles 
lunched  by  rogue  states  rather  than  the  So- 
iet  Union's  huge  arsenal.  But  critics  argue 
hat  such  a  system  would  upset  the  balance 
f  power  in  nuclear  weapons  and  perhaps 
ven  set  off  a  new  arms  race.  Missile  de- 
snse  "risks  eroding  40  years  of  efforts  to 

reate  a  nonproliferation  regime  that  works  SALES  TEAM:  Bush,  Rumsfeld 
uite  well,"  says  one  European  diplomat. 
'UICK  STUDIES.  Rumsfeld,  however,  sees  a  serious  threat 
-om  the  likes  of  Iran,  Iraq,  and  North  Korea.  He  headed  a 
Dmmission  in  1998  that  concluded  these  nations  could  develop 
ffensive  systems  within  five  years  of  their  decision  to  deploy 
i  lem,  without  the  knowledge  of  Western  intelligence.  "We  are 
l  a  new  national  security  environment,"  Rumsfeld  says.  He 
nd  Bush  have  made  it  clear  that  they — unlike  Clinton — 
ave  few  qualms  about  abrogating  the  key  1972  Anti-Ballis- 
c  Missile  Treaty  between  the  U.S.  and  Moscow,  the  cor- 


nerstone of  arms  control.  To  preserve  the  core  of  the  treaty, 
Clinton  had  proposed  a  modest  land-based  missile  defense  sys- 
tem. Bush  and  Rumsfeld,  by  contrast,  are  contemplating  a 
land,  sea,  and  space-based  system  that  would  station  missile 
interceptors  at  strategic  locations  around  the  globe. 

Can  Bush  and  Rumsfeld  pull  off  such  an  ambitious  project? 
A  sophisticated  missile  defense  system  would  take  far  longer 
to  develop  than  the  six  years  optimistically  estimated  for 
the  simpler  Clinton  blueprint.  It's  not  even  clear  it  will  ever 
be  reliable,  since  early  tests  of  interceptors 
failed.  Bush  would  have  to  pour  in  far  more 
per  year  than  the  $2  billion  in  research  and 
development  that  Clinton  allocated  for  fiscal 
2001:  Some  analysts  estimate  the  total  cost 
could  top  $120  billion.  Still,  a  decision  to  ramp 
up  may  come  fast.  Congress  will  have  to  de- 
bate additional  spending  on  the  project  this 
spring  when  it  considers  the  budget  for  fiscal 
2002.  Funds  budgeted  by  Clinton  were  set 
to  decline  by  almost  60%,  to  $850  million. 

Meanwhile,  Rumsfeld  and   Secretary  of 
State-designate  Colin  Powell  face  a  host  of 
potential  diplomatic  problems.  In  Seoul,  offi- 
cials are  voicing  fears  that  U.S.  plans  for  a 
national  missile  defense  will  chill  North  Ko- 
rea's warming  relations  with  the  South  and 
spur  it  to  resume  its  development  of  ballistic 
missiles.  Others  worry  that  China — which  fig- 
ures Taiwan  may  seek  protection  under  a  U.  S.  missile  shield — 
may  step  up  plans  to  modernize  and  expand  its  arsenal  of  20 
ballistic  missiles.  While  Britain  and  Japan  are  likely  to  back  a 
U.S.  missile  defense  system,  the  German  government  fears 
such  a  buildup  could  hurt  its  relationship  with  Moscow. 

The  debate  over  Bush's  national  missile  defense  is  likely  to 
be  as  hot  as  the  one  over  Reagan's  Star  Wars  in  the  1980s. 
Rumsfeld  will  need  to  rely  on  all  his  experience  to  prevail. 
By  Stan  Crock  in  Washington,  with  bureau  reports 


GLOBAL  WRAPUP 


NOT-SO-STUBBORN  SWEDES? 

*►  With  the  euro  recovering  against 
the  dollar,  long-skeptical  Sweden  is 
taking  another  look  at  adopting  the 
single  currency.  Swedish  Prime  Minis- 
ter Goran  Persson  says  he  will  launch 
a  membership  campaign  if  centralized 
wage  negotiations  this  spring  do  not 

threaten  the  country's  fiscal  stability. 

i  Sweden's  low  unemployment — only 

>4% — could  encourage  unions  to  ask  for 
large  wage  hikes.  Persson's  announce- 

i  ment  comes  at  the  start  of  Sweden's 
six-month  presidency  of  the  European 


Union.  Although  Danes  rejected  the 
euro  last  year  and  a  majority  of 
Swedes  oppose  the  single  currency,  the 
Prime  Minister  figures  that  Sweden's 
booming  economy  and  its  role  this 
year  as  the  head  of  the  EU  will  change 
voters'  minds. 

LOOK  WHO  BACKS  A  TUBE  STRIKE 

►  Londoners  may  soon  regret  electing 
the  maverick  Ken  Livingstone  as 
mayor.  "Red  Ken"  has  been  quiet 
since  taking  office  last  year,  but  now 
he  is  backing  London  Underground 
workers'  in  their  threat  to  strike  over 


job  preservation  and  safety  issues. 

Livingstone's  gambit  is  part  of  his 
battle  with  Tony  Blair's  government 
over  how  to  fund  modernization  of  the 
Tube.  Blair  favors  selling  off  parts  of 
the  system  to  private  operators.  But 
Livingstone  and  union  chiefs,  citing  re- 
cent disasters  on  the  privatized  British 
railroad  system,  argue  that  a  sell-off 
would  jeopardize  public  safety.  Living- 
stone and  London's  new  Tube  boss, 
former  New  York  subway  supremo 
Robert  Kiley,  favor  keeping  the  Un- 
derground in  public  hands  and  financ- 
ing improvements  with  bonds. 
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STRATEGIES 


JOHN  DILLONS 
HIGH-RISK  PAPER  CHASE 

The  International  Paper  CEO  thinks  bigger  is  better.  He's  about  to  find  out  if  he's  right 


International  Paper  Co.'s 
John  T.  Dillon  has  a 
plan  to  break  the  paper 
cycle.  But  with  a  down- 
turn looming,  will  the  paper 
cycle  break  him  first?  As 
ceo  for  the  past  five  years 
and  an  IP  employee  for  35 
years,  he  has  watched  the 
industry's  fortunes  ebb  and 
flow  as  predictably  as  the 
tides.  As  demand  rises,  pa- 
permakers  build  new  plants 
or  delay  closing  old  ones 
until  they  flood  the  market 
and  prices  tank.  When 
prices  eventually  recover, 
the  cycle  starts  again. 

IP,  the  world's  largest  pa- 
per company,  bought  into 
this  boom-bust  mentality  as 
much  as  anyone.  Today,  Dil- 
lon says  he's  gotten  religion. 
He's  abandoning  the  old 
ways,  cutting  back  on  pro- 
duction, and  throwing  mon- 
ey into  mergers  to  give  IP 
enough  bulk  to  better  con- 
trol its  prices. 

But  with  demand  for  pa- 
per slumping  for  the  past 
several  months  because  of 
the  slowing  U.S.  economy, 
this  strategy  is  entering  a 
dangerous  period.  Skeptics 
worry  that  the  debt  Dillon 
has  taken  on  in  a  series  of  high-priced 
acquisitions  might  be  too  much  to  pay 
back  at  a  time  when  low  prices  mean 
lower  earnings.  And  it  might  take 
years  for  IP  to  grow  big  enough  to  dic- 
tate prices. 

SAFER  OPTION.  Still,  Dillon's  support- 
ers argue  that  doing  nothing  would 
have  been  much  worse.  Even  if  this 
does  prove  to  be  a  tougher  downturn 
for  IP  than  for  other  paper  companies, 
they  say,  in  the  long  term  the  strategy 
leaves  the  company  in  a  better  posi- 
tion. "I  would  have  done  what  they've 
done  rather  than  stand  around  and 
hope  the  cycle  will  bail  them  out,"  says 
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ing  Tear 


International  Paper  has  been 

in  a  shopping  frenzy.  Here  are  its 

biggest  recent  deals: 

PRICE 
ACQUIRED  COMPANY      i     CLOSE  DATE        •  (BILLIONS) 


CHAMPION 
INTERNATIONAL 


UNION  CAMP 


FEDERAL 
PAPERBOARD 


June,  2000 


April,  1999 


March,  1996 


$9.6 


7.1 


3.8 


DATA:  THOMPSON  TINANCIAI  SECURITIES  DATA,  COMPANY  REPORTS 


Jeffrey  E.  Markunas,  a 
managing  director  at  Tr- 
usco  Capital,  an  IP  investor. 
"If  they  don't  benefit  this 
cycle,  they  will  next." 

IP  certainly  needs  some 
kind  of  jump  start.  Despite 
the  huge  acquisitions,  sales 
have  grown  only  8%  a  year 
since  Dillon  took  over  as 
ceo  five  years  ago.  Morgan 
Stanley  Dean  Witter  ana- 
lyst Matthew  Berler  esti- 
mates 2000  sales  at  $28.8 
billion,  and  he  expects  them 
to  drop  slightly  this  year. 
Operating  income,  Berler 
figures,  will  be  $2.6  billion 
this  year,  just  2.5%  higher 
than  in  1995.  The  stock 
price  has  fallen  1%  over  the 
five  years  and  dropped 
from  a  high  of  $58  a  share 
in  January,  2000,  to  a  low  of 
$27  last  October.  Today,  it 
trades  around  $38. 

Investors  are  particular 
ly  unhappy  with  the  com- 
pany's return  on  invested 
capital.  That  improved  tc 
7%  in  the  second  quarter 
of  2000  but  remains  wel 
below  that  of  other  lead' 
ing  papermakers  and,  like 
much  of  the  industry,  ha 
historically  run  below  th< 
cost  of  capital. 

The  way  out  of  these  lackluster  re 
suits,  Dillon  argues,  is  to  get  bigger 
With  size  comes  greater  market  shar< 
and,  it  is  hoped,  some  control  over  ip'i 
prices.  It's  a  strategy  that  has  worke< 
extremely  well  for  another  big  com 
modity  producer:  aluminum  giant  Al 
coa.  Faced  with  its  own  cyclical  prob 
lems,  Alcoa  gobbled  up  competitors  anc 
now  accounts  for  roughly  17%  of  worli 
aluminum  production  and  close  to  509 
in  North  America.  Despite  an  industry 
wide  slump  last  year  and  crippling  en 
ergy  costs,  it  posted  record  earning 
for  the  fourth  quarter  of  2000.  But  I 
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Very  nice.  But  can  it  download  a  jpeg? 
With  innovative  FBAR  filter  technology, 
Agilent  helps  make  the  next  generation  in 


miniature  wireless  communication  devices 


possible.  So  you  can  do  more  with  less. 
Imagine  videoconferencing,  email,  family 
photos  and  Internet  right  there  on  your 
wrist.  Not  to  mention  the  time  of  day. 
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Agilent  Technologies 

Innovating  the  HP  Way 


Agilent  Technologies  is  a  new  company 
composed  of  the  former  Hewlett-Packard 
test  and  measurement,  chemical  analysis, 
semiconductor  components  and  medical 
products  businesses,  www.agilent.com 


The  Corporation 


COSTLY  COURSE 


IP  has  taken  on  a  lot  of  debt 
to  fund  its  purchases-and  that's  worrisome  in  a 
slow-growth  industry  facing  a  stalling  economy 


has  nowhere  near  the  market  share  in 
paper  that  Alcoa  has  in  aluminum. 
Whereas  there  are  a  dozen  major  paper 
competitors,  plus  many  more  midsize 
outfits,  aluminum  is  dominated  by  only  a 
handful  of  companies  worldwide.  In  its 
four  major  product  lines,  IP  supplies 
20%  to  35%  of  the  U.  S.  market. 

To  get  to  critical  mass,  Dillon  has 
been  on  a  buying  spree.  In  June,  in  the 
industry's  second-biggest  deal  ever,  he 
bought  rival  Champion  Paper  Corp.  for 
$9.6  billion.  Only  14  months  earlier  he 
paid  $7.1  billion  for  office-paper  giant 
Union  Camp.  "We  no  longer  believe 
cyclically  is  a  given,"  says  Dillon,  who 
grew  up  under  the  tall  birch  and  pine 
of  upstate  New  York's  Adirondack 
mountains  and  started  his  career  at 
Purchase  (N.  Y.)-based  IP  as  a  sales- 
man. "It's  been  largely  a  factor  of  over- 
capacity. Self-inflicted,"  says  Dillon. 
"Now  we  are  moving  as  rapidly  as  we 
can  to  make  the  appropriate  changes 
so  that  we  can  be  one  of  the  companies 
left  standing." 

JOB  FOR  SUPERMAN?  The  risks  in  Dil- 
lon's strategy  are  clear,  however.  Ray 
M.  Curran,  chief  executive  of  con- 
tainerboard  maker  Smurfit-Stone  Con- 
tainer Corp.,  says  that  between  ab- 
sorbing acquisitions  and  making 
fundamental  changes  to  the  business, 
Dillon  has  a  lot  on  his  plate.  "Superman 
couldn't  handle  all  that  is  going  on"  at 
IP,  Curran  says. 

In  addition,  all  the  dealmaking  has 
left  IP  with  a  worrisome  $15.5  billion 
in  debt,  or  50%  of  its  capital  and  four 
times  cash  flow.  For  a  company  in  a 
slow-growth  industry  facing  a  slowing 
economy  and  rising  energy  costs,  that's 
high.  "They  probably  couldn't  have 
picked  a  worse  time  to  be  levering  up," 
says  Carol  Levenson,  who  follows  IP  as 
director  of  research  for  Gimme  Credit, 
an  independent  institutional  bond-re- 
search firm  in  Chicago.  "Now,  every- 
thing has  to  go  perfectly." 

To  help  pay  down  that  debt,  Dillon 
is  systematically  getting  out  of  nonpaper 
businesses  such  as  petroleum  and  min- 
erals. These  originally  had  been  added  to 
the  company  in  the  hope  of  smoothing 
out  paper's  price  swings  but  largely  end- 
ed up  as  a  management  distraction.  He's 
also  selling  the  company's  timberlands, 
which  aren't  big  cash  generators  but 


carry  a  high  value.  All  told,  he  plans  to 
sell  $5  billion  in  assets  by  the  end  of 
this  year,  possibly  setting  up  IP  for  more 
acquisitions.  Long  term,  "growth  through 
acquisitions  is  the  preferred  way  to  go," 
says  Chief  Financial  Officer  John  Faraci. 
The  push  for  size — which  Smurfit- 
Stone,  Bowater,  and  a  number  of  other 
paper  companies  are  also  pursuing,  al- 
beit on  a  much  smaller  scale — may  be 
showing  results  in  some  markets.  Mor- 
gan Stanley  Dean  Witter's  Berler  says, 
for  example,  that  IP  this  year  showed 
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that  its  size 
could  prop  up  prices  for  one 
type  of  paper  used  largely  for  business 
forms.  Demand  for  this  paper  has  been 
dropping  for  years,  hurt  by  e-mail  and 
digital  information  storage.  In  the  first 
1 1  months  of  last  year  it  fell  especially 
fast,  by  2.2%,  according  to  Berler.  At 
the  same  time,  though,  prices  increased 
11% — a  testament  to  the  power  of  IP, 
which  now  controls  34%  of  that  market, 
says  Berler. 


But  it  could  be  a  long  time  before 
that  kind  of  success  spreads  to  the  rest 
of  the  paper  market.  Mark  Connelly, 
who  follows  the  company  for  Credit 
Suisse  First  Boston,  which  also  is  IP's  in- 
vestment banker,  says  the  paper  indus- 
try is  so  fragmented  that  it  will  take  at 
least  a  decade  for  prices  to  truly  come 
under  control.  "It's  a  very  noble  goal, 
but  let's  face  it,  it's  a  long  way  away," 
he  says.  For  example,  the  Champion 
purchase  greatly  increased  IP's  share  of 
the  magazine-paper  market,  but  it  didn't 
insulate  the  company  from  a  fourth- 
quarter  price  decline.  Tom  McGinn,  di- 
rector of  corporate  purchasing  for  then 
National  Geographic  Society,  who  buys 
37,000  tons  of  paper  a  year  from  the 
combined  companies,  says  IP  was  the 
first  to  offer  him  lower  prices  this  year. 
SKEPTICAL.  Before  IP  gets  a  handle  on 
prices,  it  will  have  to  prove  that  it  can 
integrate  its  acquisitions  as  well  as  pay 
for  them.  Credit  Suisse's  Connelly  at- 
tributes Wall  Street's  skeptical  reaction 
to  the  Champion  deal  to  concern  that) 
the  company  was  taking  on  another  big) 
purchase  before  it  had  delivered  all  the 
promised  results  of  previous  acquisi-| 
tions.  IP  has  been  slow  to  close  down  fa 
cilities  after  its  deals,  an  important  step  p  ■ 
toward  getting  control  over  production  U 
and  pricing.  But  in  October,  Dillon  an- 
nounced that  he  would  be  shutting  down  *  ■ 
1.2  million  tons  of  capacity,  or  5%  of  to- 
tal production.  And  IP  recently  increased 
its  projected  total  cost  savings  from  the 
Champion  merger,  from  $425  million  tc 
$500  million. 

Buying  up  competitors  isn't  the  onlj 
change  Dillon  is  making.  He  has  finallj 
instituted  an  executive-compensation  sysJ 
tern  that's  based  partly  on  shareholder 
returns — standard  policy  in  most  execul 
tive  suites.  And  he's  trying  to  refocu{ 
the  company  on  customers.  At  TropiJ 
cana,  for  example,  IP  no  longer  providt 
just  standard  juice  containers.  It  haJ 
improved  the  cartons,  which  Dillon  sayj 
now  retain  flavor  and  vitamins  bettei 
And  it  also  has  begun  providing  a  hosl 
of  services  for  Tropicana.  The  company 
now  does  everything  from  managing  ir 
ventory  to  purchasing  and  maintaining 
the  equipment  that  fills  the  cartons. 

But  none  of  these  small  steps  wil 
save  Dillon  if  his  big  plan  to  vanquial 
the  paper  cycle  proves  to  be  |>;i|>tT-thii 

By  Nanette  Byrnes  in  New   Yon 
with  Michael  Arndt  in  Chicago 
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■Week  online 


For  a  Q&A  with  Smurfit-Stone's  CEO  on  the 

risks  and  rewards  of  consolidation,  go  to 

www.businessweek.com. 
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ere  are  a  lot  of  cities  in  Asia  just  waiting  for  your  business.  But  there's  only  one  right  way  to  connect  with  them. 
T  Communications.  As  Japan's  largest  telecommunications  company,  NTT  Communications  can  provide  your 
siness  with  everything  it  needs  to  stay  ahead  of  the  competition,  including  our  one-stop  network  solutions 
rvice:  Arcstar.  Currently  serving  25  major  cities  around  the  world  and  available  in  53  countries,  Arcstar  can 
velop  the  network  solution  that's  right  for  you.  And  with  special  focus  on  IP  (Internet  Protocol),  Arcstar  offers  top 
ality,  high-speed  and  secure  access  to  the  Internet.  So  when  it  comes  to  connecting  to  Shanghai,  or  anywhere 
e  in  the  world,  connect  with  NTT  Communications.  Yo  u  r   trusted    partner    in    Network   Solutions. 


Global  Connections  From  East  to  West. 


I 


Tokyo     Osaka 


NTT  Communications 


www.ntt.com/world 

Seoul      Beijing      Shanghai     Taipei      Hong  Kong      Hanoi      Bangkok     Manila      Kuala  Lumpur     Singapore     Jakarta     Sydney     London 
neva     Diisseldorf     Frankfurt      Milan      New  York     Washington  D.C.      Virginia      San  Francisco      Los  Angeles      Rio  de  Janeiro     Sao  Pa 


T  Communications  Group  in  the  Americas:  NTT  America  New  York  Head  Office  +1-212-661-0810  /  Washington  D.C.  Office  +1-202-312-1444  /  Virginia  Office  +1-703- 
1-3103  /  New  England  Office  +1-978-392-4764  /  Chicago  Office  +1-773-693-0080  /  Mountain  View  Office  +1-650-940-1414  /  Seattle  Office  +1-425-254-0900  /  Los 
jeles  Office  +1-310-516-2111  /  NTT  do  Brasil  Telecomunicacoes  Ltda.,  Sao  Paulo  Head  Office  +55-11-253-0108  /  Rio  de  Janeiro  Office  +55-21-553-7297 


obal  Trading  Web 


IF  A  SINGLE  E-MARKETPLACE  IS  GOOD  FOR  BUSINESS,  SEVERAL  HUNDRED  ARE  EVEN  BETTER 


COMMERCE     - 

ONE  " 
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(g)  b2b  solutions 


Appliance  dealer  enters 
Whirlpool*  partner  portal- 


Order  is  placed  through 
customized  price  list- 


IBM  designed  and 
built  Whirlpool's 
partner  portal,  allowing 
appliance  dealers  to 
manage  orders  and 
inventory  online. 

In  the  first  3  months, 
the  portal  generated 
$100  million  in  revenue. 


Whirlpool  Corporation  is  an   =====¥=  e-business 


2:09  PM  >  Customer  places  online 
order  from  personalized  shopping  list. 


2:45  PM  >  Staples'  preapproval  process  allows 
customer's  order  to  be  processed  in  minutes. 


(e)  b2b  solutions 


i 


4:00  PM  >  Customer  receives  e-mail  that  order 
is  fulfilled  and  on  its  way  for  next-day  delivery. 


_—"■-« 


Staples*  uses  IBM 
software  and  servers  to 
process  online  ordering  and 
payment  from  their  large 
corporate  customer  site. 

Today,  their  B2B  customers 
enjoy  a  more  efficient 
purchasing  channel. 
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Staples  is  an  I  =  =^=  e-business 


Business-to-business  e-commerce  isn't  just  about  putting 

your  catalog  and  prices  online.  It's  become  a  worldwide 

electronic  watering  hole  for  today's  business  transactions. 
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IUVE  SEEN  THl  NUMBERS: 

B2B  e-commerce  is  5  times  greater  than  consumer 
Wcli  purchases,  and  according  to  Gartner,  the 
forecasts  for  B2B  activity  in  2004  arc  as  high  as  $7 
trillion  (ii  could  go  higher).  Yel  B2B  e-commerce  isn't 
just  about  customer  payments,  partner  payment-,  or 
online  inventor)  queries.  \m  companies  transform 
themselves  into  e-businesses,  the)  re  beginning  to 
manage  procurement,  suppl)  chains  and  partner 
networks  online. 

Tin-  results  are  staggering:  costs  arc  slashed: 
geographic  boundaries  arc  transcended;  efficiencies 
arc  dramatical])  improved;  and  value  is  added  at 
ever)  step. 

DATABASE." 
It's  clear  that  there  are  enormous  advantages  in 
using  the  Internet  in  deepen  and  secure  relationships 
with  an)  and  all  of  your  customers  and  suppliers. 
Advantages  like  being  more  accessible,  providing 
better  service  and  locking  in  key  relationships.  To  do 
this,  you'll  need  to  design  a  System  that  i*  open.  BO  vou 

can  easil)  integrate  with  any  ol  your  partners 
applications  regardless  of  their  platform.  \s  a  result, 
those  businesses  that  are  the  most  flexible  and  have 
the  quickest  response  time  will  succeed. 

JOE  BUSINESS,  MEE    MR.  E-MARKETPLACE. 

The  greatest  value  opportunity  is  e-marketplaces. 
The)  are  the  ultimate  realization  <>l  e-business.  Suppliers, 
buyers  and  market  makers  are  coalescing  around  these 


worldwide  trading  hulls  where  hundreds,  even 
thousands,  of  industr)  players  are  gathering  to  do 
business.  Suppliers  are  Ending  customers.  Buyers  arc 
realizing  enormous  savings  online. 

Also  consider:  18  months  from  now,  there  are 
expected  to  he  2  billion  wireless  devices  connected  to 
the  Internet.  Increasingly,  both  your  customers  and 
employees  will  require  access  to  the  information  the) 
need,  anytime,  am  place. 

MAKING  IT  HAPPEN. 

IBM  has  learned  h\  doing,  and  this  has  helped  us 
deploy  open  Internet  trading  platforms  that  span  all  35 
of  the  world's  major  computing  environments.  Many 
are  built  on  powerful  IBM  WebSphere"  software,  lor 
massive  scalability,  speed  and  reliability. 

\\  ilh  application  software  leaders  like  \2  and  Ariha. 
IBM  has  over  6.00(1  dedicated  B2B  e-commerce  and 
e-marketplace  salespeople.  Uso,  IBM  embraces  Linux 
and  delivers  a  comprehensive  tool  set  lor  development 
of  e-business  applications  across  all  servers. 

\nd  the  130,000  people  of  IBM  Global  Services  can 
provide  the  strategic  insight  to  help  you  navigate  the 
complexities  of  B2B  e-eomnierce  as  well  as  provide  the 
infrastructure  to  host  your  site. 

If  you  need  some  help  getting  started,  call  a  trained 
e-business  specialist  at  800.ibm.7080  (ext.  b2b) 
or  visit  ibm.com/b2b.  where  you  will  find 
tailored  e-business  solutions  and  case  histories 
about  the  companies  that  have  spearheaded  the 
B2B  e-commerce  revolution. 


fact: 

In  01  2000.  IBM 
procured  S4.7B  ot 
goods  online  with 

cost  savings  of 
$56M. 


HERE  ARE  SOME  SAMPLE  SOLUTIONS  FROIV  IBM. 

mom 


Developing  your 
e-commerce  strategy 


Establishing  a  basic  Web 
presence,  so  that  you  can  start 
transacting  with  customers 
and  partners  online 


Web  Selling  Solution  Planning  Services  >  A  comprehensive  planning  session  led  by  IBM  B2B  e-commerce 
consultants,  designed  to  identify  a  strategic  action  plan  for  a  focused  e-commerce  initiative  based  on  your  needs. 

e-commerce  Executive  Assessment  >  A  business  case  assessment  tor  small  and  midsized  companies, 
conducted  by  accredited  IBM  Business  Partners.  Includes  a  strategic  proposal,  competitive  Web  site  analysis  and 
prototype  e-commerce  site 


IBM  Small  Business  WebConnections  Platinum  Package  >  Start  selling  and  taking  orders  over  the  Web 
A  subscription  service  including  shared  Web  and  e-mail  access  for  up  to  100  employees.  Starting  at  $249  a  month." 

IBM  Start  Now  for  e-commerce  >  IBM's  Start  Now  solutions  combine  the  software,  hardware  and  services  to  help  you 
quickly  implement  e-business  solutions  that  will  improve  customer  service,  e-commerce  and  collaboration  With  financing, 
from  $1,250  per  month.' 


Establishing  a  Web-based  network 

with  your  partners  and  suppliers  to     © 

streamline  buying  and  selling 


IBM  Web  Selling  and  Procurement  Service  Offerings  >  Allow  you  to  navigate  the  complexities  of 
linking  customers,  vendors  and  suppliers  to  your  business  in  order  to  manage  inventory  and  payments  online. 


Trying  to  extend  your  reach  to 
customers  and  suppliers  through        © 
wireless  applications  and  services 


IBM  Wireless  Solutions  >  Services  and  WebSphere  Everyplace  Suite  software  that  enable  you  to  extend  your 
e-business  applications  to  wireless  devices,  with  the  end-to-end  security  and  scalability  that  are  necessary  in  the 
rapidly  expanding  wireless  world. 


Creating  an  e-marketplace  or 
a  Web-based  trading  network  for 
all  interested  buyers  and  sellers 


IBM  E-Marketplace  Solutions  >  Start  with  a  consulting  engagement  to  help  develop  your  strategy  and  then  add  a 
software  platform  that  allows  you  to  rapidly  create  and  deploy  an  e-marketplace  Seamlessly  link  buyers  and  suppliers  over 
the  Internet. 


To  find  a  tailored  solution  that  fits  your  needs,  or  for  a  free  B2B  e-commerce  white  paper  developed  for  IBM  by  Forbes'  Partnership 
Programs,  visit  iblTl.COm/b2b.  or  to  talk  to  a  trained  e-business  specialist,  call  800. 9)111 .7080 (ext.  b2fc>). 


@b2b  solutions 
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Branson's  Brash 
New  Gambit 
At  Virgin 

SPECIAL  REPORT 
i  Future  of 
ine  Ads 


AW 


Masayoshi  Son 


The  Last 

True  Believer 

Damn  the  dot-com  crash. 

It's  full  speed  ahead  for  Softbank 


BusinessWeek 


Contents 


January  22,  2001 


cover  story 

The  Last  True  Believer 


© 


Last  year,  the  tech  meltdown  vaporized  $  1 80  billion  worth  of 
Softbank's  market  cap.  So  is  Masayoshi  Son  throttling  back? 
Anything  but.  He  plans  to  pour  more  money  into  Net  compa- 
nies, boosting  his  portfolio  from  600  to  800 

special  report 


1 


►  Do  e-Ads  Have  a  Future? 

Money  that  once  flowed  furiously  into  Web  advertising  from  dot-coms  has 
dried  up.  Now  companies  are  scrambling  for  ways  to  boost  ads'  effectiveness 

►  Pepsi's  Aim  Is  True 

Web  sites  have  given  the  cola  giant  online  traction  with  its  prime  audience 


features 


© 


commentary 


►  Home  Page 

A  site  that  gives  you  a  shout 
when  it's  time  to  make  love, 
the  pop-culture  icon  status  of 
Pets.com's  Sock  Puppet,  two 
legal  eagles  who  are  keeping 
their  site  trained  on  dumb  laws 

►  Web  Smart  Companies 
Virgin  Takes  E-Wing 

Richard  Branson  says  he  doesn't  like  technology 
and  isn't  interested  in  the  Net.  But  he  sure  is 
using  it  to  bring  order  to  his  far-flung  empire 

►  Personalities 
From  Different  Planets 

Ann  Druyan  and  Joe  Firmage,  an  unlikely  pair  if  ever  there 
was  one,  have  joined  forces  to  create  OneCosmos  Network, 
an  equally  unlikely  venture  into  cyberspace  and  beyond 

►  Net  Culture 

A  Matter  of  Birth  and  Death 

More  and  more  people  are  turning  to  the  Net  for  advice  on 
caring  for  newborns — and  for  help  with  grieving  after  a  death 


T 


© 


►  Neuborne  on  E-tailing 
Bridging  the  Loyalty  Gap 

E-tailers  must  build  trust,  but  that  takes  time 

►  Data  Mine 
Penny-Pinchers'  Paradise 

Virtual  coupons  are  catching  on  fast 

►  Clicks  &  Misses 
Cone  hut  not  Forgotten 

The  dot-com  dropout  class  of  2000 
tells  a  lot  about  what  won't  work  online 

►  The  Digital  Lifestyle 
A  Wide  Weh  of  Advice 

The  Net  is  a  gold  mine  of  free  info 

►  Net  Worth 

(i  J   Dead  Companies  Walking 

Don't  get  burned:  Many  cash-starved 
techs  and  telecoms  won't  last  the  year 

►  Cutting  Edge 

©    Remember  the  Tortoise 

The  notion  that  speed  always  wins  has  crashed 
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BusinessWeek  online 


Her  ads  with  attitude 
have  helped  turn 
flooz.com  into  a 
brand,  and  her  per- 
sonal calls  to  CEOs 
have  prodded  them 
to  accept  the  online  gift  certificates.  What's 
next  for  the  pitchwoman  and  flooz? 
Company  Closeup,  Tuesday 


MONDAY 

Super  Bowl  Splurge 

Some  dot-coms  are  planning  to  buy  the 
priciest  ads  going.  What  a  mistake. 

Perspective  by  Ellen  Neuborne 

TUESDAY 

Star  Power 

Flooz.com  can  thank  Whoopi 
Goldberg  for  a  happy  new  year. 

Company  Closeup  by  Faith  Keenan 


Did  You  Miss? 


JANUARY      15-19 


WEDNESDAY 

He's  a  Believer 

Bob  Schmetterer  has  pushed  Euro 
RSCG  Worldwide  into  the  advertising 
top  five  by  making  the  agency  un- 
derstand that  digital  means  dollars. 

Movers  &  Shakers  by  Heather  Green 

THURSDAY 

What  Goes  Up... 

Online  brokerage  stocks  are  getting 
whacked  by  the  decline  in  trading  vol- 
umes. Here's  what  is  in  store  for  2001. 

Street  Wise  by  Amey  Stone 
FRIDAY 

DLJ  Redirected 

Credit  Suisse  First  Boston  remakes 
DUDirect  in  its  own  image. 

Clicks  &  Misses  by  Lewis  Braham 

ALSO 

Watch  for  regular  additions  to  our 

Data  Nuggets,  a  collection  of  facts  and 

figures.  Sample  opinion  pieces  by 

staffers,  academics,  and  executives. 

Browse  through  stories  from  business 

week  and  Business  Week  e.biz. 


HomestoTe.com 
Puts  on  an  Addition 

Homestore.com  swallowed 
Move.com  to  make  it  easier 
to  buy  a  house  online. 
Users  will  be  able  to  apply 
for  a  mortgage  and  handle 
other  paperwork  on  the 
Net — just  as  lower  interest 
rates  kick  in. 
Company  Closeup,  Dec.  19 


►  Making  Travel 
Booking  Easier 

ITA  Software  is 
small  but  it's  smart. 
The  proof:  Founder 
Jeremy  Wertheimer 
is  about  to  shake  up 
the  online  travel  business 
with  an  easier  way  to 
price  airfares. 
Movers  &  Shakers,  Dec.  13 


Voice-Recognition 
Stocks  Get 
A  Hearing 

Lernout  &  Hauspie's 
bankruptcy  filing 
doesn't  mean 
voice-recognition 

software  is  dead. 

But  it's  still  a  wild  and 

woolly  sector. 

Street  Wise,  Dec.  7 


EXTRAS 

O&As 

Just  because  Softbank's 
stock  price  was  down  95% 
in  2000  doesn't  mean  its 
Web  spending  spree  is 
over.  Chairman  Masayoshi 
Son  says  this  is  just  the 
beginning  as  he  builds  a 
cyber-conglomerate. 

And  don't  miss  Ann 
Druyan  talking  about  life 
with  her  late  husband,  Carl 
Sagan,  and  how  she's  tak- 
ing his  mission  to  promote 
science  to  the  Web. 

BABIES  ONLINE 

Avoid  the  embarrassment 
of  breast-feeding  in  front 
of  your  hubby's  fishing 
buddies  by  introducing 
your  newborn  on  Baby- 
PressConference.com.  See 
our  Clicks  &  Misses  review 
at  ebiz.businessweek.com. 


fjS) 


Maybe  folks 
who  have 
been  scour- 
ing flea  mar- 
kets and  curio    ^^^ 
shops  trying 
to  replace  a  long-lost 
Curious  George  watch 
won't  mind  sorting 
through  the  clutter  at 
OnelnaMillion.com.  But 
our  experts  suggest  a 
few  design  tweaks  to 
give  customers  a  better 
look  at  the  timepiece 
collectibles  on  the  site 
and  an  easier  way  to 
order  them. 
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The  wisdom  of  experience. 
The  energy  of  youth. 
Limitless  potential. 


covislnt 


Covisint,  combining  the  heritage 
of  the  automotive  industry  and  the 
promise  of  Internet  technology  to 
open  a  new  window  of  possibility. 
Covisint  is  a  global  automotive 
business-to-business  exchange 
developed  by  DaimlerChrysler, 
Ford  Motor  Company,  General  Motors, 
Nissan,  Renault,  Commerce  One 
and  Oracle. 

Here,  connection  increases  organization. 
Collaboration  transcends  geography. 
Speed  breeds  efficiency. 
Knowledge  is  exchanged  securely. 
This  time,  everyone  gets  to  grow. 


covisint.com 
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It's  Love  Time! 
I 


■s  this  funny  or  just  creepy?  Zappybaby,  a  Belgian  e-com- 
merce  site  for  new  parents,  has  set  up  a  service  for  couples 

■who  are  trying  to  conceive:  It  pages  them  when  their  fertility 
patterns  say  they  should  make  love.  Women  who  sign  up  fill  out  ^V 
questionnaires  about  their  menstrual  cycles — how  long,  when  did  the 
last  one  start — then  wait  for  messages  to  start  arriving.  Zappybaby  co- 
founder  Frederic  Laloux  says  most  of  the  service's  4,000  clients  set  preferences  so 
their  partners'  cell  phones  display  both  bare  facts  and  mash  notes  they  want  sent. 

The  two-month  old  service  may  expand  to  France,  and  talks  with  U.S.  investors  are  in  the  works.  But  this  may  not 
be  a  path  to  big  bucks,  says  Jason  Catlett,  the  online  privacy  activist  who  runs  Junkbusters.com.  "The  number  of  peo- 
ple who  need  to  be  reminded  to  procreate  isn't  a  long-term  growth  model,"  Catlett  jabs.  Even  if  the  service  may  have 
a  tough  time  attracting  money,  it  can  at  least  summon  love.  — William  Echikson 


From  a 
sock  to 
a  series 

Believe  it  or  not,  some- 
one came  out  of  the 
Pets.com  fiasco  a  bigger 
dog  than  he  was  before.  Yes, 
we  mean  the  Sock  Puppet — 
sort  of. 

Michael  Ian  Black,  the  29- 
year-old  actor  who  brought 
Pets.com's  Sock  Puppet  mas- 
cot to  life,  has  landed  on  nbc's 
Ed,  playing  Stuckeybowl  man- 
ager Phil  Stubbs.  And  is  he 
glad.  "I  don't  want  to  be 
known  as  the  actor  who 
[had]  his  hand  up  a  Sock  Pup- 
pet," he  says. 

So,  how  was  the  eye  of  the 
hype  hurricane?  Quieter  than 
you  might  think.  "I  viewed 
each  check  as  the  last,"  says 
Black,  who  won't  say  how 
much  he  made,  although  he 


W 


did  get  some  stock  that  is  now 
worthless.  He  says  he  figured 
buying  pet  chow  online  was 
too  big  a  change  for  most  peo- 
ple. He  was  right:  The  best-sell- 
ing item  was  the  puppet. 

The  Sock  Puppet's  pop-cul- 
ture icon  status  dawned  on 
Black  when  the  dog  hit  the 
cover  of  Mad  magazine.  "I 
thought:  'My  God,  I've  made 
it,'"  he  says.  He  has.  Now  his 
friends  no  longer  call  him  a 
corporate  spokespuppet. 

— Dennis  K.  Berman 


Texans  aren't  the  only  ones  who  revere  the 
gridiron.  In  Massachusetts,  damaging  a  football 
goalpost  carries  a  fine  of  up  to  $200 — plus 
$20  if  you  frighten  pigeons  while  you're  at  it.  Or  so 
says  www.dumblaws.com,  the  brainchild  of  two 
Columbus  (Ca.)  teenagers  who  post  nutty  laws  from 
all  over  the  world. 

Jeff  Koon  and  Andy  Powell,  both  16,  aren't  the 
legal  version  of  Doogie  Howser.  Instead,  the  dumb 
laws  are  sent  in  by  readers.  In  a  good  month,  the  kids 
say  they  draw  150,000  visitors  and  make  as  much  as 
$7,000  from  ad  sales  and  T-shirts.  "It  was  for  fun  at 
first,  then  we  had  to  pay  for  hosting  costs,  so  we 
stuck  up  a  few  banners  to  pay  for  that,"  says  Koon. 

Good  fun,  yes,  but  the  duo  doesn't  check  the  laws 
that  readers  list  online.  The  Royal  Thai  Embassy,  for  ex- 
ample, shoots  down 
Koon  and  Powell's 
scoop  that  it's  ille- 
gal to  go  out   in 
public  in  Bangkok 
sans    panties.    At 
their  age,  kids  usu- 
ally work  to  pay  for 
college.  Might  we 
suggest  law  school? 

— Faith  Keenan 
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IMIZE 

UE. 


IMIZE 


*nat  if  you  could  double  your  profits  by  anticipating  the  exact  price  your  customers  were  willing  to  pa. 
Iviat  if  you  could  find  efficiencies  in  every  aspect  of  your  business  without  disrupting  your  business? 
hhat  if  supply  chain  management  was  united  with  price/revenue  optimization  in  a  single  end-to- 
ed solution  to  achieve  Enterprise  Profit  Optimization?  What  if  there  was  software  that  did  just  that? 

I  EXPAND    YOUR    MARGINS? 


manugisllcs 


www.manugistics. 


'     ' 
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NEUBORNE  ON  E-TAILING 


BY  ELLEN  NEUBORNE 

ellen  neuborne@ebiz.businessweek.com 


Bridging  the  Loyalty  Gap 

E-tailers  must  build  trust  among  customers  to  keep  them.  But  that  takes  time 

round  Thanksgiving,  eToys  sat  squarely  at  the  top  of  my  holiday  shopping  list.  De- 
termined to  do  all  my  girt  buying  without  setting  foot  in  a  store,  I  planned  to  hit 
eToys  to  take  care  of  my  kids,  nieces,  and  cousins  all  in  a  relaxed  evening  of 
clicking.  Then  eToys  said  it  would  miss  its  revenue  targets.  I  panicked.  Suppose 
it  went  under?  Suppose  that  happened  before  my  order  arrived?  Or  when 


someone  on  my  list  tried  to  exchange  a  gift?  I  bailed.  My  toy 
budget  shifted  to  other,  more  established  merchants. 

I'm  a  living,  breathing  example  of  the  chasm  between  brand 
awareness  and  brand  loyally.  It's  a  gap  that  hammered  e-tailers  this 
holiday  season  and  will  continue  to  hobble  the  industry  in  2001. 
I  was  plenty  aware  of  eToys  Inc. 
You'd  have  to  be  living  under  a 
rock  not  to  be.  The  compa- 
ny was  all  over  television, 
in  magazines,  in  circulars 
stuffed  inside  the  Sun- 
day paper.  But  my 
brand  loyalty  didn't 
match  my  awareness.  ***' 
At  the  first  sign  of  trou- 
ble, I  split.  In  an  up  economy, 
loyalty  doesn't  matter:  We 
buy  from  all  kinds  of  weird 
outlets.  But  when  we  get 
worried,  we  revert  to 
stores  we  know  will  be 
here  for  the  long  haul. 

Not  necessarily,  mind 
you,  stores  we  like.  I  hate 
the  pre-Christmas  melee  at 
Toys  'R'  Us.  But  I  trust  that 
toys  will  be  there  and  that  the 
price  will  be  right.  That's  brand 
loyalty.  And  it's  sorely  lacking  on- 
line. "There  is  a  missing  link  be- 
tween awareness  and  loyalty,"  says 

Al  Ries,  co-author  of  The  11  Immutable  Laws  of  Internet  Brand- 
ing. What's  worse,  he  says,  the  lack  of  e-tail  allegiance  has  no 
quick  fix:  "A  strong  brand  can  take  time."  E-tailers  haven't  been 
around  long  enough  to  build  trust  among  customers.  So  when 
things  looked  shaky,  consumers  jumped  ship. 

The  loyalty  gap  made  a  difficult  holiday  season  even  tougher 


for  e-tailers.  Online  shopping  rose  about  60%,  according  to 
BizRate.com,  a  tracker  of  consumer  activity.  Forecasters,  though, 
had  expected  an  80%  jump.  Sure,  brick-and-mortar  retailers 
missed  their  numbers,  too,  but  their  financial  reserves  are  bigger. 
Many  e-tailers  already  are  dangling  dangerously  on  threads  of  op- 
timism and  disappearing  cash 
from  hopeful  backers.  Missed 
goals  may  turn  out  to  be  fatal. 
What's  bad  for  some  e- 
tailers,  though,  may  be  good 
for  e-tailing.  Holiday  2000 
highlighted  the  steps  e-tailers 
still  need  to  take  to  build  loy- 
alty— a  process  that  will  like- 
ly take  much  more  than  one 
year.  Watch  them  expand  the 
range  of  products  they  sell  to 
keep  customers  coming  back 
for  more.  That's  what  1-800- 
Flowers.com  is  doing,  adding 
gifts  to  its  array  of  floral 
bouquets.  They'll  add  servic- 
es that  make  shopping  easier, 
too.  Barnesandnoble.com 
now  offers  same-day  deliv- 
ery, for  instance.  And  watch 
them  revamp  ads  so  shop- 
pers won't  disappear  in 
warmer  weather.  The  payoff  will  come 
next  holiday  season.  Because  no  matter 
how  cute  the  commercials,  how  smooth 
the  fulfillment,  a  store's  bond  with  a  customer  is  paramount — 
especially  at  Christmas,  especially  when  times  are  tight.  That 
bond  takes  multiple  purchases,  often  over  many  years.  But  it's 
what  makes  stores  into  institutions  and  merchants  into  trusted 
shopkeepers.  E-tailing  leapt  onto  the  consumer  stage  with  re- 
markable speed.  Building  loyalty  will  take  far  more  time.  • 
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"Financial  buyers  demand  fast  action.  Like  when  one  client  called  and 
said,  We  need  to  put  a  deal  team  together  ASAP'  Within  48  hours  our 
team  of  35  partners  and  managers  hit  the  ground  running  —  a  team 
with  every  aspect  of  the  deal  covered." 

—  Ken  Weixel,  MSA  Services 


For  MSA  services 

the  answer  is  the  people  of  Deloitte  &  Touche 


Deloitte 

& TOUChe     Assurance    &    advisor 


y,    tax    services    and    consulting 


www,  us .  deloi  tte.com  /m  &  a 


©2001  Deloitte  &  Touche  LLP  Deloitte  &  Touche  refers  to  Deloitte  &  Touche  LLP  and  related  entitles. 
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DATA  MINE 


BY  ROGER  O.  CROCKETT 

roger_crockett@ebiz.businessweek.com 


Penny-Pinchers'  Paradise 

E-coupons  are  catching  on  fast — and  companies  are  learning  how  to  use  them 

omething  about  saving  a  few  bucks  brings  out  the  miser  in  almost  every- 
one. Maybe  you  won't  admit  it,  but  Lauren  Tascan  does.  She's  among  the 
80%  of  Americans  that  clips  coupons  every  year.  The  32-year-old  New 
Yorker  accepts  her  parsimonious  streak  with  an  easy  shrug.  "There's  a 
little  thrill  that  comes  from  just  a  little  bit  of  savings,"  Tascan  says. 


Get  out  your  piggy  bank,  thrill  seekers.  The  Internet  is  be- 
coming one  of  the  hottest  spots  to  save  with  coupons.  Web 
surfers  who  clip  virtual  coupons  have  risen  to  nearly  30%  of  those 
online  from  23%  a  year  ago,  says  researcher  npd  Online. 

What  exactly  are  e-coupons?  They're  discount  offers  either 
found  on  a  Web  site  or  that  can  be  redeemed  online.  Sites  such 
as  coupons.com  and  coolsavings.com,  for  example,  let  you 
print  a  coupon  and  redeem  it  at  your  lo 
cal  grocer.  Just  as  often,  consumers 
see  an  e-tailer's  coupon  bearing  a 
special  code  in  a  magazine  or  on 
a  Net  portal.  They  then  enter  the 
code  on  a  Web  site  to  get  a  dis- 
count when  buying  online. 

Virtual  coupons  have  clear  ad- 
vantages over  those  you  clip  from 
the  local  paper.  For  starters,  they 
have  a  "phenomenal"  redemption 
rate,  says  Charles  K.  Brown,  vice- 
president  for  marketing  at  pro- 
motions researcher  nch  NuWorld 
Marketing  Ltd.  To  be  sure,  e-coupons 
make  up  less  than  1%  of  the  256  billion 
coupons  distributed  yearly  in  the  U.  S., 
vs.  the  80%  that  are  distributed  in 
Sunday  papers.  But  nearly  57%  of 
those  who  click  on  e-coupons  or  get 
them  via  e-mail  redeem  them,  Brown 
says,  compared  with  the  1.2%  of  Sun- 
day paper  coupons  that  are  redeemed. 

What  makes  e-coupons  so  effec- 
tive? Merchants  can  e-mail  offers  tar- 
geted to  customers'  tastes  once  they 
find  a  consumer  who  loves  the  Beatles 
or  Legos  or  2%  milk.  "The  manufac- 
turer is  able  to  build  a  relationship 
with   the  consumer  in  a  lot   more 


Click-n-Save 


E-coupons  obtained  on  the  Web  have 
become  a  hit.  Here  are  the  categories 
where  online  coupons  are  most  popular: 


Groceries 

59% 

Books 

32% 

Health 

30% 

Music 

26% 

DATA:  NPD  CROUP  INC 


depth  than  in  any  other  media,"  says  Steven  M.  Golden,  CEO 
of  coolsavings.com,  the  Web's  most  visited  coupon  mall,  with 
11  million  members. 

Like  their  real-world  counterparts,  e-coupons  help  lure  new 
customers,  too.  During  the  six  months  that  ended  in  November, 
Staples.com  jumped  from  23rd  to  14th  among  retail  Web  sites 
with  the  most  buyers,  says  researcher  PC  Data  Online.  Many  new 
customers  were  lured  by  an  e-coupon 
that  saved  $25  on  purchases  of 
$75  or  more.  Web  coupons  are 
"a  key  tool  in  the  tool  kit,"  says 
Kelly  A.  Mahoney,  chief  market- 
ing officer  for  Staples  Inc. 
But  Web  sites  should  be  careful 
not  to  give  away  the  store.  In  1999, 
when  the  Web  teemed  with  fledg- 
ling e-tailers,  merchants  flooded 
consumers    with    "impossible" 
promotions,  says  analyst  Mike  May 
of  Jupiter  Communications  Inc. 
Vitamins.com,  for  example,  closed 
down  partly  because  it  was  too  gen- 
erous with  discounts.  The  site  offered 
new  visitors   $25   off  purchases  of 
$25.01  or  more.  Then  it  added  a  $15- 
off  coupon  for  the  buyer's  next  pur- 
chase— and  delivered  it  all  free. 

Better  to  be  wise  than  bankrupt. 
Sure,  the  bigger  the  discount,  the  bigger 
the  draw.  But  the  idea  is  to  wean  con- 
sumers from  buffo  deals,  migrating  them 
from  big  savings  to  smaller  ones.  "If  a 
dollar  off  works  the  first  time,"  May 
says,  "the  customer  should  not  see  that 
discount  again."  A  good  coupon  cam- 
paign offers  just  enough  savings  to  give 
consumers  a  little  thrill.  • 


Beauty 

17% 

Fast  food 

16% 

Apparel 

14% 

Toys 

14% 
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r  (    \N  T  ANSWER  THAT. 


I'M  SORRY. 

I  WISH  I  COULD  HELP. 

LET  ME  REFER  YOU  TO  A  COMPANY  THAT 

CARES  ABOUT  ITS  CUSTOMERS. 


In 


In  the  age  of  ('Business, 
i  me  l.u  t  d<  iminates  all  others:  *.  ustomers 

in    hi  i  out  ml. 

Whether  through  a  call  to  a  toll-free 
number,  a  visit  to  a  store  down  the 
street,  or  the  e  lie  k  of  a  mouse  to  Web 
sites  around  the  world,  customers  expect 
a  consistentl)  positive  experience. 

lor  organizations  everywhere  and 
ot  ever)  size,  the  implication  is  clear: 
keep  your  best  customers  100%  satisfied 
or  risk  losing  them  altogether. 

But  keeping  customers  complete!) 
satisfied  is  getting  harder  and  harder.  Customers 
are  demanding  more  and  more— faster  delivery, 
hroader  selection,  customized  products  and  scr\  ices, 
hetter  value  and  instant  response  to  inquiries.  In 
other  words,  the)  want  to  do  business  on  their 
terms,  not  on  \  ours. 

At  Siehel  Systems,  we  make  the  applications  that 
companies   need    to   succeed    in    today's   ruthlessly 


1  competitive,  customer-driven  eBusiness 
env  ironment. 
Our  applications  give  everyone  in 
vour  organization  access  to  the  same 
real-time  information.  So,  no  matter 
where  or  with  whom  your  customers 
interact,  they  feel  as  it  the)  are  having 
one  continuous  and  uninterrupted 
dialogue. 

With  Siehel  eBusiness  Applications. 
you'll  have  the  ability  to  do  business 
an)  wav  vour  customers  want — anytime, 
anywhere,    in   am    language,   in   any 
currencv,  through  an)  communication  channel. 

It's  called  multichannel  eBusiness.  And  it's  ahead) 
working  tor  customer-tocused  companies  such  as 
IBM,  Charles  Schwab,  and  WorldCom. 

To  learn  more  about  eBusiness  and  how  it  can 
change  vour  company,  visit  www.siebel.com/ebusiness 
or  call  us  direct  at  800.356.3321.  And  your  customers 
will  never  have  to  hear  "I'm  sorrv"  again. 


REVENUE 

CUSTOMER 
SATISFACTION 

EMPLOYEE 
PRODUCTIVITY 
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RETURN   ON   SIEBEL  INVESTMENT:    10   MONTHS 


In  a  major  study.  Siebel  solutions  helped  increase  revenue  by  16%.  customer  satisfaction  by  21%  and 
employee  productivity  by  21%.  Which  makes  for  happy  shareholders.  And  not-so-happy  competitors. 
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CLICKS&MISSES 


BY  TIMOTHY  J.  MULLANEY 

tim_mullaney@ebiz.businessweek.com 


Gone  But  Not  Forgotten 

The  dot-com  dropout  class  of  2000  tells  a  lot  about  what  won't  work  online 


s  2000  faded  to  black,  Netizens  might  have  thought  the 
cartoon  geezer  representing  the  old  year  should  dress 
as  the  Grim  Reaper.  At  least  210  dot-com  companies 
failed  in  2000.  But  that  raises  an  existential  ques- 
tion:   If  210   fall   in   a   forest   of  more   than 


25,000  consumer  Web  sites,  and  most  of  the  failures  have  little  au- 
dience, do  they  make  a  sound? 

The  answer  is  no,  not  yet.  The  real  crisis  of  sites  that  large 
numbers  of  people  actually  use — and  like — is  at  least  months  off. 
If  the  climate  for  raising  money  doesn't  improve,  popular  sites,  in- 
cluding Webvan  and  fheglobe.com,  could  run  out  of  dough  by 
mid-2001.  So  why  care  about  the  dropouts  of  2000?  Mulling  them 
over  teaches  mordant  lessons  for  entrepreneurs  and  investors.  The 
most  obvious  one:  Use  common  sense.  The  Web  doesn't  change 
the  dismal  economics  of  nowhere  busi- 
nesses like  local  delivery  services.  But 
the  sadder  failures  are  those  that 
warn  us  consumers  that  the 
Web's  promise  might  be  hard- 
er to  deliver  on  than  we 
hoped.  It's  becoming  appar- 
ent, for  instance,  that  the 
economics  of  quality 
news  and  community  sites 
haven't  worked.  We'll  nev- 
er know  if  sites  like  Gar- 
den.com  would  ever  have  made 
money,  but  we  know  investors 
won't  take  such  risks  again  soon. 

Here  are  some  I'll  miss: 

Garden.com.  This  e-com- 

merce  site  for  gardeners  was 
one  of  the  first  crashes  of 
the  classic  e-commerce- 
community  business 
model.  The  site  is  sched- 
uled to  shut  down  soon 
and  has  already  stopped 
taking  orders.  Boy,  was  it 
slick:  well-designed  pages 
and  solid  articles,  interactive 


Web  reviews 


Sites  we'll  miss 

*■  Garden.com 

►  Scour.com 

►  APBnews.com 
Sites  we  won't  miss 

*•  Furniture.com 

►  TheMan.com 

►  Mortgage.com 


help  for  planning  gardens  in 
different  U.S.  climates, 
monthly  calendars  for  what 
the  amateur  gardener  should 
do,  and  more.  It  was  nicely  personalized,  and  even  sent  e-mail 
reminders  with  tips  on  cultivating  a  dream  garden.  Until  re- 
cently, it  sold  the  things  needed  to  make  it  happen.  The  idea  was 
to  replicate  the  best  salesperson  at  a  local  garden  store,  and 
Garden.com  did  it  quite  well.  But  the  money  part  didn't  work: 
It  lost  $75  million  since  1995.  E-commerce  didn't  grow  fast 
enough — just  $2.2  million  in  its  last  quarter — and  ad  sales 
were  of  the  dwarf  variety.  One  premise  of  "Three  Cs"  sites 
(content,  community,  and  commerce)  was  that  targeted  con- 
tent would  draw  ready-to-buy  audiences  that  advertisers  would 
flock  to.  So  far,  it's  not  happening. 

ScOlir.COm.  rip  Scour,  killed  by  law- 
suits as  surely  as  the  Gore  Administra- 
tion. This  music  file-shar- 
ing site  shut  down  in  the 
face  of  the  same  litigation 
wave  that  forced  Napster  Inc. 
and  MP3.com  Inc.  to  seek  set- 
tlements with  the  music  in- 
dustry. I  found  Scour  easier 
and  faster  to  use  than  Nap- 
ster. The  courts,  however, 
haven't  bought  the 
idea  that  royalty- 
free  file  sharing  is 
legal.  The  lesson 
is  not  to  fool  your- 
self that  cool  tech- 
nology alone  will 
change  people's 
tastes — or  the  law — 
Overnight.  Scour's  as 
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sets  were  sold  to  a  company  that  plans  to  use  its  technology  for 
a  pay-per-download  site  that'll  cut  artists  in.  We  may  like  that 
service  just  fine,  but  online  music's  free-ride  stage  is  finite. 

APBneWS.COm.  This  crime-news  site  (think  All  Points  Bul- 
letin) isn't  out  of  business,  but  its  assets  have  been  sold  through 
a  bankruptcy  court — and  now  the  new  owners  are  running 

One  lesson:  Cool  technology  alone 
will  not  change  people's  tastes 


the  romance  of  the  lone  Web  publisher,  rarely  have  enough  of  it. 
Here  are  some  bygone  sites  I'm  happy  to  see  go: 


out  of  cash.  It's  a  shadow  of  what  it  was.  A  finalist  for  top  hon- 
ors in  Columbia  University's  first  Online  Journalism  Awards  last 
year,  APBnews  made  its  mark  with  a  combination  of  true-crime 
sizzle  and  investigative-reporting  steak. 

When  we  gave  APBnews  a  rave  1999  review  on  our  e.biz 
Web  site,  we  called  it  the  New  York  Post  with  a  brain.  Now  it's 
closer  to  just  the  New  York  Post.  You  used  to  see  the  latest  on  the 
sensational  murder-for-hire  trial  of  Carolina  Panthers  footballer 
Rae  Carruth  next  to  a  three-parter  on  the  abuse  of  Americans  in 
Japanese  prisons.  Now  it's  little  more  than  a  crime  wire  service. 
Some  enterprise  reporting  is  still  posted,  but  it's  months  old.  It's 
simple:  Good  content  costs  money.  Small  independents,  despite 


Furniture. COIT1.  The  lesson:  Keep  your  promises.  Furni- 
ture.com  talked  big  about  delivering  a  better  experience  than  fur- 
niture stores,  where  salespeople  can  intimidate  and  direct  price 
comparison  is  tough.  But  Furniture.com  didn't  walk  its  talk. 
When  e.biz  looked  into  the  company  last  July,  we 
found  a  mess.  Product  returns  were  higher  than  most 
realized.  Damage  to  goods  in  transit  and  late  deliver- 
ies were  common.  And  promises  of  customer  service 
were  writ  on  air:  When  I  logged  on  to  their  instant- 
messaging  support  line,  I  was  on  hold  nearly  long  enough  to 
read  a  copy  of  Sports  Illustrated. 


SAD,  AND  NOT  SO  SAD,  GOODBYES 


At  least  210  dot-coms  said  goodbye  last  year.  There's  a  temptation  to  wax 
poetic  about  those  feisty  dot-coms.  But,  nah.  It's  a  Darwinian  world  out  there: 
Mostly,  those  that  crashed  simply  weren't  fit.  Others  I'll  miss. 


Sites  We'll  Miss 


M     PRODUCTOPIA  Used  to 
*ll.mC    be  my  favorite  place  to 
*    compare  products, 
especially  consumer  electronics,  before 
making  that  $ioo-and-up  buy.  But  it 
never  attracted  advertisers  or  found 
enough  ways  to  make  money. 


SC0UR.COM  Actually  was  a  better 
music-sharing  site  than  Napster — 
because  it  was  easier  to  use.  Scour's  new 
owner  shut  its  music  file-sharing  service 
to  stop  litigation,  and  plans  to  use  its 
peer-to-peer  technology  as  part  of  a 
pay-per-download  music  site  launching 
this  year. 


CARDEN.COM  Was  actually  a  charm- 
ing combination  of  an  online  gardening 
magazine,  community,  and  store  that 
taught  you  and  sold  to  you  at  the  same 
time.  It  just  didn't  get  the  traffic  it 
needed  to  make  money. 


Sites  We  Won't  Miss 


TheMan.COITI.  It  was  just  another  stab  at  building  an  online 
'zine/store — this  one  in  the  young-male  market  dominated  in 
print  by  magazines  like  Maxim.  But  even  I,  too  old  a  fart  to  laugh 
at  Maxim's  fart  jokes,  can  name  five  or  six  'zines  that  got  there 
first.  That  shows  clearly  that  this  thing  should  never  have  been 
launched.  The  lesson:  You  have  to  be  at  least  a  little  bit  original. 

Mortgage.COm.  Web  sites  have  to  be  much  more  conven- 
ient, not  a  little,  to  draw  customers  away  from  old  ways  of  do- 
ing business.  Online  mortgages 
seemed  like  such  a  brilliant  idea. 
The  old  way  of  getting  home 
loans  is  a  paperwork  mess  no 
one  really  likes.  But  online 
mortgages  actually  eliminated 
little  paperwork.  And  the  off- 
line mortgage  market  is  already 
highly  competitive  on  price,  so 
the  advantage  the  Web  brought 
was  minimized.  Mortgage.com 
has  closed  its  site  but  hopes  to 
sell  its  technology  to  banks.  It 
still  may  make  borrowing  from 
the  Old  Guard  moderately  bet- 
ter. We  hoped  for  more. 

Who's  next?  Maybe  a  site 
you  know  and  love.  It's  a  shame. 
Good  ideas  that  simply  need 
time  are  caught  in  the  same  fi- 
nancing vise  as  bad  ideas.  Given 
time,  businesses  such  as  mort- 
gage marketplace  LendingTree 
Inc.  or  grocery-delivery  service 
Webvan  Group  Inc.  might  well 
carve  out  profitable  niches. 
Whether  they'll  get  that  time  is 

San  open  question  since  Dig- 
ital Darwinism  is  here  with 
a  vengeance.  It  ain't  fair.  But 
it  wasn't  fair  when  guys  like 
these  got  rich  overnight,  ei- 
ther. Rise  by  the  buzz,  crash 
by  the  buz/.  * 


FURNITURE.COM  Talked  big  about 
improving  service  and  making  online 
furniture  purchases  less  overwhelming. 
But  deliveries  were  late  and  goods  often 
arrived  in  poor  condition.  Plus,  we  waited 
some  15  minutes  for  them  to  answer 
"instant  messages." 


PSEUDO.COM  Awful  avant-garde 
wannabe  interactive  entertainment  site 
illustrates  the  difference  between 
creativity  and  mere  purple  hair.  Site  for 
short  films  made  more  news  for  its 
parties  than  anything  else. 


AN0RYMAN.COM  For  a  year,  we  saw 
ads  for  this  site  all  over  Manhattan.  It 
was  the  place  where  you  could 
vent  about  almost  anything. 
But  what  was  the  point?  If 
you  want  to  hear  people 
complain,  just  go  to  work 
and  wait  10  minutes. 
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BY  JOAN  O'C.  HAMILTON 

joan_hamilton@ebiz.businessweek.com 


A  Wide  Web  of  Advice 

It's  free,  and  there's  tons  of  it.  Who  are  these  advice-givers,  anyway? 

he  computer  version  of  the  perfect  storm  is  raging  in  my  home:  My  husband  is  try- 
ing to  network  our  several  PCs  and  printers,  and  I'm  trying  to  make  our  digital 
camera  download  video  properly.  We  have  been  adrift  for  weeks  in  a  stormy  sea 
of  error  messages.  We  grow  testy,  accusing  each  other  of  sabotage.  The  official  res- 
cue squads  for  the  products  involved  have  ditched  us.  Our  only  lifelines  are  the 


patient  and  tenacious  enthusiasts  on  online  message  boards  to 
whom  we  keep  turning  for  help.  Bless  you  Uconnzam,  wherev- 
er/whoever you  are,  for  getting  me  back  on  track. 

More  and  more,  I  find  myself  turning  to  digital  Good  Samar- 
itans and  online  reviewers  to  get  out  of  jams  and  make  better 
buying  decisions.  Free  advice  is  spewing  from  every  nook  and 
cranny  of  the  Web,  from  slick  company-sponsored  customer 
forums  and  from  irreverent,  renegade  sites.  I'm  not  talking  about 
stock  touters  in  chat  rooms.  I'm  talking  about  help  on  modern 
life's  daily  hypertensive  moments,  involv- 
ing gadgets,  books,  tools,  cars,  and 
hobbies,  where  a  sucker  purchase, 


poor  directions,  or  an  undisclosed  glitch  can  be  infuriating. 
That  said,  I  also  must  cop  to  a  twisted  little  secret.  Even 
though  I  appreciate  all  this  help,  I'm  flabbergasted  at  the  amount 
of  time  some  people  spend  providing  it.  You  may  recall  Groucho 
Marx  questioning  why  he'd  want  to  be  a  member  of  a  club  that 
would  have  him  as  a  member.  My  version  goes:  "Should  I  trust 
advice  from  people  who  have  this  much  time  to  spend  giving  free 
advice  to  people  like  me?" 

A  basic  drive.  The  more  I  learn  about  the  world  of  advice, 
the  more  I  tend  to  think  I  can.  For  one  thing,  much  of  this  ad- 
vice-giving springs  from  frustration,  too.  Take  David  E.  Week- 
ly's new  site.  Weekly,  a  22-year-old  computer-science  grad, 
has  fallen  hard  for  ssx,  a  snowboarding  game 
for    the    Sony    PlayStation    2.    But 
Weekly  and  his  roommate  grew 
exasperated  with  the  Sony- 
supplied  documentation.  So 
they  went  on  a  72-hour  play- 
ing, note-taking,  and  cod- 
ing binge.  At  5:30  a.m.  in 
mid-December    they 
pushed  the  button  and 
posted  www.ssxfan.com,  a 
resource  site  of  playing  tips 
and  other  useful  stuff.  "I  do  this 
so  no  one  else  needs  to,"  explains 
Weekly.  He  spends  at  least  eight 
hours  a  week  online  helping  people 
with  tips  on  Napster  Inc.  and  other 
subjects  on  which  he's  expert — for  no 
pay.  He  says:  "If  I  can't  find  what  I  want 
online,  I  [research  it  and]  put  it  out 
there.  This  is  my  view  of  human  progress." 
Turns  out,  helping  out  may  be  a  basic   human 
drive.  New  York  psychologist  John  Shuler,  author  of  the  Psy- 
chology of  Cyberspace,  says  providing  advice  and  feedback  on- 


accenture.com 
i 

2 
I 
5 


Accenture,  Formerly 

Andersen  Consulting, 

Reinvents  Itself  To  Seize 

Emerging  Opportunities 


*• 


{We  wouldn't  suggest  our  clients  do  anything  we  wouldn't  do  ourselves.} 


> 

•  Consulting  •  Technology  •  Outsourcing  •  Alliances  •  Venture  Capital        Cl  V.V-V- 1  I  LUl  C 

Accenture  was  formerly  known  as  Andersen  Consulting 


Business  Week  e.biz    THE  DIGITAL  LIFESTYLE 


>! 


fsnm> 


line  taps  into  the  desire  many  of  us  feel  to  share  information  about 
which  we  consider  ourselves  expert.  Otherwise  venue-less  experts, 
Shuler  proposes,  get  "a  sense  of  power"  helping  others  online. 

Some  commercial  sites  have  tapped  into  the  urge  to  share.  New 
York  media  company  Primedia  Inc.  in  November  agreed  to  pay 
$550  million  for  About.com  Inc.  and  its  700  online  "guides,"  be- 
cause the  topical  pages  they  develop  get  targeted  advertising  in  front 
of  passionate  enthusiasts  of  fly-fishing  or  oth- 
er subcultures.  About.com  and  similar  sites 
motivate  the  advice-givers  by  paying  them 
based  on  how  popular  their  reviews  are. 

Unfortunately,  when  you  put  a  few  bucks 
on  the  table,  intrigue  comes  close  behind. 
One  young  San  Francisco  guy  explained  to 
me  that  while  he  was  making  $2  or  $3  re- 
viewing modestly  popular  products  on  the 
advice  site  Epinions.com,  he  noticed  the  elec- 
tronic-products area  reviewers  attracted  a  lot 
more  traffic — and  money.  So,  he  "summa- 
rized" a  local  newspaper  review  of  a  product 
he's  never  seen,  posted  it,  and  reaped  a  much 
larger  check  He  says  suspicion  of  "bogus"  re- 
views in  the  heavily  traveled  areas  are  com- 
mon. Epinion  users  often  smoke  out  such 
stunts,  posting  public  notices  about  plagiarized 
reviews,  says  the  company.  Violators  of  copy- 
right and  other  Epinions  rules  have  their 
payments  canceled  and  can  be  tossed  off. 

To  me,  the  most  interesting  community 
of  unpaid  advice-givers  is  on  Amazon.com 


^*|W  You  name  a  subject  and  some- 
body has  posted  a  review,  hint,  work- 

i   around,  recommendation,  slam,  or 
something  else  passionate  about  it 

!   on  the  Internet. 

To  learn  what  a  goo-degree,  triple- 
flip  move  facing  downhill  in  the 
PlayStation  2  snowboarding  game 
SSX  is  called,  see  David  Weekly's  new 
unofficial  site  at  www.ssxfan.com. 

^^^►-  Some  of  Amazon.com's  volunteer 

reviewers  are  getting  a  bit  testy.  For 

I   a  glimpse  into  the  back  streets  of 

]   Amazon's  reviewer  subculture,  check 

out  the  reviewer  message  boards  at 

http://amazon.remarq.com/read/ 

►-  And  if  you're  wondering  how 
trusting  people  online  works,  Epinions 
has  even  taken  a  stab  at  explaining 
and  diagramming  its  system.  See 
www.epinions.com/help/index.html7sh 
ow=web  of  trust. 


Inc.'s  site.  Amazon  lets  customers  provide  bad  as  well  as  good  re- 
views right  on  the  page  where  the  item  is  sold.  This  has  attract- 
ed more  than  2  million  postings  and  has  become  addictive  for 
some  readers.  Don  Mitchell,  a  Boston  author  and  management 
consultant,  reads  50  to  100  books  per  month  and  has  posted 
more  than  900  reviews — all  gratis.  But  there  are  rewards:  Mitchell 
once  reviewed  a  book  on  depression  and  later  received  an  e-mail 
from  a  man  who  said  he'd  been  contemplating  suicide  until  he 
read  Mitchell's  review  and  followed  the  book's  advice.  But  pri- 
marily, "it's  a  way  to  direct  my  reading  and  development  as  a 
writer,"  says  the  affable  Mitchell. 

Others,  I  think,  just  want  to  talk  about  stuff  they  love.  You  can 
practically  hear  the  whine  of  the  skillsaw  in  the  background  of 
Toolpig's  dozens  of  heartfelt  Amazon  write-ups  on  products  like  the 
Makita  1050dwa  12  Volt  Cordless  Planer:  "Have  you  ever  been  in 
the  middle  of  a  crucial  cut  and  the  stinking  cord  hangs  up  on  you, 

Tech  expert:  "This  is  my 

view  of  human  progress 

creating  a  nice  divot  or  burn  mark  on  your  piece?  That  problem  is 
a  thing  of  the  past  now,"  writes  Toolpig.  Sayonara  divots. 

Even  when  no  compensation  is  involved,  petty  human  fracas- 
es erupt  in  the  online  advice  world,  too.  Amazon  not  only  allows 
book  reviews,  but  lets  customers  vote  on  the  "helpfulness"  of  the 
reviews  people  post.  No  end  of  squabbling  has  followed  Ama- 
zon.com's decision  last  spring  to  start  ranking  its  reviewers,  based 
on  some  secret  formula  hinging  partly  on  those  reviewer  re- 
views. Clearly,  a  book's  potential  for  a  Pulitzer  is  not  part  of  the 
magic  formula.  Amazon's  No.  1 -ranked  reviewer,  Harriet  Klausner, 
is  a  self-described  speed  reader  who  zips  through  several  books  per 
day,  many  of  them  zesty  romances:  "In  1799,  due  to  a  scandal  not 
caused  by  her  but  impacting  her,  Oriana  flees  London  ending  up 
at  the  Isle  of  Man.  She  meets  Sir  Darius  Corlett,  who  writes  her  off 
as  a  fortune  hunter.  To  Oriana's  shock,  she  is 
attracted  to  Darius,"  Klausner  writes  about 
Improper  Advances  by  Margaret  Evans  Porter. 
Prose  like  that  just  about  turns  Mick 
McAllister  purple.  The  56-year-old  Colorado 
writer  and  computer  consultant  made  the 
top  reviewer  list,  too,  but  resigned  partly  be- 
cause of  the  weird  ranking  formula.  Also, 
he  says,  once  he  made  the  top  100  list,  neg- 
ative dings  on  his  reviews  came  streaming  in 
like  18th  century  fortune  hunters  to  the  Isle 
of  Man.  "Amazon  has  become  a  mean  street, 
with  gangs  of  review  bashers  out  there  cast- 
ing votes  without  reading  the  reviews,  deter- 
mined to  'win'  a  higher  ranking  at  another's 
expense,"  he  says.  Amazon's  message  boards 
are  a  hotbed  of  similar  charges. 

Take  it  all  with  a  grain  of  salt.  It's  hard 
not  to  smirk  when  you  read  the  bio  of  a  top 
Epinions  reviewer  who  lists  one  of  her  fa- 
vorite hobbies  as  "Epinionaling."  Yd  there's 
valuable  expertise  out  there  that  you  may 
very  well  need  in  a  pinch.  » 
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Some  of  the  biggest 
names  in  the  game 
come  up  short  when 
it  comes  to  building 
digital  marketplaces. 


Building  B2B  marketplaces  is  making 
some  industry  giants  look  small.  The  truth 
is,  if  you  hand  the  ball  to  one  of  those 
so-called  "dream  teams," you'll  be  up 
against  a  sizable  integration  challenge. 

VerticalNet  Solutions  will  help  you  get 
your  online  marketplace  together  far  more 
effectively— and  faster.  Our  eMarketplace 
Suite  provides  a  comprehensive  set  of 
tools  required  to  develop  a  high-liquidity 
digital  marketplace.  All  within  one 
marketplace,  our  suite  delivers  content, 
community,and  commerce  transaction 
modules,  including  auctions,  catalogs, 
exchange,  RFP/RFQ,  structured  negotiation, 
and  a  broad  range  of  e-procurement  and 
e-distribution  services. 

Over  the  past  five  years,  VerticalNet  has 
built  57  online  communities  where  buyers, 
sellers,  and  third  parties  meet  to  enjoy 
greater  business  efficiencies.  Each 
combines  content,  community  and 
commerce  modules  to  satisfy  the  specific 
needs  of  the  industry  served. 

Ready  to  seize  an  advantage  in  the 
competitive  B2B  game?  Visit 
www.  verticalnetsolutions.  com 
right  away  or  call  866-263-6040. 


y  VerticalNet  Solutions 
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Last  True 


Undaunted  by  the  tech  slump,  Softbank's 
Masayoshi  Son  is  thinking  bigger  than  ev&r 


n  this  season  of  dot-com  lynchings  on  Wall  Street,  a 
little  bit  of  gallows  humor  goes  a  long  way.  It  was  the 
inspiration  for  a  five-minute  video  spoof  of  the 
popular  er  TV  medical  drama  that  Softbank  Corp.'s 
top  venture-capital  partners  presented  to  150  in- 
vestors at  an  autumn  gathering  in  San  Francisco. 


The  patient:  One  sick  puppy  of  a  dot- 
com outfit  suffering  from  fast  cash 
burn,  high  employee  turnover,  and  pan- 
ic stock  selling  by  insiders. 

The  video  opens  in  a  mock  operating 
room.  Enter  a  trio  of  Softbank  vcs  cos- 
tumed as  surgeons.  Gary  E.  Rieschel, 
head  of  Softbank  Venture  Capital,  sizes 
up  the  patient  and  orders  a  "business- 
model  transplant."  Cutting  and  stitch- 
ing, they  convert  the  dot-com  into  a 
business-to-business  company.  Whoa, 
the  patient  starts  to  flat-line.  So  they 
try  making  it  a  player  in  the  newly  hot 
sector  of  peer-to-peer  computing.  Fi- 
nally, the  dot-com  pulls 
through.  Deadpans  one  of 
the  "surgeons,"  Softbank  Ven- 
ture Partner  D.  Rex  Golding:  "It's  not  a 
miracle — it's  just  great  positioning." 


While  that  quip  earned  Golding 
hearty  laughter  from  investors,  last 
year  was  anything  but  a  yuck-it-up  12 
months  for  Softbank.  The  Tokyo  com- 
pany rose  to  the  top  of  the  venture 
capital  heap  in  the  1990s  by  placing 
large  bets  on  Net  startups  like  Yahoo! 
Inc.  and  E*Trade  Group  Inc.  and  go- 
ing along  for  the  ride  as  their  stocks 
pierced  the  stratosphere.  These  days, 
only  a  lucky  few  young  companies  are 
going  public  and  last  year  the  collapse 
of  tech  stocks  on  the  world's  finan- 
cial markets  vaporized  $180  billion 
worth  of  Softbank's  market  cap,  leav- 
ing it  with  a  $21  billion  valuation.  Its 
share  price  has  plummeted  94%,  from 
a  peak  of  $590  to  $34. 

So  is  Softbank  throttling  back?  Any- 
thing but.  The  company  is  thinking  even 
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bigger  than  before.  Indeed,  Chairman  Masayoshi  Son 
seems  to  be  the  last  true  believer  in  the  Internet  Rev- 
olution. He  already  has  invested  $8.8  billion  in  corpo- 
rate and  venture  capital  money  in  more  than  600 
companies — about  halt  of  the  dough  coming  from  in- 
stitutional investors.  Now,  he's  got  another  $4  billion  he 
raised  before  the  market  swoon  that  he  plans  on  in- 
vesting over  the  next  two  to  three  years.  The  goal  is  800 
Net  companies  in  his  portfolio. 

To  get  there,  Son  is  now  focusing  on  what  he 
thinks  are  the  hottest  technologies  showing  the  best 
growth  prospects.  That  means  networking,  software-in- 
frastructure players,  and  wireless-communications  com- 
panies— as  opposed  to  all  but  the  most  proven 
consumer  sites.  And  if  he  can  get  them  on  the  cheap, 
all  the  better.  His  latest  deal  announced  on  Dec.  15:  A 
$100  million  investment  for  a  16.5%  stake  in  Korea 
Thrunet  Co.,  which  provides  high-speed  Internet  access 
to  720,000  subscribers.  At  the  end  of  1999,  it  had  a 
market  cap  of  $3.8  billion.  Now  it's  worth  all  of  $269 
million,  thanks  to  the  collapse  of  Internet  stocks.  As  for 
its  existing  portfolio,  Softbank  will  prop  up  companies 
it  believes  are  on  the  path  to  profitability,  like  U.  S.  e- 
tailing  site  buy.com.  But  others  it  sells  off — such  as 
me-too  pharmacy  site  More.com. 

Far  from  being  the  end  of  the  line  for  Net  in- 
vestments, says  Son,  "it  is  still  the  beginning  of  a  big 
thing  coming."  His  master  plan:  To  create  a  cyber- 
conglomerate  that  will  transform  the  Net  into  a 
truly  global  phenomenon.  "I  admire  their  stick-to-it- 
tiveness,"  says  C.  Richard  Kramlich  of  venture  cap- 
ital firm  New  Enterprise  Associates. 

The  global  part  starts  now.  In  Europe,  Softbank  has 
raised  $1.4  billion  to  go  after  the  hottest  wireless  and 
broadband  technology  players.  All  around  the  world, 
from  far-flung  burgs  like  Sao  Paulo  and  Seoul,  Softbank 
is  fielding  1,000-plus  pitches  a  month  from  high-tech 
companies  that  are  dialing  for  dollars.  Son  even  has 
teamed  with  the  World  Bank  to  seed  startups  with 
$200  million  in  the  developing  world.  Says  Ronald 
D.  Fisher,  who  manages  non-Japan  investments  as 
chief  executive  of  Softbank  Global  Investors:  "This  is  a 
great  time  to  have  money  and  courage." 

Other  companies  that  once  stood  alongside  Soft- 
bank as  gutsy  Net  investors  are  in  full  retreat.  Web  in- 
vestor Internet  Capital  Group  Inc.,  of  Wayne,  Pa., 
doesn't  plan  to  raise  more  money  now.  And  Chicago 
incubator  Divine  Inter  Ventures  Inc.  last  year  laid  off 
half  its  staff.  Its  CEO,  Andrew  "Flip"  Filipowski,  wishes 
he  could  walk  in  Son's  shoes.  "I  think  it's  a  brilliant 
move  on  his  part,"  says  Filipowski.  "While  the  easy 
money  has  gone  home,  he  can  pick  up  the  pieces 
left  by  the  folks  abandoning  the  market." 

So  what  does  Softbank  have  that  the  others  don't? 
In  two  words:  Staying  power.  In  addition  to  more  than 
$2  billion  in  venture  funds,  the  company  has  $1.6  bil- 
lion in  corporate  cash  and  marketable  securities  and  is 
sitting  on  more  than  $10.1  billion  in  unrealized  gains 
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Invested:  $771  million, 
Return:  $2.8  billion,  Companies:  142 

Softbank  targets  companies  that  supply  basic 
Web  technologies.  It  scored  big  with  last  year's 
IPO  of  telecom  gear  maker  UTStarcom. 


i 


Invested:  $143  million, 
Return:  $238  million,  Companies:  41 

Softbank  is  hoping  to  catch  the  mobile- 
Internet  wave  in  Japan  and  Korea.  Its 
Aplix.NET  joint  venture  with  Aplix  Corp. 
will  provide  information  via  auto-naviga 
tion  systems,  cell  phones,  and  PDAs. 


\^JJ^  Incubators  ^^^^/ 


Softbank  operates  a  small  startup  incubator 
called  Hot  Bank  in  Mountain  View,  Calif,  with 
five  tenants,  and  another  Hot  Bank  in  Boulder, 
Colo.,  which  has  three  tenants.  It  plans  on  run- 
ning other  incubators  around  the  world. The  idea 
is    to    provide    upstarts    with    low-cost 
facilities  and  locate  them  near  Softbank  partners 


In  five  years,  Softbank  has  been  trans- 
formed from  an  operator  of  publishing 
and  retailing  businesses  into  the  most 
ambitious  investor  in  Internet  startups 
worldwide,  with  stakes  in  600  companies. 


Son  aims  to  build  the  Net  economy  in  Japan. 
He  helped  create  Nasdaq  Japan  so  startups  can 
raise  money  more  easily.  Softbank's  got  a  dozen 
partnerships  with  U.  S.  companies  there.  It  has 
about  85%  of  Japan's  Web  traffic. 


Portals  and  Content 


Invested:  $484  million, 
Return:  $15  billion,  Companies:  155 

Softbank's  21%  share  in  Yahoo!  is  worth 
more  than  $3  billion.  Other  investments 
in  this  cluster:  E-Loan,  for  online  loans, 
Morningstar,  for  mutual  fund  tracking. 


Consumer  e-commerce  *      ^ 

Invested:  $924  million, 
Return:  $1.4  billion,  Companies:  108 

It's  sitting  on  major  paper  losses  from 
its  U.S.  investments  in  e-tailers  such  as 
buy.com  and  Webvan.  But  E*Trade,  the 
online  stock  trading  company,  now  ranks 
No.  2  in  the  United  States  and  No.  3  Japan. 


Softbank  has  poured  $4  billion  into  startups  through  ven- 
ture funds  established  around  the  world.  Along  with  contri- 
butions from  outside  investors,  the  total  amount  it  invested 
totals  $8.8  billion.  It  hopes  to  invest  another  $4  billion  to 
I      boost  its  portfolio  to  800  companies  over  three  years. 


L_ 


Business-to-Business 
\        e-commerce       J~ 

Invested:  $484  million, 
Return:  $612  million,  Companies:  140 

Softbank  announced  a  major  link  with 
software-maker  Ariba  to  launch  a 
business-to-business  platform  for 
Japanese  companies  to  buy  and  sell 
goods.  Some  30  major  blue-chip  com- 
panies such  as  Hitachi  are  joining  in. 


. 
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from  its  early  venture  investments  in  the 
likes  of  portal  site  Yahoo!  Inc.  and  software 
standout  VeriSign.  On  top  of  that,  its  op- 
erating businesses  are  expected  to  deliver 
$318  million  in  profits  in  the  fiscal  year 
ended  in  March,  according  to  analysts' 
projections.  Unless  the  financial  markets 
get  much  worse  and  stay  lousy  for  years, 
this  company  is  in  shape  to  wait  out  the 
storm.  When  the  markets  recover,  Soft- 
bank should  be  able  to  raise  money  by 
selling  stock  or  bonds — and  make  mon- 
ey by  cashing  in  on  capital  gains  from  its 
investments. 

At  the  mercy.  Things  could  still  go 
terribly  wrong  for  Softbank,  though. 
While  none  of  its  high-profile  invest- 
ments has  gone  belly-up  yet,  one-quarter 
of  the  U.  S.  startups  Softbank  has  backed 
are  consumer  Net  companies — a  seg- 
ment that  has  been  especially  hard  hit. 
Retailer  Buy.com  Inc.,  for  instance,  in 
which  Softbank  holds  a  20%  stake,  last 
year  lost  97%  of  its  value,  wiping  out 
most  of  Softbank's  investment  gains.  Its 
$125  million  1999  investment  in  gro- 
cery-delivery service  Webvan  Group  Inc. 
is  now  worth  $10  million.  On  top  of  that, 
Softbank's  21%  stake  in  Yahoo  puts  it  at 
the  mercy  of  one  company's  fortunes — 
and  Yahoo  stock  has  dropped  88%  from 
its  peak  last  year.  Nightmare  scenario: 
Yahoo  goes  into  a  tailspin,  and  Buy.com, 
Webvan  Group,  and  other  major  bets  go 
out  of  business,  destroying  hundreds  of 
millions  of  dollars  of  Softbank  equity. 

For  a  number  of  high-profile  Softbank 
companies,  it's  not  clear  how  long  they  can 
hold  out.  At  the  rate  it's  spending  money, 
Interliant  Inc.,  a  company  that  runs  corpo- 
rations' e-businesses  in  its  data  centers, 
could  be  out  of  cash  by  midyear.  The  same 
is  true  for  Webvan.  It  warned  last  month 
that  it  will  need  to  raise  at  least  $80  million 
to  make  it  to  2002.  Buy.com  has  a  little 
more  time  in  its  hourglass:  About  a  year  at 
the  current  burn  rate. 

The  meltdown  scenario  is  a  turnoff 
to  some  potential  investors  in  Softbank's 
venture  funds.  Grove  Street  Advisors 
General  Partner  Dave  Mazza  says  he 
wouldn't  park  a  dime  of  the  $2  billion 
in  pension  fund  money  he  manages  into 
Softbank  funds.  The  reason:  Softbank 
paid  generous  amounts  for  shares  in 
prepublic  companies.  Of  the  25  pub- 
licly-traded U.  S.  companies  in  which 
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Softbank  holds  a  stake,  20  are  now  trad- 
ing below  their  ipo.  "They  would  outbid 
everybody  for  deals  that  are  now  un- 
derwater," he  says. 

Another  challenge  for  Softbank:  The 
organization  is  spread  mighty  thin.  Besides 
owning  pieces  of  all  of  those  Net  start- 
ups, the  company  owns  all  or  part  of 
dozens  of  media,  distribution,  and  Internet 
companies  in  Japan.  Overall,  it  has  stakes  in 
318  companies  in  Japan,  189  in  North 
America,  14  in  Europe,  and  30  in  China.  It 
has  bet  on  a  wide  range  of  sectors,  from 
portals  and  Web  content  on  one  end  to 
technology  infrastructure  on  the  other.  In 
Japan,  it  owns  42.5%  of  Nasdaq  Japan, 
the  brand-new  and  still  unproven  Tokyo 
stock  market.  From  the  outside,  Softbank 
looks  like  an  unwieldy  sprawl  of  operating 
companies,  venture  capital  funds,  joint  ven- 
tures, and  startup  incubators. 

Son  himself  is  the  key  to  making  this 
huge  gamble  pay  off.  The  43-year-old  eth- 
nic Korean  remains  the  imperturbable 
optimist  He  dresses  up  in  samurai  garb  to 
motivate  Japanese  entrepreneurs  and  has- 


n't lost  a  bit  of  his  fabled  appetite  for 
dealmaking  on  the  fly.  The  latest:  $40 
million  for  a  40%  stake  in  a  Japanese 
joint  venture  with  the  hot  American  e- 
marketplace  software  company  Ariba  Inc. 
That  deal  escalated  from  a  30-minute  sales 
pitch  last  Aug.  31  to  a  preliminary  agree- 
ment in  the  span  of  24  hours.  Nor  has 
Son  thrown  away  his  messianic  vision  of 
an  Internet  that  transforms  society  by 
blowing  communications  and  commerce 
wide  open.  He  talks  of  a  100-year  plan  for 
building  19-year-old  Softbank  into  a  giant 
on  the  world  stage.  Son  dismisses  today's 
worrywarts:  "The  market  always  overreacts 
in  the  short  term,  but  I'm  not  a  short- 
term  player." 

At  its  core,  Son's  plan  is  simple.  The 
company  takes  minority  stakes  in  compa- 
nies that  it  thinks  will  be  the  winners  in 
their  business  segments  on  the  Web.  In 
some  cases,  he  tries  to  replicate  an  al- 
ready well-established  American  brand 
overseas — such  as  Yahoo  Japan,  and 
E*Trade  Japan.  To  give  his  portfolio  com- 
panies an  edge,  Son  has  created  what  he 


SOFTBANK'S  DEALMAKERS 


*  J«"i^^k 

►  Yoshitaka  Kitao 

■'Jm— . 

PRESIDENT,  SOFTBANK  FINANCE  CORP. 

Financial  wizard  of  the  Soft- 

1    jyg 

bank  confederation.  Engineered 
Softbank's  debt-fueled  acquisi- 
tion strategy  in  the  mid-1990s  as 
the  CFO.  Now  runs  Softbank's  fi- 
nancial businesses  in  Japan  and 
was  key  negotiator  for  last  fall's 
buyout  of  state-owned  Nippon 

Credit  Bank.  Known  to  get  by  on 

►  Ronald  Fisher 

three  hours  of  sleep  when  it  is 

time  to  close  a  deal. 

CEO,  SOFTBANK  GLOBAL  VENTURES 

Son's  right-hand  man  interna- 

tionally, overseeing  all  venture 

investing  outside  of  Japan.  Came 

to  Softbank  in  1995  after  being 

BL'  •^"■i 

CEO  of  PC  software  maker 

Phoenix  Technologies.  He  and  Son 

discovered  the  Net  together  by 

visiting  dozens  of  small  compa- 

nies, including  Yahoo!,  where  they 

took  a  31%  stake  at  one  point. 



c.ills  ,i  Netbatsu,  a  modern  reprise  of  the 
old  Japanese  zaibatsu  trading  networks 
that  swapped  ideas,  capital,  and  contacts  to 
expand  their  industrial  empires  through- 
out Asia.  Son's  fund  managers  and  the  ex- 
ecutives of  his  portfolio  companies  can 
share  information  and  easily  do  deals  to- 
gether that  benefit  all  parties. 

Softbank's  five-year  love  affair  with  Ya- 
hoo shows  the  power  of  the  Net- 
batsu. Yahoo  has  expanded  into 
Japan,  South  Korea,  and  much 
of  Europe — with  Softbank  as  the 
joint  venture  partner.  Partial  pay- 
off: Softbank's  paper  gain  from  Yahoo 
Japan  alone  is  more  than  $3.5  billion.  Soft- 
bank goes  flat  out  to  make  these  projects 
work.  Masahiro  Inoue,  chief  executive  of 
Yahoo  Japan,  points  out  that  during  the 
first  year  of  operation  in  1997,  Son  lent  his 
own  engineers  and  salespeople  to  launch 
the  service.  "We  received  almost  every- 
thing from  Softbank,"  he  says.  Yahoo  Japan 
turned  a  profit  within  a  year.  And  the  al- 
liance works  both  ways.  Yahoo  Japan  bol- 
stered Softbank's  e- Shopping!  cybermall 
with  an  investment  and  a  premier  spot 
on  its  Web  site. 

In  these  dark  days,  the  Netbatsu  means 
that  when  a  Softbank  company  hits  a  patch 


of  trouble,  it's  not  left  standing  alone.  For  in- 
stance, most  investors  seem  to  have  given  up 
on  buy.com.  Its  stock  is  trading  at  about  $1, 
down  from  a  peak  of  $33  last  year.  Its  site 
traffic  was  up  an  anemic  1 1.5%  during  the 
critical  second  week  of  December,  according 
to  market  researcher  Media  Metrix.  Yet  Soft- 
bank is  still  bent  on  helping  the  retailer 
build  its  business,  says  ceo  Greg  Hawkins. 


price  of  $9.  That  helped  the  stock  rise  a 
little  to  $10  per  share,  but  it  has  been  on 
a  downward  slide  since  September  and 
is  now  trading  at  about  $1  per  share. 
Softbank  has  faith  that  PeoplePC  will 
thrive  in  the  long  run.  "We  wanted  the  in- 
vestors coming  in  alongside  us  to  have  a 
sense  of  comfort  that  we'd  put  our  mon- 
ey where  our  mouth  was,"  says  Fisher. 


The  company  has  teamed  up  with  the  World 
Bank  to  seed  developing-world  startups 


Gary  Rieschel 

PRESIDENT,  SOFTBANK  VENTURE  CAPITAL 

In  charge  of  Softbank's  U.S. 
venture  arm,  presiding  over  an 
almost  $2  billion  fund.  Joined 
Softbank  in  1996  after  stints  at 
Cisco  Systems  and  Intel.  Despite 
the  Net  downturn,  he  remains 
bullish.  "We  are  still  in  the  early 
stages  of  the  Internet's  impact  on 
the  economy,  so  there's  no  reason 
to  suddenly  become  shy  about 
making  investments,"  he  says. 


Softbank  recently  brokered  a  partnership 
with  ProSawy,  another  portfolio  company, 
whose  tech-consulting  services  have  been 
added  to  buy.com's  business-to-business  e- 
commerce  site. 

Indeed,  Softbank  is  pulling  out  the 
stops  to  help  some  of  its  upstarts  go  pub- 
lic in  a  down  market.  Take  PeoplePC  Inc., 
the  San  Francisco  company  that  gives 
away  PCs  to  individuals  who  agree  to  sub- 
scribe to  its  Internet-access  service  for 
three  years.  Last  August,  in  spite  of  poor 
market  conditions,  the  company  decided 
to  go  public  to  raise  cash  for  expansion. 
Softbank  pitched  in  by  purchasing  an  ad- 
ditional $10  million  in  stock  at  the  ipo 


►  Ken  Miyauchi 

PRESIDENT,  SOFTBANK  E-COMMERCE  CORP. 

One  of  Son's  oldest  and  most 
dedicated  lieutenants,  he  heads 
Softbank's  e-commerce  ventures 
in  Japan.  A  former  consultant 
with  the  Japan  Productivity  Cen- 
ter, he  joined  Softbank  in  1984. 
"The  working  conditions  were  so 
tough  then  that  most  of  the  orig- 
inal staff  quit,"  he  says.  He  hung 
in — and  helped  build  Softbank 
into  Japan's  Net  leader. 


While  Softbank's  overall  strategy  has- 
n't changed  in  this  roiling  environment,  its 
tactics  are  dramatically  different.  Over  the 
last  two  years,  entrepreneurs  had  enor- 
mous leverage  when  negotiating  startup 
financing.  "Because  of  the  hype,  the  prices 
were  getting  crazy,"  Son  says.  Now,  Son 
can  get  the  companies  he  believes  have  a 
viable  future  at  a  reasonable  price.  Star- 
tups that  were  peddled  with  valuations  of 
$400  million  and  up  a  year  ago  are  now 
valued  at  one-quarter  that  much. 

Twice  OVer.  It's  similar  with  public 
companies.  In  August,  Softbank  invested 
$20  million  in  Global  Sports  Inc.,  a 
provider  of  e-commerce  services  for 
sports  retailers  such  as  The  Athlete's  Foot. 
The  stock  price:  just  $8  per  share.  That's 
way  down  from  its  peak  last  March  of 
$24.  That  sets  it  up  for  a  rich  capital  gain 
should  Global  Sports  take  off.  The  com- 
pany's stock  is  now  trading  at  $6,  though, 
so  it's  too  early  to  tell  if  Softbank  had 
great  timing  or  threw  its  money  away. 

To  improve  the  chances  of  survival  for 
the  companies  it  backs,  Softbank  encourages 
some  of  them  to  buy  out  their  competition. 
These  are  called  "roll-ups."  Already,  with 
Softbank's  approval,  Global  Sports  last  year 
bought  FogDog  Sports  for  $20  million  in 
stock,  and  Webvan  bought  rival  Home- 
Grocer.com  for  $550  million  in  stock. 

Softbank  urges  all  of  its  companies  to 
conserve  cash.  The  goal:  avoid  having  to  go 
public  prematurely  or  return  to  the  ven- 
ture-capital markets  for  new  infusions  of  fi- 
nancing. If  the  current  business  model 
doesn't  look  promising  in  the  short  term, 
try  another  one.  And  do  it  quickly.  It  still 
has  hundreds  of  companies  that  need  ven- 
ture cash  to  stay  in  business.  "The  fret- 
capital  ride  that  companies  got  over  the 
past  few  years  is  over.  And  it's  not  a  tem- 
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porary  change.  It's  long-term,"  says  Fisher. 

While  Rieschel  declares  that  "we  can 
guarantee  life-cycle  funding  for  our  com- 
panies," Softbank  isn't  averse  to  pulling 
the  plug  if  necessary.  He  estimates  that 
about  10%  of  the  Net  investments  it  made 
in  the  past  five  years  have  gone  bust.  Typ- 
ically, Son  urges  companies  to  sell  out 
that  don't  look  strong  enough  to  survive 
on  their  own.  Example:  Cruel  World  Inc., 
a  California  management-recruiting  site 
that  was  sold  in  December  to  the  Chicago 
headhunting  firm  Spencer  Stuart. 

Even  though  many  startup  incubators 
are  contracting  these  days,  Softbank  is  still 
committed  to  helping  companies  along  in 
their  earliest  stages.  It  has  its  own  startup 
incubator  in  Mountain  View,  Calif.,  a 
smaller  one  in  Boulder,  Colo.,  and  is  set- 
ting up  others  in  Europe  and  Asia.  Soft- 
bank invests  $300,000  to  $800,000  in 
startups  that  are  just  beyond  the  business- 
plan  stage  and  nurtures  them.  Hotbank 
houses  five  startups,  and  Rieschel  is  look- 
ing for  five  or  six  new  ones.  The  entre- 
preneurs share  phones,  PCs,  and  a 
high-speed  data  line  for  fast  Net  access. 


Softbank's  in-house  staff  lends  advice.  In 
less  than  three  years,  20  companies  have 
graduated  from  Softbank's  U.S.  incuba- 
tors, and  the  $50  million  it  invested  in 
these  companies  yielded  real  and  paper 
profits  totaling  $180  million. 


startups  could  more  easily  go  public. 
Son  has  been  hailed  by  some  as  a 
change  agent  for  the  moribund  Japanese 
economy,  but  critics  wonder  whether  he's 
another  cartel  builder  in  a  country  full  of 
them,  hsbc  Securities  Inc.  analyst  J.  Brian 


"This  is  a  great  time  to  have  money 
and  courage/9  says  Softbank's  Ron  Fisher 


Perhaps  the  most  lucrative  opportunities 
for  Softbank  are  in  its  backyard.  Son's  au- 
dacious goal  is  to  restructure  the  Japanese 
economy  so  the  country  is  more  friendly  to 
entrepreneurs,  and  becomes  more  efficient 
and  competitive.  With  partners,  he  invest- 
ed $1  billion  in  Aozora  Bank,  formerly  the 
deeply-troubled  Nippon  Credit  Bank,  so 
young  companies  can  get  loans  more  eas- 
ily, and  he  hopes  to  package  its  financial 
services  with  those  of  his  online  companies. 
That  way,  a  consumer  could  easily  trade 
stocks  with  E*Trade,  price  a  car  loan  with 
E-Loan,  and  track  their  investments  with 
Morningstar  Inc. — all  Softbank  partners. 
And  Son  helped  launch  Nasdaq  Japan  so 


Softbank's  Cash  Flow 
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The  company's  stock  slide 
is  stomach-churning... 
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...but  its  debt  is  locked  in 
at  1%  to  3%  interest  rates. 
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.  MILLIONS  OF  DOLLARS 


It  has  plenty  of 
cash  available... 

CASH  AS  OF  DECEMBER,  2000 

►  $i.6  billion  in  cash  and 
marketable  securities 

►  $io  billion  in  capital  gains 
from  investments 

►  $1.3  billion  line  of  credit 
from  Japanese  banks 

DATA:  SOFTBANK 


...and  its  operating 
performance  is  improving. 


REVENUES 


NET  PROFIT 


2000     $3.8  billion      $76  million 


2001* 

$4.1  billion 

$318  million 

2002* 

$4.9  billion 

$376  million 

2003* 

$5.6  billion 

$488  million 

*  Estimated  consolidated  results  for  fiscal  years 

ending  in  March. 
DATA:  JARDINE  FLEMING 


Waterhouse  worries  that  Aozora  Bank  will 
turn  out  to  be  Son's  "high-tech  piggy 
bank,"  steering  preferential  lending  to  its 
partners.  Similar  questions  have  been  raisedj 
about  Softbank's  controlling  interest  in 
Nasdaq  Japan.  The  suggestion  that  he's 
not  playing  fair  gets  Son's  back  up.  He  in- 
sists both  the  bank  and  Nasdaq  Japan 
won't  unfairly  favor  his  other  companies 
"I  shouldn't  be  criticized  for  doing  the 
right  thing  for  society,"  he  fumes. 

Son  and  Softbank  don't  face  the  same 
land  of  static  in  other  regions  of  the  world. 
Softbank  is  just  getting  on  track  in  Europe, 
where  it  has  raised  funds  with  News  Corp. 
and  Vivendi.  The  plan  is  to  invest  $2  million 
to  $20  million  in  companies  that  already  are 
up  and  running.  Softbank  Europe  has  done 
a  half  dozen  deals  since  June. 

In  the  developing  world,  the  plan  is  to 
proceed  with  caution.  Softbank  has  not 
yet  made  an  initial  investment  from  its 
Softbank  Emerging  Markets  fund,  though  it 
aims  to  start  soon.  Even  in  more  Net-sawy 
countries  like  India,  it's  not  chasing  con 
sumer  deals.  A  recent  investment  was  in 
Intigma  Inc.,  a  company  with  offices  in 
Dallas  and  India  that  uses  Indian  pro 
grammers  for  e-commerce  projects  in  thel 
West.  Any  investment  in  the  Third  World 
is  by  definition  fraught  with  peril.  Son 
shrugs  off  the  risk.  He  revels  in  blazing  a 
trail  that  other  investors  are  unwilling  to 
take.  "We  were  the  first  all-Net  company. 
We  were  the  first  global  company.  We're 
the  first  to  go  into  developing  countries." 

Of  course,  pioneers  often  end  up  with 
arrows  in  their  backs.  And  unless  the 
markets  turn  around  decisively,  Son  and 
his  colleagues  are  going  to  be  living  in 
hostile  world  for  a  long  time  to  come. 

Contributing:  Steve  Hamm  in  New  York 
and  Linda  Himelstein  in  San  Mateo,  Calif. 


e.biz  online 


For  a  O&A  with  Softbank's  Masayoshi 
Son,  go  to  ebiz.businessweek.com. 
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We  adked Marwan  Shidhakly  of 
Nortel  Network**  to  day  that  Global  One 


had  the  modt  advanced  and  reliable 


telecom  network  on  earth.  He  wouldn  't 


go  quite  that  far. 


admit  that 


make**  life 


rwan 


employees,  dupplierd  and  customer** 


around  the  world.  (That's  not  quite 


ad  d  nappy,  but  well  take  it.) 


structure  Nortel  Networks 


As  one  of  Nortel  Networks'  biggest  international  telecom  providers,  Global  One  supplies  everything  from  satellite  circuits  to  a  major 
pan-European  frame  relay  to  ATM.  Our  Global  ATM  network  helps  Nortel  Networks  handle  critical  IP  and  data  communications  among  their 
commercial  and  manufacturing  sites.  Obviously,  Marwan  and  Nortel  Networks  know  a  good  network  when 
they  see  one.  For  more  information,  please  visit  www.globalone.net  or  call  1-877-460-4141. 
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A  Member  ol  the  France  Telecom  Group 
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Richard  Branson  is  using  the 

to  bring  order  to  his  motley  conglomerate 


» 


ichard  C.  N.  Branson  has  made  a  career 
of  confounding  his  critics.  His  Virgin 
Group  Ltd.  spans  170  businesses,  from 
airlines  and  railroads  to  music  stores  and 
ondoms.  So  when  the  British  tycoon  moves 
online,  one  shouldn't  expect  just  digital  mu- 
sic and  virtual  airline  reservations.  Try 
t,  some  5,500  London  households  pay- 
ing gas  and  electric  bills  online  through  Virgin's 
Web  site  since  July.  An  additional  2,000  Brits  tool- 
ing around  in  cars  they  bought  on 
the  Net,  thanks  to  a  new  Virgin 
service  launched  a  month  earlier. 
|  Then  there  are  the  nearly  2  million 
g    people  in  the  country  booking  train 

E 

§    tickets  through  Virgin — and  1  million 

I    using  the  Web  to  tap  Virgin's  help  in  managing  $4 

8    billion  in  assets,  including  insurance,  mortgage, 
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Virgin's  founder  is  no 

fan  of  technology:  "I'm 

not  that  interested  in 

the  Net,  personally" 
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and  investment  funds.  And  don't  forget 
the  $58,000  worth  of  wine  they're  buying 
online  from  Branson  each  week. 

The  irony  here  is  that  Britain's  most 
colorful  and  controversial  entrepreneur  is 
no  big  fan  of  technology.  "I'm  not  that  in- 
terested in  the  Net,  personally,"  says  the 
50-year-old  founder  and  chairman,  who 
doesn't  use  a  computer  and  instead  keeps 
copious  notes  in  leatherbound  notebooks. 
What  Branson  does  like  is  the  ability  to 
use  the  Net  to  bring  order  to  his  un- 
wieldy conglomerate.  "A  lot  of  people 
never  thought  Virgin  was  very  logical  be- 
cause we  didn't  specialize  in  any  one 
area,"  says  Branson,  comfortably  seated 
in  the  London  townhouse  that  doubles  as 
his  office.  "But  then  the  Internet  comes 
along,  and  I'm  able  to  pretend  that  it  was 
all  a  carefully  crafted  plan,"  he  jokes. 

Carefully  crafted  or  not,  virgin.com  is 
a  digital  giant  in  the  making.  Still  in  its 
first  year,  the  Web  site  is  attracting  1.9 
million  visitors  a  month  and  ranks  as  the 
12th  most  popular  Web  destination  in 
Britain,  according  to  market  researcher 
MMXI  Europe.  Now,  Branson  is  trying  to 
build  virgin.com  into  one  of  the  world's 


top  portals.  He  has  spent  more  than  $225 
million  to  develop  Net  businesses  and 
services,  ranging  from  a  global  mobile- 
phone  company  to  radiofreevirgin.com, 
a  sister  site  offering  software  to  turn  a  PC 
into  a  digital  radio.  Branson  believes  the 
Virgin  name,  known  for  its  hip,  con- 
sumer-friendly image  and  exceptional  serv- 
ice, will  translate  well  across  a  rash  of 
Web  businesses.  "Virgin.com  isn't  a  com- 
pany, it's  a  brand,"  says  Will  Whitehorn,  a 
Virgin  director  who  oversees  the  compa- 
ny's e-commerce  activities. 

The  stellar  red-and-white  Virgin  logo  is 
a  big  draw  for  partners,  too.  They  like 
the  fact  that  Branson  splashes  the  Virgin 
logo  and  its  Web  address  across  every- 
thing from  shopping  bags  in  the  Virgin 
Megastores  to  the  sides  of  trains  and  the 
tails  of  planes,  saving  a  fortune  in  adver- 
tising. "Virgin's  approach  to  the  Net  has 
been  very  clever,"  says  Simon  Knox,  pro- 
fessor of  brand  marketing  at  the  Cranfield 
University  School  of  Management  in  Bed- 
ford. "Each  launch  of  a  new  business 
builds  upon  the  one  before,  rather  than 
developing  isolated  branded  businesses." 

And  then  there's  the  way  Branson  is  us- 


ing the  Web  to  streamline  operations  inside 
his  empire.  His  Virgin  Atlantic  Airways 
Ltd.  and  record  stores  now  order  invento- 
ry online  as  needed,  instead  of  having  to 
keep  huge  stashes  of  CDs  and  parts  close  by. 
The  privately  held  company  estimates  that 
the  Internet  will  boost  efficiencies  and  shave 
15%  off  its  overall  costs  this  year,  although 
it  declines  to  provide  specific  figures. 

Branson  is  betting  the  efficiencies  will 
grow  as  virgin.com  becomes  a  cybercon- 
glomerate.  By  putting  all  of  Virgin's  busi- 
nesses on  one  easily  accessible  site,  he  can 
cross-promote  the  company's  seemingly 
limitless  offerings.  For  instance,  users  might 
log  on  to  the  Web  site  to  buy  an  airline 
ticket  on  Virgin  Atlantic  and  then  check  out 
a  mortgage  or  order  a  case  of  wine.  "I 
normally  use  Virgin's  Web  site  for  enter- 
tainment listings,  but  I  was  surprised  by  the 
amount  of  stuff  they  offer,"  says  London 
Web  designer  Steven  Scott,  who  logged  on 
recently  to  check  out  airfares  and  ended  up 
buying  CDs. 

Now,  Brits  can  find  another  online 
service  from  Virgin.  On  Dec.  8,  Branson 
launched  an  auction  business  available 
through  virgin.com.  To  kick  off  the  service, 


BEHIND  BRANSON'S  E-EMPIRE 


ritish  entrepreneur  Richard  Branson  is  turning  his  Virgin  Group  empire — 170  or  so 
businesses — virtual.  He  has  set  up  virgin.com  as  the  Web  portal  for  his  online  busi- 
nesses, everything  from  booking  airline  tickets  to  buying  wine.  Here's  a  sampling: 


Virgin 

Atlantic  Airways 

This  is  Virgin's  biggest  on 
moneymaker.  The 
airline  uses  the 
Net  to  sell  tick- 
ets and  to  cut 
inventory  costs 
by  ordering 
spare  parts  as 
needed  over  the 
Web  instead  of 
stocking  them  in 
a  warehouse. 


Virgintravelstore.com 

The  online  travel  agency 
launched  in  December.  Netizens 
can  book  everything  from  air- 
line flights  to  hotel  rooms  to 
guided  tours  from  a  wide  se- 
lection of  travel  companies, 
including  Virgin. 


►  Virgin  Mobile 

The  joint  venture  with  Deutsche  Telekom's  cellu- 
lar company,  One  2  One,  was  launched  in  No- 
vember, 1999.  Virgin  Mobile  has  548,000  custom- 
ers in  Britain  and  is  expanding  to  Australia  and 
Southeast  Asia.  Customers  get  mobile-phone  serv- 
ice, e-mail,  and  online  services  such  as  dining  tips. 


Virgin  Money 

The  financial  service,  launched  in 

June,  is  similar  to  Charles  Schwab 

Besides  online  trading,  users  get 

financial  info  and  can  compare 

every  financial  product  available 

on  the  market — not  just  Virgin's. 

Radiofreevirgin.com 

The  free  digital  radio  tuner, 
when  downloaded  to  a  PC, 
gives  listeners  CD-quality  mu- 
sic from  50  Net  channels. 
Launched  in  the  U.  S.  in  Febru- 
ary, the  site  boasts  500,000 
users  and  hopes  to  go  global. 
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nine  Virgin  companies  will  auction 
flights,  cars,  wine,  and  mobile 
phones.  For  the  first  two  weeks, 
consumers  were  able  to  name  their 
price — since  all  bidding  began  at 
$1.50.  Beginning  Jan.  31,  the  range 
of  goods  and  services  will  change 
weekly.  "Considering  the  brand 
recognition  that  Virgin  has  wher- 
ever it  operates,  they've  got  the  right 
strategy  in  place:  an  online  market- 
place for  offline  products,"  says 
Jamie  Wood,  head  of  European  eq- 
uity research  at  J.  P.  Morgan  &  Co. 
"The  Web  works  best  when  a  brand 
aggregates  a  variety  of  services  into  one 
place  with  a  guaranteed  level  of  service." 

Despite  all  its  nifty  Net  services,  Virgin 
is  late  to  the  Web.  So  far,  most  of  the 
ventures  behind  virgin.com  are  available 
only  in  Britain.  The  company's  online 
sales  total  a  puny  $216  million.  That's 
just  a  fraction  of  Virgin's  overall  sales  of 
$5.2  billion.  And  it's  way  behind  the  $500 
million  in  e-commerce  and  advertising 
revenues  that  rival  America  Online  Inc. 
generated  for  the  fiscal  year  2000  ended 
June  30.  Critics  also  question  whether 
plastering  Virgin's  logo  over  such  a  dis- 
parate range  of  businesses  undermines 
the  clarity  or  integrity  of  the  brand. 

The  Virgin  brand  hasn't  gained  much 
traction  among  Net  shoppers  in  the  U.  S. 
In  December,  Virgin  announced  it  was 


temporarily  pulling  back  from  online  mu- 
sic sales  in  the  U.S.  through  its  Virgin 
Megastore  site.  Virgin  says  the  level  of 
U.  S.  sales  has  not  been  sufficient  to  justi- 
fy maintaining  a  full-service  e-commerce 
operation.  Virgin  Megastore  now  plans  to 
focus  its  online  efforts  on  providing  music- 
related  content  while  expanding  the  num- 
ber of  stores  in  the  U.S.  from  19  to  about 
40  by  2005.  Because  the  U.S.  is  still  a 
small  share  of  Virgin  Megastore's  overall 
sales,  the  company  hopes  that  increasing  its 
presence  in  America  will  eventually 
strengthen  its  position  online. 

Brand  leverage.  Branson  also  faces 
tough  competition  from  such  global  Net 
players  as  aol  and  Yahoo!  Inc.,  which  al- 
ready have  well-established  portals  offer- 


ing almost  the  same  fare.  "Everyone 
wants  to  be  a  leading  portal  these 
days,"  says  analyst  Mikael  Arnbjerg  of 
market  researcher  idc  in  Copenhagen. 
"Virgin  can  leverage  its  brand  in  cer- 
tain market  sectors,  but  that's  not 
enough  to  become  a  major  player." 
Branson  doesn't  deny  any  of  these 
challenges.  But  he  insists  that  Virgin's 
strength  is  that  the  brand  isn't  inex- 
tricably linked  to  just  one  business 
or  product.  Unlike  other  cell-phone 
operators,  Virgin  can  cross-sell  a  va- 
riety of  products  and  services  to  its 
mobile  phone  customers.  And  be- 
cause brick-and-mortar  retailers  tend  to 
specialize  in  one  area  of  the  market,  Virgin 
believes  its  diverse  offerings  will  be  a  major 
advantage.  Virgin  is  betting  that  selling  its 
own  merchandise,  something  neither  AOL 
nor  Yahoo  does,  will  give  it  an  edge  over  the 
big  online  players.  "Being  completely  virtu- 
al and  simply  selling  other  people's  products 
is  a  zero-sum  game,"  says  Whitehorn. 

Where  Branson's  strategy  has  the  po- 
tential to  pay  off  handsomely  is  on  the 
wireless  Web.  Virgin  already  sells  mobile 
phones  and  offers  Virgin  Mobile,  a  wireless 
network  that  is  a  joint  venture  with 
Deutsche  Telekom's  cellular  company,  One 
2  One.  By  2005,  mobile  phones  are  ex- 
pected to  account  for  more  than  40%  of 
the  estimated  $20  billion  in  European  e- 
commerce  transactions,  according  to  Lon- 


Virgin  Energy 

The  Internet-based 
gas  and  electricity 
supplier  went  live  in 
July.  The  venture, 
25%  owned  by  Lon- 
don Electricity,  has 
attracted  5,500  con- 
sumers and  plans  to 
roll  out  across  Eu- 
rope. Customers 
who  haven't  saved 
money  after  switch- 
ing will  receive  a  re- 
fund of  the  differ- 
ence plus  20%. 


Virginwines.com 

The  site  for  British  wine  con 
noisseurs  was  launched 
this  summer.  It  uses  soft- 
ware to  analyze  buyers' 
purchase  patterns  to  help 
guide  them  through  a  list  of 
17,500  wines.  Sales  are  averag 
ing  $58,000  per  week. 


Virgin  Direct 

Along  with  partners,  Virgin  sells  in- 
surance, mortgages,  and  investment 
funds.  It  has  more  than  1  million  cus- 
tomers and  $4  billion  in  assets.  Loss- 
es in  1999  were  around  $35  million, 
with  a  goal  to  break  even  in  2000. 


- 


►  Thetrainline.com 

It  was  started  in  February,  1999,  as  a 
joint  venture  with  British  transport 
company  Stagecoach.  The  site  sells 
tickets  for  Britain's  23  train  operators, 
has  1.8  million  users,  and  is  adding 
55,000  new  ones  each  week.  It  ex- 
pects to  break  even  by  next  October. 


'-'  Virgin  Cars 

A  virtual  showroom  where  consumers  can  com- 
pare models  before  buying  online  at  prices  17% 
cheaper  than  traditional  dealerships.  Buyers  get 
maintenance  thrown  in  and  can  arrange  financ- 
ing, as  well  as  sell  their  existing  car  on  the  site. 
Since  its  June  launch,  1,950  cars  have  been  sold. 


DATA:  COMPANY  REPORTS 
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don  based  market  research  company 
MinteL  "Branson  realizes  the  considerable 
potential  for  mobile  phones  as  a  distribu- 
tion channel,  and  any  of  his  businesses 
can  benefit  from  this,"  says  Peter  Richard- 
son, principal  analyst  at  The  Gartner 
Group,  a  consultancy  in  Egham,  Surrey. 

How?  Virgin  Mobile  gives  Branson  a 
direct  line  to  customers  without  incur- 


ets  at  the  station  are  not  used  to  doing.  But 
TheTrainLine.com,  a  joint  venture  with 
British  transportation  company  Stagecoach 
Holdings  PLC,  is  doing  a  brisk  trade.  The 
site  sells  tickets  for  Britain's  23  train  oper- 
ators, including  Virgin's  train  line.  Some  2 
million  people  use  the  service,  and  55,000 
new  customers  visit  the  site  each  week. 
By  yearend,  revenue  for  the  operation  is  ex- 


ring  extra  marketing  costs.  Using  short 
text  messages,  Virgin  can  offer  targeted 
promotions  for  any  of  its  products  and 
services.  Today,  some  20%  of  Virgin  Mo- 
bile's revenue  is  e-mail  and  other  data 
communications,  but  Branson  estimates 
that  nearly  50%  of  the  wireless  network's 
revenues  will  come  from  non-voice  traffic 
by  2005.  By  then,  Branson  believes  most 
of  the  transactions  on  virgin.com  will  be 
made  through  cell  phones  instead  of  pes. 
Branson  envisions  a  day  when  Virgin  Mo- 
bile users  will  be  able  to  reserve  a  seat  on 
Virgin  Trains  while  waiting  on  the  plat- 
form, simply  by  pressing  a  button  on 
their  phones.  Once  aboard,  Virgin  Mobile 
users  can  check  their  investments  through 
the  Virgin  Direct  financial  services  site, 
book  a  vacation  through  Virgin  Holidays 
Ltd.,  or  listen  to  the  top-selling  tracks  at 
the  Virgin  Megastores. 

The  day  when  people  use  their  phones 
to  buy  tickets  for  the  train  is  coming 
soon — thanks  to  Branson.  Skeptics  doubt- 
ed he  would  be  able  to  make  a  business 
out  of  booking  tickets  online.  After  all, 
buying  via  the  Web  requires  planning — 
something  people  who  purchase  their  tick- 
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pected  to  hit  $144  million,  and  Virgin  ex- 
pects to  break  even  by  next  October. 

What  could  give  Branson  a  bigger  boost 
on  the  Web  is  Virgin's  reputation  for  super 
service.  In  June,  the  company  launched 
Virgin  Cars,  an  online  site  where  British 


for  instance,  is  tapping  into  the  Net  to 
improve  the  efficiency  of  its  supply  chain. 
The  airline  now  buys  most  of  its  new  and 
used  parts  online.  Whenever  mechanics 
need  a  part,  they  log  on  and  place  their  or- 
der— instead  of  Virgin  having  to  stock  a 
complete  array  of  plane  parts.  This  just-in- 
time  approach,  says  Whitehorn,  has  helped 
the  carrier  achieve  great  savings  by  reduc- 
ing the  amount  of  inventory  it  needs  to 
warehouse.  If  a  plane  is  stranded  on  the 
tarmac  or  in  the  hangar  because  of  a 
faulty  part,  Virgin  Atlantic  can  check  the 
Web  for  a  local  supplier  that  stocks  that 
part  and  have  it  sent  to  the  runway  in  a 
matter  of  hours,  something  that  would 
have  been  impossible  three  years  ago. 

Using  the  Net,  Branson  has  even  re- 
suscitated his  money-losing  V  Shop  retail 
chains.  The  British  chain,  known  until 
recently  as  Our  Price,  is  a  miniature  ver- 
sion of  the  Virgin  Megastore,  where  cus- 
tomers can  buy  music,  videos, 
entertainment  gear,  software,  and  mobile 
phones.  In  September,  the  stores  were  re- 
named V  Shops.  Instead  of  stocking  mas- 
sive amounts  of  CDs,  videos,  and  games,  V 
Shops  now  keep  only  the  most  popular 
products  on  its  shelves.  The  rest  are  held 
at  a  fulfillment  house  contracted  by  Virgin. 
Customers  who  want  to  buy  something 
other  than  what  the  store  has  in  stock 
can  choose  from  an  additional  110,000 
products  available  via  in-store  kiosks 
hooked  to  the  Net.  Currently,  10%  of  all 
sales  are  through  the  in-store  kiosks. 


"They've  got  the  right  strategy:  an 
online  marketplace  for  offline  products'9 


consumers  can  buy  a  broad  range  of  makes 
and  models  at  an  average  discount  of  17% 
from  those  sold  in  dealerships.  Virgin  can 
offer  lower  prices  by  buying  cars  from  Eu- 
ropean dealerships,  where  the  vehicles  are 
far  cheaper  than  in  Britain  due  to  the 
strength  of  the  pound.  That  advantage 
won't  last  forever.  So  Branson  is  building  a 
reputation  for  quality  and  white-glove  treat- 
ment by  offering  a  service  package  that 
includes  warranty,  roadside  assistance,  and 
pickup-and-delivery  maintenance,  including 
a  clean  car  when  it's  returned. 

Branson  doesn't  view  the  Web  as  a 
tool  simply  to  boost  the  top  line.  Virgin  is 
using  the  Internet  to  streamline  its  far- 
flung  operations.  Virgin  Atlantic  Airways, 


The  impact  on  the  bottom  line  is  con- 
siderable. By  slashing  its  in-store  invento- 
ry in  half,  Virgin  is  saving  around 
$300,000  a  year  at  each  of  the  150  V 
Shops.  Monthly  sales  are  up  an  average  of 
40%,  and  Virgin  anticipates  all  of  the  re- 
tooled V  Shops  will  be  profitable  In  their 
first  year,  "Technology  has  enabled  us  to 
put  a  dying  business  back  on  its  feet  and 
make  a  small  store  big,"  says  Virgin  En- 
tertainment Croup  <  EO  Simon  Wright. 

For  Branson,  a  sell -confessed  techno-il- 
literate,  the  Internet  may  be  just  another 
means  of  building  the  Virgin  brand  and 
bringing  order  to  his  vast  empire.  Yet,  il 
his  efforts  pay  off,  the  Virgin  name  might 
one  day  stand  for  techno-sawy.  • 


never 


He's  either  dreaming  or  working  with  CA's  Intelligent  CRM  Suite. 


There  have  never  been  so  many  ways  to  lose  a  customer.  Thanks  to  the  Internet, 
jyour  customers'  expectations  have  never  been  higher.  Their  sources  of  information  have 
never  been  greater.  And  their  access  to  your  competitors  has  never  been  faster.  What's 
{more,  research  tells  us  that  companies  can  boost  profits  by  almost  100%  just  by 
retaining  5%  more  of  their  customers.*  The  first  step  to  retaining  those  customers  is 
gaining  a  better  understanding  of  them. 

Computer  Associates'  Intelligent  CRM  offers  you  a  comprehensive  suite  of 
applications  to  understand  and  retain  those  demanding  customers.  From  our  predictive 
Customer  Intelligence  that  mines  the  information  in  your  database  for  decision-making 
analyses  and  insights  to  our  predictive  Sales  and  Marketing  that  provides  you  with  a 
consolidated  view  of  all  customer  activity  across  your  business  through  personalized 
portals:  CA's  Intelligent  CRM  Suite  is  unique  in  the  industry. 

Furthermore,  our  3-D  visualization  technologies  bring  information  and  analyses  to 
life  and  give  customers,  staff,  and  suppliers  the  opportunity  to  perceive  it  in  all  its  many 
dimensions  rather  than  simply  view  it.  Whether  you  begin  with  a  single  application  or 
choose  the  entire  solution,  it's  powered  by  Jasmine"  //',  CA's  eBusiness  platform.  So  it 
seamlessly  integrates  with  your  existing  systems  and  applications  to  leverage  your 
investment,  regardless  of  underlying  technologies. 

To  find  out  more  about  how  Computer  Associates  can  help  you  get  closer  to  your 
customer  and  empower  your  staff,  visit  www.ca.com/solutions/crm.htm  or  call 
1-800-225-5224.  Don't  wait  too  long,  your  competitors  are  reading  this  too. 
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Ann  Druyan  and  Joe  Firmage  form  an  unlikely 
venture  into  cyberspace  and  beyond 


ARLENE  WEINTRAUB 


he  prospect  of  partnering  with  a 
—  ufo  enthusiast  to  launch  an  In- 
ternet site  focused  on  serious  science 
would  be  enough  to  give  anyone  pause.  So 
it  was  especially  jarring  for  Ann 
Druyan — the  widow  of  renowned  scien- 
tist Carl  Sagan — when  Web  entrepreneur 
Joe  Firmage  approached  her  with  such  a 
plan  early  last  year.  Firmage,  who  made 
millions  as  the  co-founder  of  consulting 
giant  usweb  (now  MarchFirst  Inc.),  be- 
came a  legend  in  Silicon  Valley  in  No- 
vember, 1998.  That's  when  he  posted  a 
bizarre  600-page  diatribe  on  the  Web 
called  "The  Truth,"  which  attempted, 
among  other  things,  to  prove  that  aliens 


* 


OneCosmos'  Ann  Druyan  and  Joseph  Firmage. 
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have  visited  earth  and  the  government 
has  covered  it  up.  It  was  enough  to  make 
Sagan  spin  in  his  grave. 

Yet  two  years  later  Druyan  and  Fir- 
mage  have  joined  forces  to  launch 
OneCosmos  Network.  The  venture,  which 
debuts  this  month,  has  two  arms. 
OneCosmos.net,  run  by  Firmage  out  of 
San  Francisco,  is  a  Web  portal  offering 
science-related  information.  Los  Angeles- 
based  Cosmos  Studios  Inc.,  which  Druyan 
manages  from  her  hometown  of  Ithaca, 
N.Y.,  will  produce  educational  programs 
similar  to  Cosmos,  the  1970s  show  that  she 
co-produced  with  Sagan.  Some  of  the 
new  programs  will  be  broadcast  on  the 
site,  others  will  be  sold  to  TV  networks. 
Everything  the  company  does  is  designed 
to  carry  on  Sagan's  vision  of  making  sci- 
ence engaging  to  everyone,  regardless  of 
age,  class,  or  education.  "It's  the  Discovery 
Channel  plus  50  IQ  points,"  says  Firmage, 
30,  who  worshiped  Sagan  as  a  child. 

Hard  Sell.  But  how  Druyan,  51,  came  to 
trust  Firmage  to  carry  out  that  vision  is  a 
remarkable  story  about  the  meeting  of 
two  wildly  different  minds.  Indeed,  anyone 
who  thinks 
that  The  X- 


scientist  Dana  Scully  with  alien-hunting 
dreamer  Fox  Mulder  could  only  happen 
on  TV  clearly  has  not  met  Druyan  and 
Firmage.  He  talks  freely  about  a  vision 
that  he  thinks  might  have  been  an  alien 
encounter — the  experience  that  led  him  to 
write  "The  Truth."  She  thinks  Firmage's 
extraterrestrial  theories  are  hooey.  Her 


grown  suspicious  of  Netrepreneurs. 
There  was  nothing  extraterrestrial 
about  what  brought  Druyan  and  Firmage 
together.  The  two  met  briefly  in  Ithaca 
in  late  1998,  two  years  after  Sagan  died, 
when  Firmage  sent  an  e-mail  to  Druyan, 
expressing  his  admiration  for  Sagan's 
work.  A  year  later,  Firmage  was  searching 


"I  cling  to  the  scientific  method.  I  am  a 
true  skeptic/9  Druyan  says.  "Joe  is  not" 


opinion  is  backed  by  20  years  of  working 
and  living  with  Sagan.  "I  cling  to  the  sci- 
entific method,"  Druyan  says.  "I  am  a  true 
skeptic.  Joe  is  not." 

In  fact,  Druyan  was  so  concerned  about 
Firmage's  out-there  reputation  that  she  re- 
quired him  to  sign  a  contract  stating  he 
would  not  use  OneCosmos  to  promote 
fringe  theories.  That  pact  may  be  a  key  to 
OneCosmos'  survival.  Firmage  and  Druyan 
have  so  far  raised  $25  million  to  fund 
OneCosmos,  and  they  are  now  trying  to 
scrape  up  more.  At  a  time  like  this  they 
can't  afford  to  look  flaky.  The  company's 
revenues  are  to  come  from  advertising,  the 
licensing  of  content  to  TV  networks  and 
Web  companies,  and  fees  charged  to  users 
for  e-mail  and  other  premium  services. 
It's  a  difficult  sell  in  a  market  that  has 


for  business  ideas  for  his  new  Internet 
incubator,  Intend  Change,  which  he  has 
since  disbanded.  Druyan  was  looking  for 
financial  support  for  science  education 
projects.  Their  common  interests  got  them 
thinking  about  building  something  to- 
gether. Last  June  they  formed  the  compa- 
ny. In  November,  they  rereleased  all  13 
Cosmos  episodes  on  DVD  and  video. 

Next  comes  OneCosmos.net.  It's  much 
like  portal  Yahoo!  Inc.  but  with  a  science 
bent  and  way  more  eye  candy.  OneCos- 
mos.net  is  divided  into  nine  broad  cate- 
gories, including  "Life"  and  "Technology." 
Click  on  the  "Life"  section,  for  example, 
and  you're  linked  to  a  full-color  nature 
scene.  Choose  "mammals"  and  the  view 
zooms  in  to  show  a  gorilla  in  the  brush. 
Click  on  "fish"  and  you're  brought  out  of 


Born:  Oct.  26,  1970,  in  Salt 
Lake  City 

Education:  Attended  the  Uni- 
versity of  Utah  from  1987  to  1989 
but  dropped  out  to  start  software  company  Serius  Inc. 

Career:  At  18,  he  launched  Serius,  which  produced  pro- 
gramming tools  for  Macintosh  software.  He  sold  Serius 
to  Novell  in  1992  and  stayed  on  as  a  vice-president  un- 
til 1995,  when  he  left  to  co-found  Internet  consulting 
company  USWeb  (now  MarchFirst).  Resigned  under  pres- 
sure in  1998,  after  posting  on  the  Web  a  600-page  tome 
called  "The  Truth,"  which  espoused  his  belief  in  UFOs. 
Last  year  joined  Carl  Sagan's  widow,  Ann  Druyan,  to  co- 
found  OneCosmos  Network. 

Life-altering  experience:  Awoke  one  morning  in 
late  1997  to  find  a  spirit-like  creature  hovering  over  his 
bed,  to  whom  Firmage  confessed  a  lifelong  desire  to 
travel  in  space.  He  had  long  believed  in  the  existence 


of  extraterrestrials,  but  his  own  close  encounter  inspired 
him  to  write  "The  Truth." 

Family:  Fifth  of  seven  children  in  a  Mormon  family.  His  fa- 
ther was  a  law  professor  at  the  University  of  Utah,  and  his 
mother  ran  a  greeting-card  business.  He  abandoned  the 
Mormon  faith  as  a  teen.  "My  argument  was  that  the  strict 
Mormon  dogma  breeds  mild  psychosis."  He  is  single  but 
hopes  to  get  married  and  have  children  some  day. 

Home:  Rents  a  small  house  in  San  Francisco  and  owns  a 
weekend  cabin  in  the  nearby  Santa  Cruz  mountains.  He 
has  spent  much  of  the  last  two  years  divesting  such  prized 
possessions  as  a  $1  million  house.  He  pledges  to  give  90% 
of  his  assets  to  charity,  including  his  equity  in  OneCosmos. 
"I've  come  to  the  passionate  belief  that  beyond  a  certain 
level  of  contentedness,  money  does  not  buy  happiness." 

On  Carl  Sagan:  "He  was  a  genuine  hero.  He  was  the 
first  human  to  take  us  on  a  tour  of  the  universe  and  give 
us  a  sense  of  spirituality  in  our  connection  to  it." 
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the  brush  and  into  the  nearby  ocean, 
where  you're  plopped  into  the  middle  of  a 
s<.h<><>l  of  fish.  Once  in  a  category,  you  can 
do  a  standard  text  search  or  choose  one  of 
several  "modes"  like  "Play"  (games).  There 
are  three-dimensional  drawings,  digital 
photos,  links  to  the  latest  science  news 
stories,  and  tools  to  design  your  own  Web 
site.  "It  gives  you  a  cockpit  to  the  uni- 
verse," says  Firmage. 

1  ( >r  Firmage,  OneCosmos  represents  a 
true  calling.  Bom  in  Salt  Lake  City,  the  fifth 
of  seven  children  in  a  close-knit  Mormon 
family,  Firmage  was  fascinated  with 
what  makes  things  work  from  the 
time  he  was  a  baby.  "He  used  to 
crawl  into  the  closet  and  disassemble 
and  reassemble  the  vacuum  cleaner," 
laughs  father  Edwin  Firmage,  a  law 
professor  at  the  University  of  Utah. 
His  parents  encouraged  his  insa- 
tiable curiosity,  buying  him  science 
kits  and  plopping  him  in  front  of 
the  TV  to  watch  Cosmos. 

Blue  Sphere."  Firmage  was 
well  on  his  way  as  a  science  prodi- 
gy, skipping  two  grades  and  winning  a 
physics  scholarship  to  the  University  of 
Utah.  Then  the  entrepreneurial  bug  bit. 
In  1987,  Firmage's  mother,  Gloria,  asked 
him  to  help  her  figure  out  how  to  keep 
track  of  sales  for  her  greeting-card  busi- 
ness. Firmage  couldn't  find  a  software 
program  to  do  the  job,  so  he  designed 
one  himself.  That  program  formed  the 
basis  of  Serius,  a  company  he  started  at 
age  18  with  the  help  of  his  parents.  Serius 
made  software-development  tools  for  the 
Macintosh.  Four  years  later,  they  sold  it  to 
Novell  Inc.  for  $24  million. 

It  was  at  Novell  that  Firmage  con- 
ceived the  idea  of  usweb.  "As  the  Internet 
began  to  take  off,  we  asked  ourselves, 
'Where  is  the  Andersen  Consulting  to 
help  businesses  figure  out  how  to  use  this 
thing?' "  Firmage  recalls.  He  and  colleague 
Toby  Corey  left  Novell  in  late  1995,  raised 
$17  million  in  venture  capital,  and 
launched  usweb.  Two  years  of  90-hour 
workweeks,  and  Firmage  and  Corey  were 
on  their  way  to  an  initial  public  offering. 

That's  when  everybody's  vision  of  who 
Joe  Firmage  was — including  his  own — 
changed  forever.  Early  one  morning  in  No- 
vember, 1997,  he  says,  he  awoke  to  find  a 
bearded  man  hovering  over  his  bed.  Fir- 
mage confessed  to  the  glowing  figure  that 


he  was  willing  to  die  for  the  opportunity  to 
travel  in  space.  Then,  as  Firmage  recounted 
in  "The  Truth,"  an  "electric  blue  sphere" 
traveled  from  the  being's  body  to  his  own, 
causing  "a  pleasure  vastly  beyond  orgasm." 
To  this  day,  Firmage  insists  he  doesn't 
know  if  it  was  a  dream  or  an  actual  alien 
encounter.  All  he  can  say  for  certain  is 
that  it  was  a  major  wakeup  call  that  his 
life  was  headed  in  the  wrong  direction. 
For  years,  he  says,  he  had  been  bothered 
by  a  growing  concern  that  "the  pace  of 
global  consumption  is  not  sustainable." 
He  believed  aliens 
would  soon  visit 
earth  to  prevent  its 


imminent  demise  and  that  he  should  help 
that  effort  rather  than  hinder  it.  "Here  I 
was  as  the  ceo  of  a  large  company,  scaling 
up  commerce.  I  was  playing  a  powerful 
role  in  the  destruction  of  life,"  he  says. 

Firmage  hoped  he  could  use  his  clout 
as  a  business  leader  to  bring  attention  to 
his  cause.  Over  the  next  year,  he  wrote 
"The  Truth"  with  the  help  of  15  friends. 
Not  everyone  thought  it  was  such  a  great 
idea.  "I  put  my  arms  around  him  and 
cried,"  says  his  father.  "I  told  him  ...if  he 
didn't  keep  it  to  himself,  it  might  cost 
him  his  leadership  role."  His  strong-willed 
son  went  ahead  anyway. 

Dad  was  right.  Although  much  of  the 
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Born:  June  13, 
1949,  in  Queens, 
N.Y. 

Education:  At- 
tended New  York 
University  on  and 
off  from  1967  to  1971,  but  left  before 
graduating  to  launch  a  career  as  a 
novelist. 

Career  highlights:  Wrote  one 
novel  on  her  own  and  several  books 
with  her  husband  of  20  years,  Carl 
Sagan,  with  whom  she  also  co- 
wrote  the  Cosmos  TV  series.  In  1999 
she  founded  the  Carl  Sagan  Foun- 
dation, which  is  now  building  the 
first  children's  hospital  in  the  Bronx. 
Co-founded  OneCosmos  Network 
with  Joseph  Firmage  and  now  acts 
as  CEO  of  Cosmos  Studios,  the  com- 
pany's TV  production  arm. 

Family:  Was  widowed  in  1996  and 
is  mother  to  Sasha,  18,  and  Sam,  9. 
Lives  in  Ithaca,  N.Y.,  across  the  street 
from  her  parents. 

What  attracted  her  to  Sagan: 

Great  conversation.  "We  talked 
about  everything  from  baseball  to 
Marxism.  We  were  like  those  sea 
mammals  you  see  swimming  in 
pairs  at  great  speeds.  There  was 
something  magical  about  how  com- 
pletely in  harmony  we  were." 


Mark  made  in  space:  Served 
on  the  Sagan-led  team  that  devel- 
oped Message  to  the  Universe,  the 
time  capsules  aboard  the  Voyager 
I  and  II  spacecrafts. The  22  musical 
pieces  she  selected  to  communi- 
cate the  story  of  the  Earth  ranged 
from  the  ancient  Chinese  classical 
piece  Flowing  Streams  to  Chuck 
Berry's  Johnny  B.  Goode. 

What  about  UFOs?  Druyan  will 
not  believe  they  exist  until  there  is 
scientific  proof.  "She  is  constantly 
pulling  out  her  discerning  sword 
and  dagger  to  knock  down  any- 
thing that  isn't  scientifically 
based,"  says  OneCosmos  employee 
Cathy  Trentalancia. 

On  Carl  Sagan:  "The  genius  of  Carl 
was  that  he  was  able  to  combine 
skepticism  and  wonder  without  ever 
letting  one  overwhelm  the  other." 

On  Joe  Firmage:  "Joe  is  a  decent 
guy  who  cares  so  much  about  the 
planet  he'll  go  anywhere  and  do 
anything  to  protect  it.  His  only  real 
crime  has  been  to  be  forthright." 

Fictional  character  she  iden- 
tifies with:  Dr.  Ellie  Arroway, 
protagonist  of  the  novel  and 
movie  Contact,  which  she  co- 
wrote  with  Sagan. 


BUSINESS  WEEK  E.BIZ  /  JANUARY  22.  2001    EB  41 


Business  Week  e.biz    PERSONALITIES 


book  was  focused  on  themes  such  as 
environmental  sustainability,  the  media 
latched  onto  the  alien  tale  and  ran  with 
it.  Branded  as  a  wacko,  Firmage  resigned 
under  pressure  from  usweb  in  January, 
1999,  less  than  two  months  after  "The 
Truth"  appeared.  "Maybe  I  deserved  the 
reaction.  But  I  can't  say  I  wouldn't  do 
the  same  thing  again,"  says  Firmage. 
The  very  mention  of  his  name  still  elic- 


the  Vietnam  War.  "I  think  she  had  her 
own  parking  space  there,"  jokes  brother 
Les  Druyan. 

Druyan  met  her  match  in  Sagan.  They 
were  introduced  in  1974  at  a  party.  Druyan, 
then  25  and  working  on  a  novel  in  New 
York,  was  immediately  drawn  to  the  charis- 
matic Sagan,  who  was  married  at  the  time. 
She  and  Sagan  became  friends,  and  three 
years  later  he  invited  her  to  join  the  team 


Will  OneCosmos  be  able  to  Survive? 
Except  for  tWO  early  backers, 

venture  capitalists  are  staying  away 


its  snickers.  But  those  who  know  him  per- 
sonally say  his  detractors  don't  know  the 
real  Joe  Firmage.  "He's  the  least  crazy  per- 
son I've  ever  met,"  says  Reuben  Steiger  of 
oven  Digital,  a  Web  page-design  outfit  that 
designed  OneCosmos.net.  He  certainly 
came  down  to  earth  quickly  after  "The 
Truth"  failed  to  spark  the  social  revolu- 
tion he  hoped  for.  He  pulled  it  off  the 
Web  and  decided  to  go  about  his  quest  in 
a  more  measured  way.  He  has  quietly  em- 
barked on  a  plan  to  give  away  90%  of  his 
wealth — at  the  height  of  usweb's  success  he 
was  worth  more  than  $60  million — to  en- 
vironmental and  political  causes.  He's  a 
supporter  of  the  State  of  the  World  Forum, 
an  international  environmental  group. 

Celestial  images.  In  fact,  philan- 
thropy is  what  brought  Druyan  and  Fir- 
mage together.  When  the  two  recon- 
nected a  year  after  their  first  meeting, 
she  told  him  about  a  new  hospital  she 
was  helping  to  build  in  the  Bronx,  which 
would  provide  care  to  poor  children  and 
would  be  adorned  with  celestial  images. 
Firmage  pledged  $1  million,  and  the 
building  is  under  construction.  "I  was 
really  astounded,"  Druyan  says.  "It  was 
clear  that  he  was  someone  who  puts  his 
money  where  his  values  are." 

Druyan  has  strong  beliefs,  too.  Born  in 
Queens,  New  York,  the  younger  of  two 
children,  Druyan  was  a  bit  of  a  rebel.  As  a 
teen  in  the  '60s,  she  stopped  attending 
Temple  Israel  in  Jamaica,  N.Y.,  after  the 
rabbi  sermonized  that  congregants  should 
preserve  the  neighborhood  by  refusing  to 
sell  their  homes  to  non-Jews.  She  traveled 
to  Washington  to  protest  segregation  and 
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Throughout  their  marriage,  she  rarely  lost 
her  temper.  "She  doesn't  get  flustered," 
her  brother  says.  "If  she  disagrees,  she'll 
calmly  explain  why  you're  wrong  without 
making  you  feel  stupid." 

It  was  Druyan's  level-headedness  that 
allowed  her  to  connect  with  Firmage  at  a 
time  when  so  many  people  wanted  noth-  I 
ing  to  do  with  him.  The  two  spent  hours 
on  the  phone  quiedy  debating  Firmage's 
extraterrestrial  theories,  and  Druyan  even 
ran  a  few  of  his  ideas  by  some  scientists. 
"The  discussion  was  always  respectful," 
Firmage  says.  "In  the  end  we  agreed  on  r 
98%  of  the  issues,  and  we  decided  to  let 
science  answer  the  rest  of  the  questions." 

Right  now,  OneCosmos  has  to  an- 
swer a  more  down-to-earth  question: 


that  was  developing  the  time  capsule  for 
the  two  Voyager  spacecrafts.  Druyan,  who 
chose  the  music  for  the  project,  became  so 
excited  upon  uncovering  an  ancient  Chi- 
nese song  that  she  called  Sagan  in  Tuc- 
son, Ariz.,  where  he  was  giving  a  talk.  It 
was  during  that  call  that  Sagan  confessed  he 
wanted  to  divorce  his  wife  and  marry  her. 
She  was  shocked.  Their  relationship  had 
been  platonic.  But  she  said  yes  immediate- 
ly. "I  jumped  up  and  screamed,"  recalls 
Druyan,  her  eyes  lighting  up  as  if  the  pro- 
posal had  just  happened.  "It  was  like  some- 
thing out  of  That  Girl" 

Druyan  and  Sagan  became  inseparable. 
During  their  20-year  marriage,  they  spent 
all  day  collaborating  on  books  and  scripts, 
then  smoothly  segued  into  their  home 
life  as  parents  of  Sasha  and  Sam.  They 
protested  nuclear  arms  proliferation  to- 
gether. During  Sagan's  two-year  battle 
with  cancer,  Druyan  became  his  nurse, 
uprooting  the  family  from  Ithaca  to  be 
with  him  while  he  was  treated  in  Seattle. 


Will  it  be  able  to  raise  enough  money  to 
survive?  With  the  exception  of  two  of 
his  earliest  usweb  supporters,  Crosspoint 
Ventures  and  Softbank  Venture  Capital, 
Firmage  has  yet  to  garner  support  in  the 
venture  capital  community.  "His  credi- 
bility is  probably  eroded,"  admits  Gary  E. 
Rieschel,  executive  managing  director  of 
Softbank  Venture  Capital,  which  has  in- 
vested $15  million  in  OneCosmos.  For 
Softbank,  usweb  was  a  slam  dunk,  re- 
turning more  than  $400  million  on  a 
$18  million  investment.  "Joe  is  a  classic 
visionary  whose  thinking  is  often  ahead 
of  everyone  else's,"  Rieschel  says.  But  it 
will  be  up  to  Firmage — with  a  lot  of 
help  from  Druyan — to  prove  that  his 
latest  vision  is  as  far  from  "The  Truth"  as 
he  can  get.  • 
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For  a  0  &  A  with  Ann  Druyan,  go  to 
ebiz.businessweek.com. 


Digex  and  Spalding 


We  manage  Web  servers, 

They  manage  to  improve  your  game. 

Together,  we  do  e-Business. 


Spalding  has  been  a  leader  in  golf  ball 
manufacturing  for  over  100  years  - 
that's  their  business.  Through 
Spalding.com,  they  offer  only  the 
BEST  products  -  Ben  Hogan,  Etonic, 
Strata  and  Top-Flite.  At  Digex,  we  may 
not  know  much  about  sporting  goods 
but  we  do  know  what  it  takes  to  run  a 
successful  e-Business. 

We  supply  the  hardware,  software  and 
pre-engineered  platforms  that  include 
best-of-breed  technology  to  get  your 
site  up  and  running  -  fast  and  reliably. 
Our  world-class  data  centers  and 
networks  are  optimized  for 
performance  and  availability,  so  your 
site  is  online  24x7x365.  We  provide  the 
administration,  monitoring  and  security 
services  necessary  to  make  sure  your 
site  remains  secure. 


Spalding  is  a  hit  for  its  online  customers. 
Digex  is  a  hit  for  Spalding. 


Digex      keeps  e-business  in  business" 


www.digex.com/spalding     1-800-455-2968  Ext.  501 

Where  managed  hosting  began. 
Where  managed  hosting  is  going. 
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Server  Family 


THE  MYTHICAL  FIVE  NINES.  99.999%.  AS  CLOSE  TO  PER 

For  a  server  operating  system,  the  five  nines  are  a  measure  of  reliability  that  translates  i 
over  five  minutes  of  server  downtime  per  year*  For  your  business,  that  means  servers 
and  running  when  people  need  them.  Of  course,  rumors  of  this  99.999%  uptime  usua 
under  ideal  lab  conditions.  But  where  are  these  five  nines  when  your  business  needs  1 
If  you're  using  Microsoft"  Windows'  2000  Server-based  solutions,  they  may  be  closer  tl 
think.  Today  Starbucks,  FreeMarkets  and  MortgageRamp,  an  affiliate  of  GMAC  Comrr 


•This  level  of  availability  Is  dependent  on  many  factors  outside  of  the  operating  system,  Including  other  hardware  and  software  technologies,  mission-critical  operational  processes  and  professlc 
<&  2000  Microsoft  Corporation  All  rights  reserved  Microsoft,  Windows,  and  the  Windows  logo  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  cum 
companies  and  products  mentioned  herein  may  be  the  trademarks  of  their  respective  owners. 


ff  YOU  CAN  GET  WITHOUT  BREAKING  SOME  LAW  OF  NATURE. 

rtgage,  are  using  Windows  2000  Server-based  systems  designed  to  deliver  99.999%  server 
ime.  Of  course,  not  all  installations  require  this  level  of  reliability,  but  one  thing  is  for  sure:  The 
idows  2000  Server  family  can  help  you  get  to  the  level  of  reliability  you  need.  In  fact,  industry 
iters  such  as  Compaq,  Hewlett-Packard,  Unisys,  Stratus  and  Motorola  Computer  Group  can  work 
l  you  to  deliver  solutions  with  up  to  five  nines  uptime.  To  learn  more  about  server  solutions  you 
count  on,  visit  microsoft.com/windows2000/servers  Software  for  the  Agile  Business. 


Microsoft 
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HEATHER  GREEN  AND  BEN  ELGIN 


Doe-Ads 

Have  a 

Future? 


The  race  is  on  to  find  ways  to  increase 
Internet  advertising's  effectiveness 

palpable  tension  hangs  in  the  air,  as  three  dozen  Ex- 

cite@Home  staffers  hunker  down  in  a  second-floor 

conference  room,  the  blinds  pulled  shut  to  the 

Bay  Area's  chilly  December  afternoon.  At  the  far 

end  of  an  18-foot  mahogany  table,  a  steady 

stream  of  execs  from  Internet  startups  march 

into  the  room,  taking  up  the  few  remaining 

company's  forecast  $653  million  in  2000 
revenues  is  expected  to  come  from  online 
advertising.  But  as  an  overhead  screen 
displays  a  whizzy  pop-up  box  that  lets 
Net  surfers  view  360-degree  images  of  an 
advertiser's  product,  including  zoom  and 
spin  controls,  it  becomes  clear  from  the 
gloomy  faces  around  the  table  that  there 
isn't  much  excitement  in  the  room  to- 
day. Even  the  usual  kinetic  energy  of  Su-    j 
san  Bratton,  Excite@Home's  6-foot  senior   3 
vice-president  for  sales  and  marketing,  is   ; 
subdued.  "I  didn't  see  anything  that  really   fi 


chairs.  Each  company  eats  up  every 
nanosecond  of  its  allotted  45  minutes, 
hoping  to  convince  the  skeptical  audi- 
ence that  their  technology  can  provide 
the  much-needed  spark  to  reignite  In- 
ternet advertising. 

For  the  Web  portal,  this  is  a  critical 
meeting.  With  online  ads  declining  in  ef- 
fectiveness, dropping  in  value,  and  fail- 
ing to  live  up  to  their  much-ballyhooed 
potential,  Excite@Home  is  under  intense 
pressure  to  come  up  with  new,  innovative 
ways  of  advertising.  Nearly  half  of  the 
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pushed  the  envelope,"  she  says.  "The  suc- 
cess of  Net  advertising  is  critical." 

The  clock  is  ticking  for  online  adver- 
tising and  the  Web  companies  dependent 
on  the  dollars  they  bring.  Money  that 
flowed  furiously  into  Net  advertising  from 
dot-coms  has  dried  up  faster  than  a  30- 
second  Old  Media  ad.  And  traditional  ad- 
vertisers, still  uncertain  about  how  to  value 
online  marketing,  aren't  piling  in  fast 
enough  to  take  up  the  slack.  One  reason 
for  their  hesitancy:  The  so-called  "click- 
through  rate,"  which  measures  how  many 
people  click  on  ads  for  more  informa- 
tion, has  fallen  dramatically.  Click-through 
rates  on  banner  ads — billboard-like  pitch- 
es that  account  for  50%  of  Net  advertising 
revenue — have  plummeted  from  30%  for 
the  first  banner  ad  in  1994  to  a  measly 
0.3%  today.  That's  well  below  the  1%  to 
1.4%  response  rate  of  direct  mail.  "There's 
a  fear  rising  up  into  the  boardrooms,  and 
executives  are  concerned,"  says  Jeffrey 
Mallett,  president  of  Web  portal  Yahoo! 
Inc.  "We're  doing  a  lot  more  handholding 
and  spending  more  time  trying  to  help 
companies  over  the  wall." 

For  all  the  effort,  not  enough  compa- 
nies are  making  it  over.  After  rising  near- 
ly 100%  annually  since  1997,  the  growth 


The  Wide  World  of 
Advertising 


of  online  ad  sales  is  expected  to  nosedive 
to  17%  in  2001 — less  than  half  what  Mer- 
rill Lynch  &  Co.  was  predicting  just  four 
months  ago.  That  means  overall  U.  S.  on- 
line ad  revenue  will  hit  only  $9.7  billion 
this  year,  or  3.5%  of  total  ad  dollars. 
That's  a  paltry  increase  of  three-tenths  of 
a  percentage  point  over  last  year  and  far 
short  of  what  experts  had  predicted  in 
the  past.  "It  looks  like  online  advertising  is 
heading  toward  the  low  end  of  aggres- 
sive estimates  that  ranged  from  5%  to 
20%  of  all  U.  S.  ad  spending,"  says  Holly 
Becker,  an  analyst  at  Lehman  Brothers. 

Clawing  for  survival,  it  gets  worse. 

Take  out  the  75%  of  online  ad  dollars 
that  Yahoo,  America  Online, 
Excite@Home,  and  six  other  major  por- 
tals capture,  and  that  leaves  thousands 
of  Net  companies  fighting  for  what's  left. 
As  unsold  ad  space  piled  up,  prices  in 
the  fourth  quarter  declined  10%  to  15% 
for  every  type  of  ad.  At  the  same  time,  e- 
mail  marketing  prices  dropped  25%,  to 
$150  per  thousand  messages  delivered. 
At  those  rates,  many  Net  publishers  may 
soon  find  themselves  clawing  for  sur- 
vival. Already,  entertainment  site  Pseu- 
do.com  and  free  Internet  service  provider 
lstUp.com  Corp.,  which 
both  relied  on  advertising 
revenue,  have  shut  down. 


Lehman  Brothers  estimates  that  it  takes 
$200  million  to  $250  million  in  annual 
revenues  for  online  publishers  to  break 
even — too  big  a  nut  for  most.  Apart  from 
AOL,  Yahoo,  other  major  portals,  and! 
cnet,  the  Wall  Street  firm  figures  only  I 
14  online  publishers  out  of  some  1 0,000 1 
today  will  survive  in  their  present  form.  I 

Already  there  are  signs  of  more  fallout.  I 
On  Dec.  26,  EarthWeb  Inc.  sold  its  ad-l 
supported  Web  sites  and  e-mail  newslet- 1 
ters,  choosing  to  become  a  recruiting 
service  for  tech  workers.  The  number  of 
companies  that  have  missed  quarterly  es- 
timates, slashed  staff,  or  been  downgraded 
by  Wall  Street  is  piling  up — including  the 
likes  of  Yahoo,  DoubleClick,  NBCi,  iVil- 
lage,  RealNetworks,  cmgi,  and  Ask  Jeeves 

What's  emerging  from  this  wreckage  is 
a  new  notion  of  online  advertising  that  is 
less  ad  and  more  marketing.  Unlike  dot- 
coms who  spent  wildly  on  banner  ads  to 
bring  consumers  to  their  sites,  companies 
like  British  Airways  and  Unilever  see  the 
power  of  the  Net  in  a  new  form  of  virtu- 
al branding  or  digital  direct  mail.  Through 
mini-sites  with  useful  information  or  en- 
tertainment hooks  such  as  games  or  con- 
tests, corporations  are  marketing  their 
brands  and  products  to  consumers.  Last 
year,  H.  J.  Heinz  Co.,  for  example,  set  up  a 
site  that  let  kids  send  out  e-mails  of  an  ex- 
ploding digital  Heinz  ketchup  package 


The  success  of  online  advertising  no  longer  rests  on  one  marketing 
method:  banner  advertising.  It  comes  down  to  a  mix  of  marketing,  hard 
work,  and  lots  of  testing  to  gauge  the  effectiveness  of  online  advertising. 


►  E-mail 


►  Banners 


The  ability  to  pinpoint  customers  cheaply 
is  expected  to  double  the  spending  on 
e-mail  marketing,  from  $6oo  million  last 
year  to  $1.3  billion  in  2001 . 

PrOS:  Response  rates  average  between 
5  and  15  times  better  than  banner  ads. 
Some  34%  of  the  200,000  'N  Sync  fans 
who  got  an  e-mail  before  the  release 
of  the  band's  new  album  in  March 
downloaded  an  accompanying  video. 

Cons:  As  scores  of  e-mail  messages 
pile  up  in  in-boxes,  response  rates  and 
prices  are  falling.  Merrill  Lynch  esti- 
mates that  in  the  fourth  quarter,  the 
cost  of  e-mail  marketing  fell  25%. 


They  make  up  50%  of  online  ad  rev- 
enue, but  their  effectiveness  may  be 
waning.  When  IBM  kicked  off  banner 
ads  in  1994  on  tech  site  Hotwire, 
30%  of  the  people  who  saw  the  ads 
clicked  on  them.  Now  the  overall 
click-through  rate  for  banner  ads  has 
dropped  to  a  measly  0.3%. 

PrOS:  Easy  to  do  broadly  across 
the  Web. 

Cons:  It  is  still  unknown  whether 
banners  boost  a  brand.  In  the  absence 
of  any  strong  proof,  traditional 
advertisers  such  as  Visa  and  Sony 
remain  skeptical. 


►  Skyscrapers 


These  are  the  extra-long  skinny  ads 
running  down  the  right  or  left  side  of 
a  Web  site.  Financial  site  CBS  Market- 
watch.com, for  instance,  regularly  runs 
this  kind  of  ad. 

PrOS:  Response  rates  for  skyscrapers, 
which  started  being  used  aggressively 
in  2000,  can  be  seven  times  as  high  as 
for  banners,  according  to  Mass  Transit 
Interactive. 

Cons:  Just  as  banner  ads  were 
launched  with  monster  response  rates 
analysts  expect  the  effectiveness  of 
these  ads  to  decline  as  consumers 
tune  them  out. 
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Teens  latched  onto  the  campaign,  send- 
ing 50,000  of  the  "spurt"  e-mails  to  one 
another  in  the  first  two  months.  Mean- 
while, Cheseborough-Ponds  usa  Inc.  has  a 
site  that  features  the  Ponds  Squad — three 
animated  female  characters  taking  on  an 
evil-doer.  In  the  first  month  after  the  site 
launched,  Ponds  sent  out  200,000  product 
samples  to  those  who  asked  for  them. 
Rather  than  a  direct  mailing  blast,  Ponds 
reached  an  interested  audience  and  saved 
30%  in  costs. 

To  drum  up  interest  in  these  cyber- 
campaigns,  traditional  marketers  aren't 
even  using  the  Net  very  much.  Last  year, 
when  Miller  Brewing  Co.  wanted  to  in- 
crease sales  and  brand  awareness  around 
the  Super  Bowl,  it  sponsored  games  and 
discussions  on  its  own  Super  Bowl  site. 
But  rather  than  plastering  ads  on  por- 
tals or  sports  sites,  Miller  relied  almost 
entirely  on  TV  and  newspaper  ads  to  alert 
people.  End  result?  Miller  dished  out  $9 
million  on  traditional  advertising  to  pro- 
mote a  $1  million  online  marketing 
binge.  "It's  like  pizza  and  Tabasco,"  says 
Rishad  Tobaccowala,  president  of  ad 
agency  Starcom,  which  designed  the 
Miller  campaign.  "Pizza  is  offline  mar- 
keting, and  you  spend  more  on  that.  To 
jazz  it  up,  you  add  a  little  Tabasco,  but  a 
little  bit  goes  a  long  way." 

No  wonder  online  publishers  are  feel- 
ing scorched.  Now,  they're  scrambling  to 
give  online  ads  the  kind  of  jazzy 
makeovers  that  work  with  the  virtual 


^  Streaming  Video 
and  Audio 

Companies  and  content  networks,  in- 
cluding RealNetworks,  NetRadio,  and 
MusicVision,  insert  ads  for  marketers 
into  music  and  video  clips  as  consumers 
listen  to  them. 

PrO$:  It's  much  more  like  the  TV  that 
marketing  advertisers  know  and  trust. 
Can  get  click-through  rates  of  about 
3.5%,  according  to  RealNetworks. 

Const  Widespread  use  will  depend 
on  high-speed  Net  connections,  which 
aren't  expected  to  be  adopted  by  a 
critical  mass  of  30  million  households 
until  2005,  estimates  Jupiter. 


^  Effectiveness 
Tracking 


Upstart  DynamicLogic  designed 
a  pioneering  service  to  help 
traditional  advertisers  gauge  the 
impact  of  their  marketing  by  placing  tiny 
files,  called  cookies,  on  viewers'  comput- 
ers. This  helps  them  track  where  people 
go  in  the  days  or  weeks  after  seeing  ads. 

PrOS:  Offers  the  ultimate  way  to 
gauge  the  results  of  brand  marketing 
campaigns. 

Cons:  Time-consuming — and  the 
cost  can  cut  into  the  mass  use  of 
advertisements. 


^  Minisites,  Pop-Ups 
&  Interstitials 

These  ads  burst  open  on  screens, 
allowing  companies  such  as  Volvo  and 
SmithKline  Beecham's  Oxy  acne 
medicine  to  dish  up  games  and  product 
information. 

PrOS:  Minisites  allow  advertisers  to 
market  without  sending  people  away 
from  the  site  they're  visiting.  This  type 
of  advertising  also  gets  higher  click 
rates — on  average  around  5%  of  people 
who  see  the  sites  click  on  them, 
estimates  portal  About.com. 

Cons*  Can  be  intrusive  and  annoying. 
Think  AOL's  welcome  screen. 
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marketing  campaigns  traditional  adver- 
tisers are  coming  to  favor,  cnet,  Disney 
Internet  Group,  and  Primedia's 
About.com  are  working  on  flashier  ads 
with  more  information.  Technology  news 
site  (  NET,  for  example,  designed  a  pilot  ad 
for  Dell  Computer  Inc.  that's  essentially 
a  small  Web  site  with  product  specs  and 
forms  for  requesting  more  materials — 
without  ever  leaving  the  cnet  Web  page. 

New  technologies  also  are  helping  to 
provide  more  marketing  punch.  Streaming 
audio  and  video  ads  are  being  piped  into 
downloaded  music  and  video  clips,  as 
broadband  connections  slowly  increase. 
RealNetworks,  for  instance,  slips  15-second 
promos  for  Mitsubishi's  Spyder  convertible 
into  video  clips  on  the  Comedy  Central 
Web  site.  Others  believe  bigger  is  better 
and  are  opting  for  ads  called  "skyscrapers" 
that  run  the  length  of  a  PC  screen.  And 
pop-up  ads,  which  must  be  clicked  on 
to  disappear,  are  gaining  popularity. 

New  technologies  alone  won't  cut  it. 
Advertisers  say  better  ways  of  measuring 
the  impact  of  online  ads  and  marketing 


campaigns  are  needed  to  get  them  to 
spend  more.  Now,  Web  site  operators  are 
sifting  through  how  much  time  people 
spend  on  different  areas  of  a  site  as  a 
way  to  size  up  the  impact  of  ads.  That 
data,  along  with  traditional  surveys  on 
brand  awareness,  are  helping  to  get  a  bet- 
ter handle  on  whether  online  marketing 
dollars  are  well-spent.  DoubleClick,  for 
instance,  is  promoting  its  brand-measure- 
ment services,  seminars,  and  case  studies 
with  clients  such  as  Coca-Cola  Co.  "The 
more  we  can  start  integrating  these  kinds 
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ol  things  with  the  media  buying,  the  more 
comfortable  traditional  advertisers  will  feel 
with  the  Net,"  says  Barry  Sal/man,  presi- 
dent of  Doubleclick's  Global  Media  unit. 

Early  days.  Reaching  that  comfort- 
able level  will  take  time.  Even  one  of  the 
biggest  online  advertisers,  Unilever,  is 
feeling  its  way.  The  package-goods  com- 
pany, whose  brands  include  Lipton,  Snug- 
gle, and  Ragu,  spends  about  $144  mil- 
lion annually — or  4%  of  its  ad  budget 
on  the  Net.  In  its  fourth  year  of  adver- 
tising online,  the  company  says  it's  still 
learning  how  to  make  the  most  of  its  on- 
line marketing  tactics,  including  e-mail, 
pop-up  ads,  and  sponsorships  of  specif- 
ic content  areas  on  sites  such  as  iVillage. 
"It's  still  very  early  days,"  says  Mark  Ol- 
ney,  vice-president  of  the  North  Ameri- 
can Interactive  Brand  Center  at  Unilever. 
"It's  a  slow  change,  and  where  you  hear 
some  of  the  grumbles  about  why  it's  so 
difficult,  it's  because  people  think  of  the 
Net  as  being  so  very  fast." 

Increasingly,  Unilever  is  experiment- 
ing with  online  marketing  that  would  be 
too  targeted  for  a  30-second  TV  spot. 
Dove,  positioned  as  a  soft,  gentle  cleansing 
soap,  ran  pop-up  messages  on  parenting 
site  BabyCenter,  asking  visitors  whether 
they  knew  that  Dove  was  recommended 
by  pediatricians  for  washing  newborns. 
Those  ads  got  up  to  triple  the  response  of 
traditional  banner  ads. 

Clearly,  some  marketing  plays  best  on 
the  Net.  To  make  a  splash  with  its  third 
car  launch  this  year,  Volvo  decided  to  in- 
troduce its  newest  model,  the  S60,  com- 
pletely online.  The  extensive  multimillion 
dollar  campaign  is  being  done  through  a 
partnership  with  aol  that  includes  mailing 
500,000  CDs,  co-sponsoring  a  sweepstakes 
for  six  S60s,  and  other  promotions 
throughout  the  online  service.  Since  the 
Oct.  15  launch,  about  21,000  people  have 
configured  cars  online  and  asked  for 
quotes,  and  3,000  cars  have  been  sold.  It 
will  be  months  before  Volvo  really  knows 
whether  the  money  was  well-spent,  says 
Phil  Bienert,  manager  of  e-Business  at 
Volvo  Cars  of  North  America.  "About 
85%  of  our  customers  are  currentiy  on- 
line," he  says.  "It's  a  number  we  think  is 
an  advantage.  This  is  an  opportunity  to 
prove  that  out." 

So  far,  online  publishers  are  making 
only  modest  gains.  Companies  such  as  Visa 


Dot-coms  are  spending 
less  to  advertise  online... 


...while  Web  ads  by  old 
economy  companies  are 
on  the  rise... 


...but  not  enough  to  pick 
up  the  slack 


DATA:  INTERNET  ADVERTISING  BUREAU, 
MERRILL  LYNCH 


International  and  British  Airways  are  stand- 
ing pat  on  their  online  ad  spending.  'To  get 
me  comfortable  about  investing  more,  I 
would  need  to  believe  I  could  accomplish 
my  broader  brand-building  objectives  as 
effectively  as  the  medium  I  use  now,  which 
is  TV,"  says  Liz  Silver,  senior  vice-president 
for  advertising  at  Visa,  which  spent  $10 
million  online  last  year,  according  to  re- 
searcher Competitive  Media.  Despite  the 
latest  innovations,  online  publishers  still 
have  much  work  to  do  before  winning 
over  skeptics  like  Silver.  * 


e.biz  online 


For  more  on  how  Unilever  views  online 
marketing,  see  a  O&A  with  Mark  Olney, 
a  Unilever  VP  at  ebiz.businessweek.com. 


For  over  fifteen  years,  Datastream  has  been  a  leader  in  helping  companies  tap  into  the  hidden  potential 
within  their  capital  assets.  And  now  with  the  release  of  Datastream.net,  a  hosted  asset  management 
application  and  industrial  e-commerce  procurement  network,  you  can  have  a  clear,  unobstructed  view 
of  all  your  capital  assets.  Datastream.net  gives  you  the  power  to  make  better  decisions,  run  your 
operation  more  efficiently  and  increase  profitability.  For  information,  call  1 .800.328.2636. 


>  www.datastream.net 
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Pepsi's  Aim  Is  True 

7toe  co/o  giant's  Web  strategy  finds  the  new  generation  of  customers 


W: 


able  on  every  street  corner  in  America. 

So  why  is  Pepsi-Cola  Co.  trying  so 
hard  online?  While  many  traditional  ad- 
vertisers have  dabbled  in  the  Net,  Pepsi 
has  a  range  of  programs  on  the  virtual  air, 
from  music  sites  to  banner  ads  to  Internet 
sweepstakes.  Though  only  about  3%  of  its 
estimated  $400  million  soft  drink  ad 
budget  goes  online,  that  belies  the  em- 
phasis the  company  places  on  the  Web. 
"This  medium  is  here  to  stay,  and  we 
buy  that,"  says  John  Vail,  director  of  dig- 
ital media  and  marketing  for  Pepsi-Cola. 

One  reason:  Despite  the  difficulties  in 
measuring  online  ad  performance,  Pepsi 
has  crafted  deals  that  already  show  benefits. 
In  a  barter  arrangement  with  Ya- 
hoo! Inc.  this  summer,  Pepsi  plas- 
tered the  portal's  logo  on  1.5  billion 
cans.  In  return,  Yahoo  took  the  cola 
company's  already  established  loy- 
alty program,  Pepsi  Stuff,  to  new 
heights.  A  co-branded  Web  site, 
PepsiStuff.com,  let  consumers  col- 
lect points  from  bottle  caps.  The 
points  were  redeemable  on  the  Web 
site  for  prizes — everything  from  elec- 
tronic goods  to  concert  tickets. 

The  results  were  considerable. 
Three  million  consumers  logged  on 
and  registered  at  the  PepsiStuff  site, 
giving  the  cola  company  detailed 
consumer  data  that  normally  must 
be  paid  for  in  market  research  or 
gleaned  from  focus  groups.  Infor- 
mation that  once  took  months 
could  now  be  had  in  days.  What's 
more,  Vail  was  able  to  tweak  the 
program  while  it  was  in  progress, 
maintaining  the  right  inventory  of 
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the  most  popular  prizes.  "Instead  of  lag- 
time  data,  we  had  real-time,  and  we  could 
react  to  it,"  says  Vail.  Sales  volume  rose 
5%  during  the  online  promotion  and  the 
cost  was  about  one-fifth  what  it  had  been 
as  a  mail-in  project. 

Pepsi  has  no  intention  of  slowing  its 
Internet  rush.  The  Web  is  the  medium 
of  choice  for  Pepsi's  prime  demographic 
audience — those  under  25.  "They  are  go- 
ing to  where  their  customer  hangs  out 
and  flashing  their  name,"  says  Tom  Pirko, 
a  beverage  consultant  for  Santa  Barbara- 
based  Bevmark  LLC.  "This  is  aimed  at  flip- 
ping the  next  generation.  For  Pepsi,  the 
Internet  is  serious.  It's  not  a  toy." 


ould  you  shop  for  a  soda  online? 
Seems  like  a  silly  question.  Of  all  the  products  for  sale  in  the  uni- 
verse, soda  is  probably  the  last  one  shoppers  will  want  to  buy  on  the 
Internet.  Even  frozen  food  has  more  e-potential.  But  soft  drinks? 
They're  cheap.  They  require  no  research  to  purchase.  And  they're  avail- 
No,  but  it's  a  work  in  progress.  Pepsi's 
online  marketing  road  has  been  long  and 
bumpy.  On  Feb.  29,  1996,  the  company 
launched  Pepsi  World,  a  Web  site  of  spon- 
sored content  designed  to  attract  the 
youthful  consumer.  Sports  and  music  news 
was  mixed  with  online  games  and  ani- 
mation. A  seven-figure  publicity  budget 
backed  the  debut.  But  it  quickly  became 
clear  through  focus  groups  and  traffic 
numbers  that  Pepsi  hadn't  reached  its  tar- 
get. Eyeballs  were  too  fleeting,  visitors  too 
fickle.  By  the  summer  of  1997,  Vail  re- 
vamped the  site  to  be  less  of  a  sports 
news  digest  and  more  of  a  vehicle  to  pro- 
mote Pepsi-sponsored  athletes,  such  as 
NASCAR  driver  Jeff  Gordon. 

Going  forward,  Pepsi  plans  to 
expand  on  the  Web  site-centric 
marketing  efforts.  While  banner  ads 
and  other  more  traditional  ad  buys 
have  had  some  success,  it's  the  cre- 
ation of  engaging  Pepsi  Web  sites 
that  has  given  the  brand  the  most 
traction  online.  For  example,  Vail 
would  like  to  bring  a  virtual  expe- 
rience to  other  promotions,  such  as 
Choose  Your  Music,  a  current  in- 
store  create-a-CD  promotion.  "We're 
looking  ahead  to  the  next  evolu- 
tion," says  Vail. 

For  consumer  Shane  Erstad,  29, 
that's  good  news.  Intrigued  by  the 
prizes  and  the  ability  to  collect  the 
points  online,  he  became  devoted  to 
Mountain  Dew  and  a  fen  of  the 
PepsiStuff  site.  Even  now  that  the 
game  is  over,  he  hasn't  cut  hack.  "I 
hope  they  repeat  the  promotion." 
Count  on  it.  * 
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Compassion 


ndings  are  hard  And  so,  sometimes,  are  be- 
ginnings. "You  feel  so  alone.  There  is  no 
script,"  says  Gayle  Groves,  a 
California  widow,  describing 
how  she  felt  after  the  sudden 
death  of  her  husband.  New  mothers  often 
say  the  same  thing  when  their  baby  cries  in- 
consolably  in  the  middle  of  the 
night  and  no  one — not  their 
spouse  or  parents  or  the  local  pediatrician — 
can  tell  them  how  to  calm  the  newborn. 

Where  to  turn?  Increasingly,  people 
dealing  with  either  the  grief  of  death  or  the 
joy  of  birth  are  looking  to  the  same  place: 
the  Internet.  Besides  providing  tools  to  re- 
search virtually  any  aspect  of  birth  or  death, 
the  Web  offers  new  ways  to  find  others 
facing  similar  transitions.  Along  the  way,  it's 
fostering  the  creation  of  new  rituals  of  cel- 


ebration and  mourning.  Some  show  off 
their  newborn  to  relatives  thousands  of 
miles  away  in  live  Webcasts.  Others  send  e- 
mail  messages  to  their  deceased  loved  ones. 
"The  Internet  has  become  the  neighbor- 
hood," says  Ellen  Galinsky,  president  of 
the  Families  &  Work  Institute,  a  New  York 
nonprofit  research  organization. 

It's  a  neighborhood  that  just  keeps 
growing.  Cyberspace  is  becoming  a  main- 
stay of  support.  Parents  can  get  advice 
from  experts,  commune  with  other  new 
mothers  and  fathers,  and  shop  for  every 
kind  of  baby  paraphernalia  imaginable. 
Sure,  Dr.  Spock  is  still  on  the  bookshelf. 
And  the  pediatrician's  number  is  taped  to 
the  refrigerator  door.  But  many  new  parents 
discover  it's  faster  and  easier  to  get  what 
they  need  online — often  searching  the  Net 
while  they  wait  for  a  doctor  to  return  their 
phone  call.  "The  Web  provides  instant  grat- 
ification," says  Deirdre  Wilson,  managing 
editor  of  The  Boston  Parents'  Paper. 

For  the  bereaved,  the  Internet  has  be- 
come an  unlikely  new  source  of  solace.  It 
gives  mourners  forums  for  grief,  with 
countless  places  to  express  sorrow  and 
commemorate  the  dead.  It  offers  novel 
ways  for  everyone  to  confront  their  mor- 
tality, ranging  from  writing  wills  to 
planning  funerals  to  joining  com- 
munities of  terminally  ill  patients.  A 
site  called  Making  Everlasting 
Memories  (mem.com),  for  ex- 
ample, will  scan  items  such  as 
birth  certificates  and  artwork 
onto  Web  pages  to  cre- 
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ate  virtual  memorials.  And  finalthoughts.com 
lets  members  write  farewell  letters  to  be  e- 
mailed  after  they  pass  away. 

The  anonymity  of  the  Net  provides  a 
comforting  shield  of  privacy  for  mourners. 
And  its  around-the-clock  availability  lets 
people  breach  the  taboo  of  death  on  their 
own  terms,  whenever  they  want.  Spending 
time  online  can  help  grieving  people  "begin 


selling  group  subscriptions  to  employers 
in  March,  charging  about  $30  per  employ- 
ee per  year.  It  expects  the  15-month-old  site 
to  be  profitable  within  nine  months. 

One  of  the  most  innovative  newcomers 
is  BabyPressConference.com.  The  site  lets 
proud  parents  at  more  than  60  U.S.  hospi- 
tals hold  live  Netcasts  with  their  newborns, 
showing  their  babies  off  to  friends  and 


The  Net  is  fostering  the  creation  of  new 
rituals  of  celebration  and  mourning 


to  realize  they're  not  alone  and  they're  not 
crazy,"  says  David  Abrams,  president  of 
the  Hospice  Foundation  of  America.  It's  "a 
big  step  on  the  road  to  recovery." 

And  it's  getting  to  be  a  business.  While 
there  are  many  nonprofit  sites  dealing  with 
birth  and  death,  some  commercial  ones 
are  attracting  swarms  of  people.  With  about 
1.8  million  unique  visitors  a  month,  Baby- 
Center.com  says  it  reaches  nearly  one-third 
of  all  pregnant  women  in  the  U.S.  The 
company,  now  a  subsidiary  of  ailing  eToys 
Inc.,  generates  most  of  its  money  from 
advertisers  and  its  online  baby  store.  But 
many  sites  are  devising  more  innovative 
ways  to  make  money.  Legacy.com,  which 
publishes  elaborate  obituaries  online, 
charges  $195  to  post  a  person's  life  story  for 


posterity,  and  $49  to  keep  a  guest  book  on- 
line forever.  The  site,  part  owned  by  pub- 
lisher Tribune  Co.,  recendy  laid  off  half  of 
its  staff  but  says  the  cuts  will  help  it  be- 
come profitable.  Finalthoughts.com,  a  com- 
prehensive end-of-life  site  that  offers 
interactive  estate  planning,  is  trying  to  po- 
sition itself  as  an  employee  benefit  for  cor- 
porations. The  company  plans  to  start 

EB  56    BUSINESS  WEEK  E.BIZ  /  JANUARY  22,  2001 


family  members  who  live  across  town  or 
around  the  globe.  Since  opening  in  March, 
the  site  has  helped  2,300  couples  intro- 
duce their  babies,  asking  nothing  for  the 
Webcast  but  charging  $30  for  a  CD-ROM 
recording  of  the  event.  Disappointed  that 
she  couldn't  get  off  work  to  see  her  new 
granddaughter  in  a  Chicago  hospital,  Patty 
Kuhn,  of  Anderson,  Ind.,  got  her  first 
glimpse  of  baby  Caroline  Lockwood  on 
the  computer  screen  in  her  office.  "It  was 
very  important  that  I  could  see  her  and 
that  I  knew  she  was  O.K.,"  says  Kuhn, 
who  watched  her  son,  daughter-in-law,  and 
granddaughter  with  tears  in  her  eyes.  "This 
brought  them  close  to  home." 

Many  look  to  the  Web  for  communi- 
ty long  before  their  baby  is  born.  Five 
months  pregnant,  Susan  O'- 
Connor had  gone  into  early  la- 
bor and  was  at  such  a  high  risk 
of  premature  delivery  that  doc- 
tors wouldn't  let  her  take  even  a 
few  steps  to  the  bathroom.  She 
spent  her  days  lying  on  her 
side,  worrying  about  the  baby's 
survival.  But  she  managed  to 
ease  her  fears  and  loneliness 
with  the  constant  companion 
she  kept  in  her  bed:  her  com- 
puter. With  her  husband  and 
friends  busy  at  work,  she  relied 
on  her  online  correspondents — 
mostly  other  pregnant 
women — to  help  her  resist  the 
temptation  to  sit  up.  She  became  so  close 
to  these  people  she  had  never  met  that 
many  sent  gifts  for  a  virtual  baby  show- 
er. One  woman  even  made  her  a  quilt. 
"It  was  the  most  touching  thing  in  the 
world,"  she  says,  crediting  her  new 
friends  with  giving  her  the  strength  to 
follow  doctors'  orders  and  deliver  a 
healthy  child.  "He  is  my  miracle  baby, 


and  the  people  online  were  the  angels 
that  helped  give  him  to  me." 

Even  women  with  less  troubled  preg- 
nancies find  the  Net  can  be  a  lifesaver — lit- 
erally. Consider  the  case  of  one  woman 
who  read  a  BabyCenter  newsletter  about 
amniocentesis  just  after  having  the  pro- 
cedure. The  35-year-old  woman,  who 
asked  that  her  name  not  be  used,  was 
stunned  to  learn  that  because  she  had  Pdi 
negative  blood  while  her  husband  was  Rh 
positive,  she  needed  a  special  shot — some- 
thing her  doctor  had  never  told  her.  If 
she  didn't  get  the  medication  within  72 
hours,  her  fetus  would  be  at  serious  risk. ' 
She  called  her  doctor,  who  discovered  the 
office  had  recorded  her  blood  type  incor- 
recdy.  "All  I  kept  thinking  when  I  was 
driving  to  the  doctor's  office  was  'Thank 
God  for  the  Internet!' "  she  wrote  in  a 
note  to  BabyCenter. 

Vicky  Edwards  was  introduced  to  the 
Internet  at  the  other  end  of  the  life  spec- 
trum— and  also  viewed  it  as  a  salvation. 


CHILD-REARING  WEB 
SITES  FOR  PARENTS 


www.babycenter.com: 

A  popular  site  that  sends 
weekly  updates  about  child 
development  to  new  parents 
and  hosts  discussion  groups 
on  every  parenting  topic  imag- 
inable. Offers  baby  parapher- 
nalia in  its  online  store. 


WWW.BABYPRESSCON- 
FERENCE.COM:  Parents  can 
announce  the  arrival  of  their 
newborns  from  the  maternity 
ward,  holding  a  live  Internet 
broadcast  on  a  private  Web 
site.  Family  and  friends  can 
see  the  baby,  e-mail  questions, 
and  shop  for  gifts  online. 


WWW.KIDSHEALTH.ORG: 

This  Web  site  contains  hun- 
dreds of  in-depth  articles  on 
health  care  for  kids  of  all 
ages.  Created  by  the  Nemours 
Foundation  Center  for  Chil- 
dren's Health  Media,  all  the 
info  is  doctor-approved. 


thousands  of  businesses  like  yours  simplify  their  operations  and  run  more  smoothly.  They  found  our  proven  solutions 
took  the  worry  and  risk  out  of  e-business.  To  see  how  we  can  help  you,  ask  for  our  detailed  e-Business  Success  Kit. 


Just  visit  us  at  www.lawson.com/success600r  or  call  1-800-477-1 357,  code  600r 
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The  next  step  seems  a  lot  easier  when  you're  working 
with  someone  who  has  e-business  experience. 
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When  her  18-year-old  son, 
Shane,  died  of  alcohol  poison- 
ing last  August,  she  didn't  just 
turn  to  friends  and  family  for 
support.  She  also  bought  a 
computer  to  help  herself 
grieve.  Why  the  PC?  The  fu- 
neral home  had  paid  for  a  me- 
morial to  Shane  on  legacy.com, 
and  she  wanted  to  read  the 
online  tributes  to  him.  She 
wrote  the  teenager's  life  story 
for  the  site  months  ago,  but 
she  still  checks  in  almost  every 
day.  Often,  there  are  new  en- 
tries in  the  guest  book,  includ- 
ing letters  from  strangers  who 
recently  endured  a  child's 
death.  "Know  that  others  care 
even  if  we  don't  know  you 
personally,"  wrote  Linda  Mclntyre,  of 
Calhoun,  Ga.,  after  describing  the  "unre- 
al" pain  of  losing  her  brother. 

That  kind  of  contact  wasn't  exactly  what 
the  site's  designers  intended,  but  it's  an  ex- 
ample of  the  new  rituals  that  the  Internet  is 
helping  to  create.  Legacy.com's  online  guest 
books  were  planned  as  a  place  where  far- 
flung  friends  and  relatives  could  send  notes 
of  condolence.  These  books  also  have  be- 
come meeting  places  where  bereaved 
strangers  connect  and  share  their  tragedies. 
Vicky  Edwards  often  scans  the  latest  obitu- 
ary postings,  looking  for  child  deaths,  and 
then  writes  notes  to  grieving  parents  about 
her  son.  ""You  feel  like  you're  helping  oth- 
ers," she  says.  "It's  like  a  little  ministry." 


Many  mourners  find  online  sympathy 
cards  more  comforting  than  those  they 
receive  in  the  mail.  Paula  Trobridge,  33,  of 
Greenville,  Wise,  says  most  of  the  mailed 
condolences  she  got  after  her  husband 
died  last  summer  had  little  more  than  a 
signature.  Online,  she  says,  people  write 
long  notes  she'll  cherish  forever.  Trobridge 
continues  to  e-mail  her  husband,  too,  even 
though  she  knows  he  can't  read  her  mes- 
sages. Such  behavior  is  really  just  a  high- 
tech  twist  on  a  traditional  method  of 
mourning.  Therapists  often  recommend 
that  the  bereaved  write  a  letter  to  the  dead 
or  keep  a  journal  of  their  feelings. 

People  with  terminal  illnesses  find  sim- 
ilar succor  online.  Those  with  esophageal 


Coping  with  Death 


www.finalthouchts.com: 

Lets  members  write  letters  to 
loved  ones  that  will  be  e-mailed 
after  they  die.  Also  features  estate 
planning  and  articles  on  grieving, 
spirituality,  and  genealogy. 


www.crowthhouse.org: 

Nonprofit  clearinghouse  for  Web 
sites  on  life-threatening  illnesses 
and  end-of-life  care,  including  in- 
formation on  diseases,  pain  man- 
agement, and  death  with  dignity. 


www.legacy.com: 

Online  memorial  site  that  con- 
tains life  stories  of  the  deceased 
written  by  loved  ones.  Includes  a 
guest  book  filled  with  memories 
from  relatives  and  friends. 


WWW.PLAN4EVER.COM: 

Everything  you  need  to  plan  a 
funeral,  plus  special  sites  that 
let  people  write  notes  of  re- 
membrance to  celebs  such  as 
JFK  Jr.  and  the  Princess  of  Wales. 


For  more  on  BabyPressConference.com 
go  to  Clicks  &  Misses  at 
ebiz.businessweek.com. 


cancer  gained  comfort  from  Bill 
Bartholome,  a  medical  ethicLst 
who  was  diagnosed  with  the 
disease.  He  became  known  as 
"Dr.  Bill"  on  a  Web  site  called 
Cathy's  Esophageal  Cancer  Cafe, 
and  his  postings  were  so  popu- 
lar that  the  cafe  still  keeps  them 
on  the  site,  even  though  he  died 
more  than  a  year  ago. 

The  Net  also  can  help  those 
clinging  to  life  in  other  ways. 
One  30-year-old  woman  joined 
finalthoughts.com  to  write  a 
farewell  letter  that  would  be  sent  ' 
to  her  4-year-old  son  after  she 
killed  herself.  But  writing  the 
letter  gave  her  a  new  will  to 
live.  "What  do  I  say?  Something 
like,  'Mommy  couldn't  take  it 
anymore,  and  I  couldn't  deal  with  what  life 
was  dealing?'"  she  wrote  in  a  thank-you 
letter  to  finalthoughts. 

Such  success  notwithstanding,  the  Web 
rarely  replaces  counseling  altogether.  Gayle 
Groves,  the  California  widow,  became  dis- 
traught after  her  husband  died  of  a  sud- 
den heart  attack  because  she  had  no  idea 
how  he  wanted  to  deal  with  his  burial. 
Vowing  never  to  similarly  burden  her  chil- 
dren, she  joined  finalthoughts,  leaving  her 
last  wishes  in  a  computer  file  on  the  site. 
While  the  site  has  helped  her  work 
through  her  loss,  Groves  realized  that  the 
Net  was  not  enough.  She  needed  the  im- 
mediate feedback  of  face-to-face  counsel- 
ing, a  relationship  with  a  therapist  "where 
I  could  totally  fall  apart." 

Still,  for  some,  the  Net  can  fill  a  vital 
role — on  par  with  therapy  or  even  reli- 
gion. Kimberly  Grimme  had  the  misfortune 
of  looking  to  both  birth  and  death  Web 
sites  in  quick  succession.  One  of  her  twins 
was  stillborn.  She  found  women  who  had 
suffered  similar  losses,  and  credits  them 
with  helping  her  bond  with  the  surviving 
child  while  still  mourning  her  other  baby's 
death.  "The  computer  used  to  be  for  en- 
tertainment," she  says.  "Now,  it's  for  noth- 
ing but  support.  It  has  become  my  lifeline." 
Like  many  others  in  cyberspace,  her  grief 
had  become  more  manageable  because  she 
could  find  community  online.  » 
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<        WOULD  YOU  ASK  CUSTOMERS 
TO  GO  THROUGH  THIS  BEFORE  DOING 
BUSINESS  WITH  YOU? 


I 


NOW  A  FEW  WORDS  ABOUT  YOUR  WEB  SITE. 

To  build  rewarding  relationships  with  your  customers,  you  have  to  make  it  easy  for 
them  to  do  business  with  you.  Today,  that  means  implementing  a  Web  strategy  that 
allows  you  to  interact  with  customers  in  ways  you  never  could  before.  At  SilverStream, 
we  provide  the  software  and  services  that  help  you  deliver  an  Internet  experience  that 
has  the  breadth,  depth  and  professionalism  your  customers  and  trading  partners 
expect.  We're  setting  new  standards  for  building  next -generation  eBusiness  Web  sites. 
5ites  with  the  most  advanced  eCRM  technologies  and  B2B  integration  capabilities,  to 
give  you  a  real  competitive  edge  -  now  and  in  the  future.  Are  you  ready  to  take  your 
^Business  to  a  whole  new  level?  www.silverstream.com 


SilverStream 

Are  you  ready  to  do  eBusiness? 


©  2000  SilverStream  Software.  Inc.  SilverStream  is  a  registered  trademark  of  SilverStream  Software.  Inc. 


Wants  the  entire  company 
to  move  to  e-Business. 


SmartForce  e-Learning  transforms  your  company  by  transformii 

Smart  business  leaders  know  that  moving  an  entire  enterprise  to  advantage.  Enter  SmartForce'"  e-Learning.  It's  the  only  e-Learning  plat 
e-Business  takes  more  than  an  investment  in  technology.  It  takes  an  that  cross-trains  all  your  people  in  e-Technology  and  e-Business.  W 
investment  in  people,  so  they  can  use  technology  to  gain  a  competitive         means  everyone  from  the  board  room  to  the  boiler  room  will  unders 


Knows  how  to 

get  there  now. 


v  to  actualize  initiatives  like  e-Support,  e-Supply,  „, 
I  of  stuff  that  puts  business  on  the  fast  track  to  e-Business.  And 
e  SmartForce  e-Learning  is  a  web-hosted,  outsourced  solution, 
e's  no  waiting  around  to  get  started.  In  fact,  we'll  even  help 
oil  out  your  program.  SmartForce  e-Learning.  e-Business  now 


SmartForce 

The  e-Learning  Company 


learn  more,  go  to  www.smartforce.com/ebiz  or  call  1-888-395-0014. 


A 


Your  business  is  exciting  enough — you  don't  need  the  adrenaline  rush  of 
wondering  if  your  business-to-business  Web  sites  and  corporate  portals  all 
have  timely,  accurate  information.  Or  if  everyone  will  be  able  to  get  the 
information  they  need,  when  they  need  it. 

With  Xpedio™  Content  Management  from  IntraNet  Solutions,  you  can 
publish  business  content  from  any  data  source  to  the  Web,  automatically. 
Your  users  can  access  personalized,  secure  content  from  any  Web 
client — including  mobile  and  wireless  devices.  And  you'll  deploy  in 
days,  rather  than  months.  It's  why  more  than  1,250  companies  and 
350  partners  rely  on  IntraNet  Solutions'  products  to  make  managing 
Web  business  content  so  routine  it's  a  bit...  well,  boring. 


www.intranetsolutions.com 
Nasdaq:  INRS 


IntralU 

SOLUTION 

Business  Content  Management' 


Solutions  is  a  registered  trademark  and  Xpedio  and  Business  Content  Management  are  trademarks  of  lutraN 
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Dead  Companies  Walking 

Don't  get  burned:  Many  cash-starved  techs  and  telecoms  won't  last  the  year 

s  the  worst  of  it  over?  Investors,  employees,  and  more  than  a  few  technology 
journalists  are  trying  to  figure  out  whether  the  new  year  will  bring  with  it  a  new 
and  improved  outlook  for  tech  companies.  Perhaps,  just  perhaps,  the  steady 
stream  of  layoffs,  corporate  closings,  and  bankruptcies  is  winding  down. 
Forget  about  it.  A  close  look  at  the  financial  statements  of  about  500  tech  and  tele- 


com companies  shows  that  the  crunch  is  likely  to 
get  worse  before  it  gets  better.  Particularly  trou- 
bling are  the  low  cash  reserves  at  dozens  of  money- 
losing  players.  Nearly  50  tech  and  telecom 
companies  have  18  months  or  less  of  cash,  based  on 
conservative  estimates  of  the  current  rates  at  which 
they're  burning  through  their  stashes.  With  in- 
vestors refusing  to  pony  up  more  dough,  many  of 
these  upstarts  are  likely  to  close  their  doors  or  sell 
out  to  rivals.  "Marginal  companies  that  are  running 
low  on  money  are  dead,"  says  analyst  James  H.  Henry  of  Bear 
Stearns  &  Co.  "Even  good  companies  that  are  running  low  may 
have  to  sell  out,  because  the  capital  markets  are  closed." 

Who's  at  risk?  Start  with  the  band  of  upstarts  that  are  selling 
speedy  Net  connections  over  telephone  lines.  Covad  Communi- 
cations, Rhythms  NetConnections,  and  Northpoint  Communica- 
tions are  all  former  highfliers  that  are  running  perilously  low  on 
cash.  Northpoint  is  in  the  worst  shape.  The  San  Francisco  com- 
pany had  $150  million  on  its  balance  sheet  at  the  end  of  Sep- 
tember and  burned  through  $110  million  in  the  third  quarter.  At 


that  rate,  it  could  use  up  the  money  in  its  coffers  be- 
fore the  end  of  January.  The  company  suffered  a  se- 
rious blow  in  November,  when  Verizon 
Communications  pulled  the  plug  on  a  deal  to  invest 
$800  million  for  a  55%  stake.  To  make  its  cash  last, 
Northpoint  said  in  December  that  it  would  cut 
19%  of  its  workforce,  or  248  jobs.  Now  it's  suing 
Verizon  for  damages  and  scrambling  to  find  an- 
other sugar  daddy. 

Covad  and  Rhythms  are  slightiy  better  off.  Both 
appear  to  have  enough  cash  to  last  through  2001,  but  they're  be- 
ing cautious  about  how  they  spend  their  precious  reserves.  Covad 
is  laying  off  about  400  people,  or  13%  of  its  workforce,  and 
plans  to  cut  its  capital  spending  this  year  to  $250  million,  from  the 
previously  planned  $350  million.  Now  Covad  says  its  revenues  like- 
ly will  hit  $380  million  to  $390  million  this  year,  instead  of  the 
$550  million  that  analysts  had  been  expecting.  "The  coming 
months  will  not  be  easy  ones  for  us,"  said  Chairman  Charles 
McMinn  in  a  December  conference  call.  "We  believe  we  can 
weather  the  market  conditions  for  at  least  a  year." 

Several  fledgling  phone  companies  may  not  be  so  fortunate. 
Take  rsl  Communications  Ltd.,  the  telecom  and  Internet 
services  company  founded  by  Ronald  S.  Lauder,  heir  to 
the  Estee  Lauder  cosmetics  fortune.  In  1999,  RSL 
boasted  a  market  cap  north  of  $1  billion.  Now,  it's  de- 
listed from  Nasdaq  and  is  worth  about  $20  million. 
One  reason  rsl's  prospects  look  so  bleak  is  that  it  had 
only  $151  million  in  cash  on  its  balance  sheet  as  of 
Sept.  30,  after  burning  through  about  $100  million  in 
the  third  quarter.  Jim  Magrone,  rsl's  vice-president 
for  treasury  and  investor  relations,  says  a  deal  that 
would  raise  cash  is  "imminent."  The  company  plans  to 
sell  its  stake  in  a  German-based  directory  business 
called  Telegate,  which  rsl  said  in  July  would  bring  in 
million.  But  when  asked  to  confirm  the  terms  in  Jan- 
Magrone  said  that  "any  deal  is  subject  to  renegotiation." 
L  is  just  the  tip  of  the  iceberg  in  the  telecom  sector.  Hen- 
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ry  predicts  that  more  than  half  of  the  31 
upstart  telephone  players  he  follows  will 
disappear  through  bankruptcies  or  merg- 
ers, ice  Communications  Inc.,  a  once- 
hot  telecom  player  based  in  Englewood, 
Colo.,  filed  for  bankruptcy  last  year,  and 
its  survival  is  unlikely.  Sawis  Communi- 
cations Corp.,  which  provides  data  and 
Internet  services,  also  is  in  rough  shape. 
Sawis,  which  had  $78  million  in  cash  at 
the  end  of  September,  said  in  its  financial 
statements  that  it  only  has  cash  through 
"early  2001"  and  may  not  be  able  to 
raise  more.  Chief  Financial  Officer  David 
J.  Frear  says  Sawis  has  not  raised  any 
new  capital  since  then,  and  he  declined 
to  give  any  guidance  on  capital  expendi- 
tures and  other  financial  metrics  going 
forward. 

Plenty  of  former  Net  stars  are  feeling 
the  cash  crunch,  too.  On  Jan.  4,  eToys 
Inc.,  the  much-hyped  online  retailer,  said 
that  it  only  had  money  to  fund  opera- 
tions through  March,  and  it  would  lay 
off  70%  of  its  1,000  person  staff.  Prodi- 
gy Communications,  once  a  legitimate  ri- 
val to  America  Online  Inc.  in  providing 
Net  access,  said  in  a  recent  financial 
statement  that  it  may  not  have  enough 
cash  to  survive.  And  remember  The- 
globe.com?  The  New  York  community 
site  saw  its  stock  soar  more  than  600%, 
to  $31.75,  on  its  first  day  of  trading  in 
1998.  Now  it's  on  life-support,  with 
shares  at  about  50<t.  At  the  current  burn 
rate,  the  company's  $25  million  in  cash 
will  last  about  a  year.  In  a  recent  finan- 
cial filing,  the  company  conceded  that 
there  is  "substantial  doubt"  that  it  can 
continue  in  business.  A  spokesperson 
did  not  return  phone  calls. 

Even  Webvan  Group  Inc.,  the  high- 
profile  home-delivery  company,  is  in  a  se- 
rious squeeze.  After  announcing  aggressive 
plans  last  year  to  roll  out  its  service  na- 
tionwide, Webvan  disclosed  in  a  recent 
Securities  &  Exchange  Commission  filing 
that  it  doesn't  have  enough  cash  to  last 
the  year.  It  says  it  has  funding  to  contin- 
ue through  June  but  needs  to  raise  an 
additional  $80  million  to  $100  million  to 
make  it  through  2001.  A  company 
spokeswoman  declined  to  comment  be- 
yond the  financial  statements. 

So  buckle  up:  2001  won't  bring  a 
quick  end  to  the  troubles  of  last  year. 
Over  the  next  few  months,  the  ride  in 
tech  and  telecom  is  going  to  be  bumpy.  » 
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With  the  capital  markets  virtually  closed,  tech  and  telecom  companies  are 
finding  it  harder  to  obtain  new  financing.  Here's  a  look  at  companies  that 
are  running  low  on  cash  in  the  New  Year. 


Cash  on  hand    Cash  used               Days  to 
on  Sept.  30    last  quarter         depletion  at 
COMPANY  NAME                           (millions)        (millions)      current  burn  rates 

Wavo  Corp.                                        $0.5                 $4.4                        11 

The  digital  media  company  has  sold  off  assets  to  raise  about  $12  million,  but  that  may 

not  last  through  2001. 

Prodigy  Communications                 $4.9                $27.2                        16 
The  Internet  service  provider  struck  a  tentative  deal  for  a  $110  million  line  of  credit 
from  SBC  Communications  but  warns  there  is  "no  assurance  that  we  will  be  able  to 
obtain  sufficient  financing"  to  continue  operating. 

Beyond.com                                      $14.5                $16.0                       82 

The  Santa  Clara  (Calif.)  e-commerce  player  says  it  has  enough  cash  to  last  through 

March  and  is  close  to  lining  up  additional  financing. 

Northpoint  Communications         $150.3              $109.9                      12B 
The  provider  of  speedy  Net  connections  is  scrambling,  since  Verizon  called  off  its  in- 
vestment in  the  company.  Northpoint  is  suing  for  damages. 

RSL  Communications                       $1514              $100.9                      135 
Cosmetics  heir  Ron  Lauder's  telecom  company  is  selling  off  a  German  subsidiary  to 
raise  cash  and  has  retained  Wasserstein  Perella  for  a  possible  sale  of  the  company. 

ICC  Communication                        $2343              $124.1                      170 
The  telecom  company  has  filed  for  bankruptcy,  cut  its  workforce,  and  slashed  ex- 
penditures in  a  bid  to  survive.  Don't  bet  on  it. 

Mail.com                                             $65.2                $32.7                        180 
The  provider  of  e-mail  services  is  selling  off  its  advertising  business  and  several  do- 
main names  to  raise  cash. 

Juno  Online  Services                       $68.6               $29.5                      209 
The  supplier  of  free  Net  access  says  it  has  cash  through  September,  but  a  deal  for  fi- 
nancing may  not  fly  because  its  stock  price  has  fallen  to  $1  from  more  than  $80. 

Sawis  Communications                   $78.1                 $31.8                        221 

The  Herndon  (Va.)  provider  of  communications  services  says  it  has  cash  to  last 

through  "early  2001"  and  may  not  be  able  to  raise  more. 

Egghead.com                                      $43-8                $17.0                        231 
The  online  retailer  says  it  has  enough  cash  to  fund  its  operations  through  2001. 

Theglobe.com                                   $24.8                $9.5                       235 
Largest  IPO  pop  ever?  That  doesn't  pay  the  rent.  Now  the  community  site  says  there 
is  "substantial  doubt"  that  it  will  be  able  to  continue  in  business. 

Intermedia  Communications         $339.1               $84.4                      362 
WorldCom's  deal  to  buy  this  telecom  upstart  may  fall  apart  because  of  a  legal  dispute, 
leaving  Intermedia  in  a  serious  cash  bind. 

Webvan  Group                                $376.9              $89. 9                      377 

The  former  hotshot  of  home  delivery  says  that  it  has  cash  to  last  through  June  and 

needs  at  least  $80  million  more  to  last  through  the  end  of  the  year. 

Rhythms  NetConnections               $707.8              $149-3                       427 

The  provider  of  speedy  Net  connections  has  cash  to  see  ft  through  "through  2001"  and 

it's  looking  to  raise  more. 

Covad  Communications                   $9131               $152. 4                       539 
The  onetime  highflier  is  cutting  spending  and  employees  to  make  its  cash  last. 

DATA:  COMPANY  Rl  PORTS,  BW 


NNOUNCING  SOLUTIONS 
OR  THE  NEW,  NEW  ECONOMY. 


OU  KNOW.  THE  PROFITABLE  ONE.) 

The  promise  of  e-business  is  every  bit  as  robust  today  as  it  was  when  the  "new  economy"  was 
declared.  It's  just  that  things  that  were  labeled  passe,  like  planning,  infrastructure  and  profitability, 
have  returned  with  a  vengeance.  Welcome  to  the  new  "new  economy."  No  company  is  better  suited 
for  this  new  world  of  value-oriented  e-business  than  SAP,  with  our  supply  chain,  collaboration 
and  customer  relationship  solutions.  Out  with  the  "new."  In  with  the  "new  new."  I  earn  more. 
type  in  www.sap.com 


THE  BEST-RUN   E-BUSINESSES  RUN  SAP 


Business  Week  e.biz 


Remember  the  Tortoise 

Let's  all  slow  down:  The  notion  that  speed  always  wins  has  crashed 

verything  about  the  past  two  years  was  fast.  Too  fast.  Instant  formation  of  new 
companies  followed  by  quick  initial  public  offerings.  Rapid  failures  and 
sudden  stock  plunges.  Books  such  as  The  10-Second  Internet  Man@ger  and 
magazines  called  Fast  Company.  Fast  talkers  pulling  fast  ones  on  impatient  in- 
vestors. So  here's  my  suggestion  for  2001:  Let's  slow  down.  Just  because 


computers  run  at  the  speed  of  light  doesn't  mean  we  have  to. 

I  know  this  notion  flouts  one  of  the  basic  tenets  of  capitalism, 
especially  Silicon  Valley's  hypercharged  version:  Throw  as  many 
companies  at  a  market  as  fast  as  you  can,  and  great  products  and 
financial  returns  quickly  follow.  Granted,  the  formula  often 
works.  Amazon.com  Inc.  and  eBay  Inc. 
wouldn't  be  so  dominant  if  they  had  taken 
it  easy.  But  now,  even  the  champions  of 
this  approach  know  the  idea  that  speed  al- 
ways wins  has  skidded  off  the  highway. 

Take  Epinions.com,  the  quintessential  fast 
company.  Formed  in  under  six  weeks,  the 
product-rating  Web  site  was  profiled  in  a 
New  York  Times  Magazine  article  even  before  it 
went  live.  Unlike  many  dot-coms,  it's  still  here. 
But  CEO  Nirav  Tolia  admits  the  fast  fame  created 
expectations  that  it  would  be  an  instant  suc- 
cess, making  it  tougher  to  keep  investors 
on  board  for  the  long  haul.  Says  Tolia: 
"I'm  not  convinced  speed  is  the  ulti- 
mate metric  for  success." 

Mantra.  The  blind  belief 
in  speed  has  hampered  entire 
industries.  Consider  wireless 
commerce.  The  furious  ef- 
forts of  some  600  wireless 
startups  have  resulted  in  of- 
ten  incompatible   networks 
and  competing  standards.  So 
now  only  300,000  people,  or  2% 

of  the  15  million  customers  of  at&t  Wireless,  are  using  the  com- 
pany's Web  service  via  their  phones.  The  underlying  problem: 
With  talent  diluted  among  too  many  startups,  no  leader 
emerges,  technology  gets  fragmented,  and  progress  crawls. 
Gripes  John  Hamm,  managing  director  of  operations  for  In- 
ternet Capital  Group:  "We  can't  put  together  a  whole,  good 
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team  for  a  company  because  the  vp  of  marketing  we  want  is  the 
CEO  of  a  business  that  shouldn't  have  been  funded." 

The  tech  slump  could  slow  things  down.  But  I  fear  we  now 
have  the  same  problem  in  reverse.  Frightened  by  Nasdaq's  swoon 
in  2000,  everyone  is  running  backwards  so  fast  that  they're 
missing  a  world  of  e-business  opportunity.  And 
who  can  blame  them?  Too  many  entrepreneurs 
masked  their  greed  with  the  doctrine  of  speed. 
They  thought  GBF,  the  New  Economy  mantra 

"There's  a  difference 
between  fast  and  too  fast 

that  stands  for  Get  Big  Fast, 
meant  grq:  Get  Rich  Quick. 
Veterans  know  better. 
"There's  a  difference  between 
fast  and  too  fast,"  says  Pack- 
et Design  ceo  Judy  Estrin, 
who  has  started  four  busi- 
nesses. Her  latest  effort 
guides  the  formation  of  tech 
firms,  but  she  won't  launch 
them,  let  alone  take  them 
public,  until  they  have  real 
prospects  for  products  and 
profits.  It's  an  attitude  she 
says  far  too  few  entrepre- 
neurs and  venture  capitalists 
follow  anymore. 
That's  why  I'm  skeptical  when  I  hear  execs  swear  they've  re- 
formed, even  as  they  launch  the  umpteenth  optical  networking 
startup  and  hire  a  PR  firm  before  they  fill  out  their  engineering 
team.  I  still  see  many  of  these  GRQ  types  running  their  umw  Z3s 
through  stop  signs  in  my  neighborhood.  Sonic  people  never  learn: 
Even  in  the  New  Economy,  the  tortoise  often  beats  the  hare.  • 
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The  Internet  revolution  that 

has  transformed  the  face  of 

U.S.  business  has  been  slow 

to  cross  the  Atlantic  Ocean. 

But  the  tides  of  change  are 

finally  reaching  European 

shores.  By  all  indications,  the 

transformation  will  be  rapid: 

"E-business  transactions  in 

Europe,  a  piddling  $15  billion  last  year, 

are  expected  to  explode  to  $178  billion 

in  just  two  years,"  BusinessWeek 

reported  in  its  February  7,  2000  issue. 

Such  growth  brings  incredible 
opportunities  -  and  incredible 
challenges.  The  European  response  to 
these  opportunities  and  challenges  was 
the  topic  of  discussion  at  the  fourth 
conference  in  BusinessWeek's  acclaimed 
e.biz  Live  series.  Held  in  London  on 
September  14,  2000,  the  event  con- 
vened a  veritable  who's  who  of  the 
visionaries,  technologists,  financiers, 
practitioners,  and  solution-seekers  who 
are  creating  Europe's  distinctive  brand 
of  electronic  commerce.  Highlights  from 
the  conference  follow. 

Mobile  Net 

Most  observers  agree  that  the  United 
States  leads  the  Internet  revolution, 
pointing  to  measures  such  as  the  dollar 
amount  of  e-commerce,  the  number 
of  start-ups,  and  the  maturity  of  the 
market.  Other  regions  of  the  world, 
including  Europe,  have  been  slower 
to  adopt  e-business  as  a  way  of  life. 
So  why  the  European  lag?  One 


reason  may  simply  be  the 
cost  and  quality  of  connec- 
tion. Local  phone  rates  vary 
wildly  from  one  country  to 
the  next,  reaching  prohibitive 
levels  in  some  areas.  And 
service  can  be  iffy. 

Europe's  wired-telecom- 
munications  difficulties, 
however,  have  paved  an  alternate  route 
to  Internet  adoption  by  blanketing  the 
continent  with  mobile  phones  -  and 
developers  are  working  overtime  to 
connect  these  devices  to  the  Net.  "The 
vast  majority  of  mobile  phones  are  going 
to  be  Internet  enabled  within  four  years," 
points  out  Nick  Insley,  partner  at 
marchFIRST.  And  this  e-enablement 
won't  stop  with  the  phone:  "Customers 
have  so  many  different  ways  in  which 
they  prefer  to  interact  with  devices  that 
no  single  platform  will  win  out." 

Whatever  device  is  used,  the  key 
to  the  mobile  Net  is  functionality,  says 
Jean-Michel  Durocher,  chief  executive 
officer  and  founder  of  Webraska  Mobile 
Technologies.  "The  mobile  Internet  is 
not  just  about  accessing  information. 
It's  about  how  you  bring  all  the  uses  of 
the  Internet  to  where  you  are.  Can  you 
use  your  mobile  device  to  solve  prob- 
lems and  make  things  happen?" 

That  functionality  is  coming.  But  it 
isn't  here  yet.  For  one  thing,  wireless 
devices  aren't  up  to  snuff.  "The  phone 
is  not  the  perfect  interface.  For  people 
to  really  make  the  mobile  Net  work,  the 
interface  has  to  be  intuitive  and  easy 
for  anyone  in  the  population  to  use," 
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Machine  Intelligence? 

"We're  moving  from  a  world  of  concen- 
trated expertise  and  skill  to  a  world  of 
distributed  ignorance.  And  what's  stunning 
is  that  a  world  of  distributed  ignorance  is 
incredibly  powerful,"  says  Peter  Cochrane, 
author  of  Tips  for  Time  Travelers  and 
chief  technologist  for  British  Telecommu- 
nications. "Once  people  start  to  network, 
they  become  very  influential." 

People  aren't  the  only  ones.  Machines, 
too,  will  have  their  day,  says  Cochrane. 
"Somewhere  between  2010  and  2025, 
there  is  going  to  be  a  Cambrian  event. 
Life  itself  will  spring  out  of  networks  of 
things  through  its  own  volition.  We  had 
better  start  thinking  about  really  intelligent 
machines  -  what  are  we  going  to  do  with 
them,  and  what  are  they  going  to  do  to  us?" 

These  words  bring  to  mind  the  ill-inten- 
tioned robots  and  disobedient  drones 
made  famous  by  sci-fi  movies.  But  this 
type  of  outward  display  is  unlikely,  says 
Cochrane.  The  trick  will  be  noticing  the 
new  intelligence  at  all.  "Life  may  erupt 
in  a  form  that  just  is  not  within  our 
grasp.  We  might  not  be  smart  enough 
to  recognize  it." 


Peter  Cochrane,  author,  Tips  for  Time 
Travelers;  chief  technologist,  British 
Telecommunications 


Delegates  listen  attentively 
as  Peter  Cochrane  speaks 
about  the  demands  of 
technological  changes  and 
how  they  will  impact  the 
future  of  all  e-businesses. 


says  Insley.  For  another  thing,  the  infra- 
structure that  supports  the  mobile  Net 
doesn't  yet  live  up  to  its  marketing  promises. 
"The  emerging  technologies  are  vastly 
hyped,"  says  Nigel  Deighton,  vice-president 
of  mobile  business  for  Gartner  Europe. 
"Design  for  the  limitations  of  the  techno- 
logy, not  the  hype.  Otherwise,  you'll  fail." 

Bumps  in  the  Road 

Technological  limitations  aren't  the 
only  speed  bumps  on  Europe's  road  to 
e-integration.  There  are  significant 
cultural  obstacles  as  well. 

Generational  issues  provide  one  such 
obstacle.  "People  in  Europe  don't  listen 
to  their  kids,"  says  Stephen  Baker  of 
BusinessWeek's  Paris  bureau.  "They're  not 
receptive  to  young  people's  entrepreneurial 
ideas.  And  that's  a  problem  when  the 
founder  of  the  next  big  company  could  be 
18  years  old  and  in  Spain  right  now." 

Another  obstacle  is  Europe's  cultural 
aversion  to  risk.  In  America,  failure  is 
seen  as  a  rite  of  passage.  In  Europe,  it's 
a  disaster.  As  Gian  Luca  Braggiotti, 
partner  in  myQube  Business  Incubator, 
comments,  "If  I'm  the  chairman  of  an 
Italian  company  that  goes  bankrupt,  I 
might  as  well  move  to  another  country 
You  have  to  take  into  account  the  differ- 
ences between  Europe  and  the  United 
States."  Because  of  these  differences, 
many  qualified  European  businesspeople 
resist  diving  into  Internet  waters. 


POLL  RESULTS 


Financing  the  Transformation 

This  risk  aversion  is  characteristic 
not  just  of  individuals,  says  Thomas 
Palmblad,  vice-president  of  markets 
business  development  for  EASDAQ. 
It  extends  into  the  finance  side  as  wel 
"The  venture  capitalists  themselves  ar 
very  risk  averse.  They  only  invest  in 
good  investments  -  and  that's  not  the 
purpose  of  a  venture  capitalist." 

Others  argue,  however,  that  risk 
aversion  isn't  the  issue.  The  real  issue 
finding  quality  entrepreneurs.  "The 
biggest  challenge  Europe  faces  is  a  de;  1 
of  fantastic  entrepreneurs,"  says  Gerall 
Brady,  head  of  e-business  investing  fo 
3i  group  pic.  "It's  not  a  lack  of  busine: 
plans  we  see.  It's  a  lack  of  the  talent  t< 
deliver  those  plans." 

Even  if  an  entrepreneur  does  have 
talent  to  deliver  on  his  or  her  promts 
it's  a  tough  investment  call.  The  prob 
is  lack  of  experience,  says  Rodolfo  D 
Benedetti,  chief  executive  officer  of  d 
and  chairman  of  CIRLAB.  "It's  easy  inl 
United  States  to  find  serial  entreprendj 
It's  not  easy  in  Europe,  because  we  ar 
the  beginning.  So  you're  talking  abou 
people  who  arc  doing  it  for  the  first  t 
which  is  obviously  more  risky  for  th 
who  are  backing  them."  How  do  bad 
assess  the  risk?  "It's  more  of  an  art  th 
science  right  now,"  admits  De  Benede 

It's  an  art,  however,  that  venture  c 
talists  are  struggling  to  master.  The  II 


How  Web-sawy/Web-successful  am  I? 

Very:  My  company  is  successfully  selling  via  the  Web  and/or  integrating  back  end 

Somewhat:  Web-enablements  are  working  for  us,  but  not  much,  or  we're  just 
starting,  or  it  failed  and  we're  starting  over 

New  Kid  on  the  Web:  Maybe  some  limited  e-commerce  investments  but  too 
soon  to  say  if  they're  working 

Newbie:  Only  baby-steps  -  or  less 

Polling  by  Merida  Interactive  Information  Services,  Plymouth  Meeting,  PA 
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k  proje<  ted  that  by  2001 ,  there  will  be 
lore  Internet  users  in  Europe  than  in  the 
Jnitiil  States.  Such  a  steep  ramp  up  creates 
■Dense  opportunities  for  investors. 

Jew  Models? 

Juality  management,  unfortunately,  can- 
ioi  eradicate  the  risks  inherent  in  turning 
Iditional  business  models  upside  down, 
■some  e-companies  seem  determined 
|Ido  Many  of  these  new  models  fail.  But 
frosc  thai  succeed  leave  a  lasting  impres- 
k)n  Online  exchanges  arc  one  undeni- 
bly  successful  innovation,  with  a  value 
reposition  so  strong  that  they  arc  now 
Onsidcred  not  an  option  but  a  must-do. 
"he  outsourcing  of  non-core  functions, 
m,  has  earned  widespread  acceptance. 

Even  the  definition  of  "core"  is  chang- 
lg.  Businesses  increasingly  are  farming 
ut  key  elements  that  were  once  thought 
)be  inseparable  from  the  business's 
fentity,  IT  infrastructure,  content  hosting 
nd  delivery  thus  allowing  companies  to 
jbcentrate  on  their  core  business  activi- 
■"More  of  the  new  service  companies 
At  are  coming  online  now  choose  to 
Source  their  hosting  requirements," 
tys  Vernon  Irvin,  president,  BT  Ignite 
ontent  Hosting.  This  new  market 
generating  fierce  competition  which, 
■urn,  raises  the  expectations  bar. 
Companies  now  look  for  somebody 
ho  provides  value  add  in  terms  of  really 
anaging  their  applications,"  says  Irvin. 
I New  business  models  have  certainly 
fcacted  traditional  European  bricks- 
ld-mortar  businesses,  which  are  strug- 
ing  to  keep  the  pace  in  a  world  where 
ich  day  brings  new  techniques  and  new 
lecesses.  Will  they  be  willing  to  do  what 
takes?  "To  stay  competitive,  incumbents 
t  going  to  have  to  invest  disproportion- 
ely  in  new  business  models  that  actually 
Bnpete  with  their  own  margin-based 
feness  models.  And  so  far  the  jury  is 
it  on  how  prepared  they  are  to  do  that," 
ys  Simon  Caufield,  strategy  partner 
id  head  of  marchFIRST's  CRM  practice. 
ISome  things  never  change,  though, 
the  big  picture,  the  game  is  the  same 


Delegates  networking  at  the  marchFIRST  exhibit. 


today  as  it  has  always  been.  "There  has 
always  been  a  trade-off  between  risk  and 
return.  That's  an  old  business  problem, 
not  a  new  business  model,"  says  David 
Roddy,  vice-president  of  Internet  eco- 
nomics for  VerticalNet,  Inc.  "The  Internet 
economy  is  largely  invisible,  which 
creates  volatility  in  valuation.  What  do 
you  do  in  that  environment?  You  diversify 
your  portfolio.  Basically,  it's  a  very  sucess- 
lul  implementation  of  an  old  economy 
business  model  with  new  technology." 

Tried  and  Tested 

The  old  economy  is  reasserting  itself  in 
other  ways  as  well.  People  are  realizing 
that  traditional  values,  once  thought  to 
be  obsolete,  do  have  a  place  in  the  brave 
new  world  of  the  Internet. 

Perhaps  the  most  important  value  is 
service.  In  the  early  days  of  e-enablement, 
many  companies  got  so  caught  up  in  the 
rush  to  create  an  online  presence  that 
they  neglected  to  develop  the  back-end 
support  necessary  to  deliver  on  their 
promises.  The  resulting  consumer  revolt 
has  clearly  demonstrated  the  need  to 
focus  on  the  end  user.  "As  a  customer, 
I  couldn't  care  less  what  equipment  you 
have  or  how  you  join  it  together.  All  I'm 
interested  in  is  that  it  works  end  to  end," 
says  Peter  Armstrong,  director,  corporate 
and  technology  strategy  for  BMC  Software 


POLL  RESULTS 


Europe  has  a  cultural  problem  that  will  hinder  its  embrace 
of  new  organizational  models 

Agree:  it's  a  very  serious  problem,  no  solution  in  sight 

Agree:  a  serious  problem,  generational  shift  will  fix  it  eventually 

Ifs  a  minor  problem,  declining  rapidly 

That  problem  does  not  exist  any  more 


14% 

61% 

21% 

4% 


Delivering  the  Goods 

"Saying  things  are  going  to  happen  is  one 
thing.  Making  them  happen  is  another," 
says  Mike  Lynch,  managing  director  and 
CEO  of  Autonomy  Corporation  pic.  "What 
you  see  in  technology  is,  first,  a  phase 
where  people  work  out  what  they  would 
like  to  do.  You  hear  glib  statements  about 
positioning.  Then  as  those  stories  mature, 
people  have  to  deliver  on  them.  They  have 
to  make  something  that  actually  works. 
And  what  we've  just  seen  in  the  market 
is  the  move  from  Stage  1  to  Stage  2. 
People  now  want  to  see  e-businesses 
that  function." 

Although  new  technologies  are  a  key  part 
of  this,  they're  not  the  core  issue,  says 
Lynch.  "You  have  to  use  the  technology  to 
deliver  a  service  that  a  customer  requires. 
And  that  requires  understanding  what 
people  actually  want." 

Lynch,  in  fact,  cautions  against  the  indis- 
criminate adoption  of  new  technologies. 
"Technology  is  still  changing  at  an 
amazing  rate.  Things  may  be  completely 
different  in  a  year.  So  be  very  careful 
about  getting  caught  up  in  the  dogma. 
The  only  dogma  you  should  have  is  the 
ability  to  adapt  to  change,  because 
change  is  coming." 


Nick  Negroponte  author  of  Being  Digital; 
cofounder  and  director  of  MIT  Media  Lab, 
and  BusinessWeek  editoi  Kathy  Rebello 
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"The  vast  majority 
of  mobile  phones 
are  going  to  be 
Internet  enabled 
within  four  years." 

Nick  Insley, 

partner, 
marchFIRST 


"As  a  customer,  I 
couldn't  care  less 
what  equipment  you 
have  or  how  you 
join  it  together.  All 
I'm  interested  in  is 
that  it  works  end 
to  end." 

Peter  Armstrong, 

director,  corporate  and 
technology  strategy, 
BMC  Software  EMEA 


POLL  RESULTS  J 

"Exchanges"  on  the  Internet! 

Yes,  my  company  is  seizing  the 

lead  and  CREATING  an  exchange 

to  serve  our  industry.  We  will  own 

or  co-own  the  exchange 

25% 

Yes,  my  company  is  buying  or 

selling  through  one  or  more 

exchanges  operated  by  others 

25% 

Not  yet  involved,  still  learning 

about  all  this 

50% 

All  Web  hosts  are  the  same 

Yes,  Web  hosting  is  an  undifferentiated 

commodity,  full  stop 

8% 

There's  the  top  tier  and  the 

rest,  and  at  the  top,  if  s 

a  commodity 

31% 

No,  it  is  not  a  commodity: 

there  are  good  Web  hosts  and 

lesser  Web  hosts  at  all  levels 

61% 

Polling  by  Merida  Interactive  Information  Services, 

Plymouth  Meeting,  PA 
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"There  are  thousands 
of  websites  out  there 
taking  your  brand, 
your  logo,  and 
diverting  traffic  from 
your  site  to  theirs. 
You're  losing  clients 
and  business  with- 
out ever  knowing  it 
was  out  there." 

Andrew  Muir, 

managing  director, 
Cyveillance  International 


"More  of  the  new 
service  companies 
that  are  coming 
online  now  choose 
to  outsource  their 
hosting  require- 
ments." 

Vernon  Irvin, 

president, 

BT  Ignite  Content 

Hosting 


"What  we're  aboi 
right  now  is  risk 
diversification  vi 
portfolio  of  mark 
and  services  and 
geographies." 

David  Roddy, 

vice-president, 
Internet  economics, 
VerticalNet,  Inc. 


EMEA.  "Is  your  service  available?  Is  it  up 
24  hours  a  day?  Does  it  perform?  If  you 
aren't  offering  something  to  keep  me  at 
your  site,  I'm  going  to  find  someone  else." 

Another  old-fashioned  value  with 
newfangled  relevance  is  branding.  Brand 
is  now  recognized  to  be  so  important,  in 
fact,  that  "stealing"  established  brands 
online  is  turning  into  a  business  model  of 
its  own.  "There  are  thousands  of  web  sites 
out  there  taking  your  brand,  your  logo, 
and  diverting  traffic  from  your  site  to 
theirs.  You're  losing  clients  and  business 
without  ever  knowing  it  was  out  there," 
says  Andrew  Muir,  managing  director, 
Cyveillance  International.  The  good 
thing,  says  Muir,  is  that  defending  one's 
position  is  not  difficult.  "The  openness  of 
the  Internet  allows  us  to  understand  what 
our  competitors  are  doing.  They're  actual- 
ly broadcasting  their  strategy  to  us." 

The  Face  of  the  Future 

These  early  lessons  learned  should  be  ol 
great  help  to  Europe  as  it  continues  its  push 
to  pervasive  e-enablement.  Analysts  feel 
there  is  no  question  that  the  gap  between 
Europe  and  America  will  close  -  and  fast. 

Indeed,  the  Internet  gap  that  Europe- 
should  lie  worrying  about  is  not  the 
one  before  it.  It's  the  one  behind  it,  says 
Nicholas  Negroponte,  author  ol  Being 


Digital  and  cofounder  and  director  of 
MIT's  Media  Lab.  "People  are  underest 
mating  the  importance  of  the  developi 
world,"  he  says.  "Many  countries  have 
millions  of  kids  who  aren't  getting  prin 
education.  They  are  going  to  be  much  bo 
about  the  use  of  computers  in  schools 
than  our  ministers  of  education  in  Eun 
Big  changes  are  going  to  happen,  and 
divide  is  going  to  close  much  faster  th 
people  anticipate."  And  so  it  goes.  Fo 
Europe,  the  rush  to  catch  up  is  also  a 
to  stay  ahead  -  a  model  that  bears  a  stri 
similarity  to  that  of  the  typical  e-busir 
Welcome  to  the  New  Economy. 
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Developments  to  Watch 


(EDITED  BY  ELLEN  LICKING 

A  DESIGNER  PROTEIN 
THAT  WARDS  OFF 
THE  AIDS  VIRUS 

!N  THE  MID-1990S,  BIOLOGIST 
Peter  S.  Kim  discovered  how 
ihe  aids  virus  makes  one 
tey  move  during  its  deadly 
ittack — and  now  he  has 
jome  up  with  some 
>romising  defenses.  In 
,he  Jan.  12  Science, 
le  reports  on  findings 
hat  could  result  in 
lew  anti-Hlv  drugs, 
Bid  even  a  possible 
faccine. 

Kim's  work  revealed  that 
phen  HIV  encounters  a  vul- 


AIDS  VIRUS 


nerable  cell,  it  shoots  a  mole- 
cular "harpoon"  into  the  vic- 
tim's membrane.  The  harpoon 
molecule,  called  GP41,  then 
snaps  back  into  a  hairpin 
shape,  drawing  the  virus  into 
contact  with  the  cell's  mem- 
brane and  allowing  Hiv's 
genes  to  enter  the  cell. 
After  elucidating  the  three- 
dimensional  shape  of 
the  hairpin,  Kim  and 
his  colleagues  at  Mass- 
achusetts Institute  of 
Technology  sought 
ways  to  block  the 
virus'  entry.  One  of 
~  their  most  promising 
schemes  is  reported  in  Sci- 
ence. The  group  has  designed 


a  protein,  dubbed  5-Helix, 
that  binds  tightly  to  one  end 
of  GP41.  As  a  result,  it  pre- 
vents the  hairpin  from  form- 
ing— and  blocks  infection.  It's 
effective  against  many  strains 
of  hiv,  and  at  low  concentra- 
tions. "We  were  pleased  with 
how  well  it  worked,"  says 
Kim,  incoming  vice-president 
for  R&D  at  Merck  &  Co. 

The  findings  also  provide 
new  strategies  for  vaccine  de- 
velopment, says  Kim.  If  peo- 
ple were  immunized  with  the 
right  bits  of  GP41,  their  im- 
mune systems  might  make 
antibodies  that  work  just  like 
the  5-Helix  protein  to  pre- 
vent infection.      John  Carey 


A  WATER-TREATMENT  PLANT  FOR  EVERY  OFFICE  BUILDING? 

HALFORD  HOUSE  BELIEVES  THAT  EVERY  DROP  OF  WATER — EVEN  WASTEWATER — IS  PRE- 
VIOUS. So  the  water-quality  specialist  at  North  Carolina  State  University  has  built  a 
self-contained  water-treatment  system  that  mimics  the  natural  cleansing  processes  of 
•wetlands  and  rain  forests  for  an  office  building  outside  Raleigh. 

Every  day,  the  system,  which  occupies  a  2,800-square-foot  courtyard  next  to  the  of- 
fice, purifies  and  recycles  the  roughly  900  gallons  of  wastewater  generated  by  the  build- 
ing's 60  workers.  Gallons  of  sewer  water  first  flow  through  two  wetlands,  where  a  gar- 
den of  microorganisms  and  plants  work  together  to  break  down  noxious  contaminants 
such  as  nitrogen  and  phosphorus.  Next,  the  water  trickles  into  a  greenhouse,  where 
tropical  plants  convert  any  remaining  nutrients  into  food.  Before  being  piped  back  into 
the  building,  the  water  is  disinfected  with  chlorine.  Roughly  a  week  after  water  enters 
the  system  it  emerges  sparkling  and  clean  enough  for  use  in  toilets  and  to  irrigate  the 
lawn,  says  House.  He  notes  that  his  recycled  wastewater  isn't  potable,  but  could  be 
made  so  with  the  addition  of  a  few  simple  cleaning  steps.  D 


I0NIT0RING 

HE  SPREAD 
F  FIRE  ANTS 


•Fire  ants,  destructive  in- 
sets that  come  in  red  and 
I  >ack  varieties,  may  be  adapt- 
ig  to  the  cold.  Since  these 
ivaders  first  migrated  from 
le  Southern  Hemisphere  to 
orth  America  in  1918,  they 
ive  spread  across  the  south- 
11  U.S.,  stinging  humans 
id  livestock  and  killing  oth- 
•  insects  that  get  in  their 
uths.  But  cold  winters  kept 
lem  from  moving  north  of 
ennessee.  Now,  a  team  of 
searchers  from  the  Univer- 
ty  of  Tennessee  at  Knoxville 
[eports  that  a  hybrid  of  the 
iack  and  red  species  can  live 


much  longer  at  cold  tempera- 
tures than  either  of  its  par- 
ents. This  hybrid  is  already 
moving  north  in  Tennessee, 
and  cold  tolerance  may  aid 
further  migration. 
►  Scientists    at    the    U.  S 
Agricultural  Research  Ser 
vice  (ars)  are  deploying 
a  new  set  of  tools  for 
tracking      insects — in- 
cluding fire  ants  on 
the  move.  Bugs  can 
be  especially  hard  to 
detect  when  buried 
deep  in  plants  or 
soil,    and    ef- 
forts   to    find 
them    by    re- 
moving       the 
root     mass     or 
flooding  can  dam- 
age crops.  As  an  al 


ternative,  the  ars  scientists 
developed  portable  acoustic- 
sensors  that  use  microphones 
and  accelerometers  to  con- 
vert vibrations  into  electrical 
signals.  Working  with  vary- 
ing soil  conditions,  the  sci- 
entists were  able  to  cre- 
ate   audio    profiles    of 
different  insects  based  on 
the  pulses  they  emit  when 
they  move.  The  sensors 
detected  insects  within 
three  minutes  over  dis- 
tances of  10  to  30  cen- 
timeters with   100% 
■.  accuracy    when    there 
was    no    background 
noise,  giving  growers 
a  noninvasive  tool  for 
determining  the  ex- 
tent of  infestation. 
Catherine  Arnst 


WHEN  YOU  HAVE 
TO  GET  TO  MARS 
IN  A  HURRY. .. 

mars-bound  astronauts  may 
someday  take  the  A  train.  A 
for  americium,  that  is.  Re- 
searchers at  Israel's  Ben-Gu- 
rion  University  figure  an 
americium-fueled  rocket  could 
make  it  to  the  red  planet  in 
as  little  as  two  weeks,  not 
the  eight  months  or  more 
that  the  300-million-mile  jaunt 
now  takes. 

There's  a  hitch,  though: 
The  americium  needed  is  the 
242m  isotope,  a  rare  and  cost- 
ly nuclear  fuel.  Moreover,  nu- 
clear-engine research  has 
been  shelved  since  the  early 
'60s,  in  part  due  to  the  prob- 
lem of  lifting  heavy  uranium 
fuel,  plus  a  radiation  shield, 
into  orbit.  But  with  Am- 
242m,  things  could  change 
dramatically,  according  to  a 
team  headed  by  Israeli  nu- 
clear engineer  Yigal  Ronen. 

A  nuclear-propulsion  sys- 
tem using  Am-242m  could 
slash  the  weight  of  the  fuel 
by  as  much  as  99%.  It  could 
also  eliminate  the  weight  of  a 
separate  engine,  like  the  one 
on  NASA's  Deep  Space  1 
probe,  which  uses  solar  pan- 
els to  power  an  electric  en- 
gine that  spits  out  xenon 
ions.  Because  thin  strips  of 
Am-242m  don't  absorb  the 
high-energy  particles  pro- 
duced by  fission,  as  fat  urani- 
um rods  do,  the  particles 
themselves  could  be  vented 
to  provide  thrust.  Ronen  ad- 
mits there  are  many  engi- 
neering hurdles  ahead,  but 
he's  confident  the  A  train  will 
eventually  make  interplan- 
etary stops.  Otis  Port, 
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Announcing 

The    Tenth    Annual    Forum    ol 
Chief    Financial     Officers 

February   Efi-March    En   E0D1 
The    Breakers!   Palm    Beachi  FL 

The    Premier    Corporate    Finance    Event 


rom  February  28-March  2,  2001,  BusinessWeek  will 
gather  together  America's  top  Chief  Financial  Officers 
in  Palm  Beach,  Florida  for  the  year's  most  prestigious 
corporate  finance  event.  This  private,  invitation- 
only  Forum  at  The  Breakers  will  focus  on  the  ways  in 
which  CFOs  can  take  "e.biz"  to  the  next  level,  guiding 
their  companies  toward  utilizing  the  Net's  full 
potential  for  speed,  efficiency  and  innovation. 


Conducted  in  a  retreat-like  setting,  the  Forum 
encourages  collegial  interaction  so  that  participants 
may  gain  the  well-founded  knowledge  that  is  only 
derived  from  exchanging  ideas,  sharing  experiences, 
and  engaging  in  compelling  discussions.  Topics 
include:  "Finding  an  E-Business  Model  that  Works", 
"Technology  on  Tap"  and  "Pricing  Strategies  and 
Profitability  Paradigms."  The  Annual  BusinessWeek 
Forum  of  Chief  Financial  Officers  is  an  exclusive 
event  reserved  for  today's  elite  financial  leaders. 


BusinessWeek 


THE   2001 

ICFO 

?ORUM 


If  you  have  received  an  invitation,  we  urge  you  to  RSVP  today.  If  yov 
have  not  received  one,  but  believe  you  should  attend,  please  contact  us 
Simply  call  212.512.6673. 
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Antsy  investors, 
3G  glitches-how 
the  cell-phone 
giant  plans  to  cope 


It's  fast  becoming  the  Helsinki  co- 
nundrum. When  cell-phone  king 
Nokia  is  thrashing  Ericsson  and  Mo- 
torola, and  those  two  announce 
dreadful  earnings,  what's  to  stop  jittery 
tech  investors  from  punishing  the  whole 
sector,  including  Nokia?  In  markets  like 
today's,  where  fear  rules  supreme,  ab- 
solutely nothing.  So  Nokia  Chairman 
Jorma  Ollila  is  taking  preemptive  steps. 
A  day  or  two  before  his  rivals  release 
their  numbers,  Ollila 
often  puts  out  some 
good  news  of  his  own. 
It's  a  nod  and  a  wink 
to  investors. 

And  sometimes  it 
backfires.  On  Jan.  9, 
Nokia  Corp.  proudly 
previewed  2000  num- 
bers. They  showed 
Nokia  extending  its 
lead  in  handsets,  ris- 
ing to  one-third  of  the 
405  million  unit  global 
market — and  double 
its  closest  competitor, 
Motorola  Inc.  In  total, 
the  Finns  sold 
128  million  handsets, 
up  an  impressive  64% 
from  1999. 

Yet  as  soon  as  the 
Nokia  release  hit  the 
wires,  all  hell  broke 
loose.  Investors 

brushed  past  Nokia's 
competitive  gains  and 
zeroed  in  on  the  size 
of    the    market:    405 


million  seemed  puny,  some  20  million 
smaller  than  earlier  analysts'  projec- 
tions! Suddenly  fearful  that  the  world's 
love  affair  with  cell  phones  could  be 
topping  out,  investors  ditched  Nokia 
stock,  dropping  the  share  price  9%  and 
axing  $17  billion  from  its  market  value. 
The  current  worry  is  that  Nokia  could 
announce  disappointing  results  when  it 
unveils  its  fourth  quarter,  on  Jan.  30. 
"In  this  environment,  any  negative  sur- 
prise will  take  the  stock  down,"  says 
Edward  F.  Snyder,  analyst  at  J.  P.  Mor- 
gan h&q  in  San  Francisco.  And  a  long- 
term  bear  market  in  telecom  could  dry 
up  the  pool  of  desperately  needed  capi- 
tal for  next-generation  wireless  systems. 
KILLER  BRAND.  Setting  aside  jumpy 
markets,  the  story  in  cell  phones  is  one 
of  growing  dominance.  The  Finnish  giant, 
neck-and-neck  with  its  top  two  rivals 
barely  two  years  ago,  is  now  lapping 
the  field.  The 
$27  billion  company 
boosts  its  share  sim- 
ply by  nudging  down 
margins  to  a  still-hefty 
19%,  this  while  the 
rest  of  the  industry 
is  struggling  to 
make  money.  Nokia 
sits,  debt-free,  with 
$2.5  billion  in  cash,  the 
biggest  research-and- 
development  budget  in 
the  industry,  a  killer 
brand,  and  unrivaled 
leverage  not  only  over 
suppliers  but  also  over 
customers.  Those  are 
the  world's  biggest 
phone  companies,  from 
AT&T  to  Deutsche 
Telekom,  who  supply 
millions  of  cell  phones 
to  the  public.  They 
pay  top  dollar  to  have 
the  snazziest  Nokias 
on  hand.  Few  can  af- 
ford to  pass.  "Nokia's 
the  gorilla,"  says  .Juris 
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de  Beul,  equity  strategist  at  Fortis  In- 
vestment Management  in  Brussels. 

Sure,  cell-phone  growth  will  slow 
down  from  this  year's  45%,  especially 
in  near-saturated  Western  Europe.  But 
even  pessimists  project  an  additional 
140  million  units  next  year,  many  of 
them  in  developing  markets  such  as 
China,  India,  and  the  United  States. 
Within  three  years,  the  cell-phone  mar- 
ket should  reach  1  billion  units  per  year, 
says  International  Data  Corp.  No  one's 
better  positioned  to  cash  in  on  this  mon- 
ster market  than  Nokia.  The  Finns  pre- 
dict 25%  to  35%  sales  growth  through 
the  next  three  years. 

Yet  in  this  skittish  climate,  even  a 
slight  stumble  on  Nokia's  part  could  jeop- 
ardize more  than  the  Finnish  giant's 
stock  price.  At  risk  is  the  company's 
whole  ambitious  gamble  on  the  mobile 
Internet,  which  barely  exists  today.  More 
than  any  other  outfit,  Nokia  is  spurring 
the  global  phone  industry  ahead  on  this 
trillion-dollar  push.  If  the  strategy  pans 
out,  the  Finns  could  well  sit  atop  the 
next  stage  of  the  Web,  kings  not  just  of 
Web-surfing  machines,  but  also  a  power 
in  software  and  networks. 
DEEP  DEBT.  This  is  a  dicey  situation, 
however,  because  Nokia  can  never  go 
back  to  just  selling  phones.  Also,  it 
needs  huge  commitments  from  its  part- 
ners, the  phone  companies,  to  forge  the 
wireless  Web.  But  all  the  telcos  have 
plunged  deeply  into  debt.  And  in  this 
new  ball  game  Nokia  faces  fierce  com- 
petition from  the  world's  leading  tech 
companies,  from  Silicon  Valley  to  Tokyo. 

Only  a  year  ago,  the  wireless  Web 
seemed  to  be  falling  neatly  into  place. 
The  phone  companies  dutifully  accepted 
Nokia's  thesis  that  this  high-speed  mo- 
bile Net,  known  as  Third  Generation, 
was  the  next  big  thing:  To  miss  it 
meant  death,  no  matter  how  much  it 

CHAIRMAN  OLLILA 
Despite  formidable  rivals,  he  sees 
a  market  "big  enough  for  everyone" 
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cost.  With  that,  the  tel- 
cos  went  on  one  of  the 
biggest  spending  binges 
in  history,  throwing  bil- 
lions of  dollars  at  spec- 
trum licenses  like  so 
much  cab  fare.  When 
Britain's  Vodafone  Group 
PLC  launched  a  $183  bil- 
lion takeover  of  Ger- 
many's Mannesmann,  the 
markets  barely  quivered. 
They  were  too  busy 
applauding. 

It  was  back  in  those 
cheery  times,  one 
evening  at  Nokia  head- 
quarters, that  Chairman 
Ollila  mentioned  his  com- 
pany's market  value  and  Nokia  was  first  to  See 
broke  into  laughter.  "$250  cell  phones  not  just  as 

billion,"  he  said  shaking  tools  but  as  fashion  items 

his  head.  Suddenly,  it 
didn't  seem  like  much  money. 

Today,  it  does.  In  a  manic  market, 
the  noise  surrounding  3G  is  every  bit  as 
grisly  as  the  soundtrack  of  Scream  3. 
Phone  companies  are  spending  a  spine- 
tingling  $125  billion  just  for  spectrum  li- 
censes in  Europe,  plus  another  $100  bil- 
lion for  the  networks — this  before  any  of 
them  have  figured  out  how  to  make  a 
business  from  data  on  mobile  phones. 
In  a  switch  from  cockeyed  optimism 
to  paranoia,  investors  have  pun- 
ished phone  stocks,  driving 
down  giants  like  Deutsche 
Telekom    and    British 
Telecommunications 
PLC  by  60%  since 
last  summer. 


pedes  throw  plenty  of 
dust  on  Nokia.  For  now, 
though,  the  Finns'  drive 
to  build  and  dominate  the 
mobile  Web  is  not  even 
off  schedule.  And  the  tel- 
cos,  battered  as  they  are, 
remain  committed  to  3G. 
Most  of  them  are  locked 
in,  by  the  terms  of  their 
spectrum  licenses,  and 
ready  to  plow  ahead. 

Hazards  lurk  up  ahead, 
though.  The  drive  to  3G 
is  pushing  Nokia  from 
the   simple  radio-based 
handsets  it  knows  so  well 
into  the  dizzying  world 
of  computers  and   con- 
sumer goodies,  from  dig- 
ital cameras  to  tiny  video 
machines — all  of  which 
will   soon   communicate 
with  one  another  over  the  wireless 
Net.  This  process  is  known  as  digital 
convergence.  And  it's  leading  Nokia 
away  from  its  home-telephone  counter 
at  Best  Buy  into  different  sections  of 
the  electronics  store.   It's  here  the 
Finns  run  smack  into  Microsoft  Corp. 
and  Sony  Corp,  which  are  busy  making 
similar  machines. 
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For  Niklas  Savander,  Nokia's  missid 
is  like  that  of  a  surfer  looking  for  tlj 
next  wave.  Savander,  Nokia's  vice-pre| 
ident  for  software  applications,  says  th 
with  mobile  voice,  Nokia  caught  a  tsi; 
mi  in  the  '90s.  The  first  company  to 
sign  colorful  phones  and  build  a  col 
sumer  brand,  Nokia  left  competito 
such  as  Motorola  and  Ericsson  flou 
dering  in  its  wake.  Those  engineerii 
companies  viewed  mobile  phones  for  f 
too  long  as  boring  and  expensive  bus 
ness  tools.  And  Motorola  made  a  diss 
trous  bet  on  analog  phones,  just 
Nokia  was  pushing  digital.  But  tho, 
triumphs  are  in  the  past.  "The  ne 
wave,"  says  Savander,  looking  out  t 
window  at  the  lapping  Baltic,  "is 
mobile  Net.  The  question  is  wheth 
we  can  catch  two  in  a  row." 
"CLOSE-KNIT."  Five  floors  up  from 
vander  at  the  Nokia  House,  Jorr 
Ollila  scowls  at  the  wave  analogy.  "I 
a  bit  too  simple,"  the  50-year-old  No! 
chairman  says  in  his  clipped  British 
cent,  a  product  of  a  stint  in  London 
Citibank.  Ollila  insists  that  his  clos 
knit  team  of  managers,  the  same  fi 
Finns  who  mapped  out  Nokia's  com 
in  current  cell  phones,  have  be 
preparing  the  company  for  the  mob 
Web  for  years.  He  notes  that  No! 
produced  the  first  Web-surfing  mob 
phone — a  brick  known  as  the  Co 
municator — way  back  in  19! 
the  Jurassic  era  of 
wireless  Web.  From 
glass-walled  offi 
Ollila  has  been 


Such     stam- 


THE  BRIGHT  SIDE. 

Nokia  is  the  world's  fifth-most 
valuable  brand,  ahead  of  Sony, 
Nike,  and  Mercedes-Benz. 

It  makes  nearly  one-third  of  al 
cell  phones  sold,  enjoying  huge 
economies  of  scale. 

Its  handset  operating  margins 
are  20%,  compared  with  5%  fc 
Motorola  and  -30%  for  Ericcs 

Nokia's  strong  management 
team  has  come  through  many 
crises  unscathed. 

It  has  global  relationships  witr 
all  the  major  phone  companies. 

It  has  world-class  research, 
design,  and  engineering  teams. 


...AND  THE  DARK 
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•  The  European  market  for  the  cur-    '! 
rent  generation  of  handsets  is  nearly 
saturated. 

•  The  cellular  market  is  struggl in: 
with  the  failure  of  early  mobile-Inter- 
net software,  called  WAP. 

•  Nokia's  key  customers,  Europe's 
telcos,  are  $125  billion  in  debt,  in- 
curred to  pay  for  3G  licenses. 

•  Investors  are  running  from  3G  and 
telcos  are  seeing  credit  ratings  fall. 

•  Nokia  will  likely  be  late  in  3G 
phones  and  in  an  earlier  Net-enabled 
format  called  GPRS. 

■  In  handsets,  Nokia  faces 
well-capitalized  Japanese  rivals. 
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While  nobody  can  predict  the  limits  of  e-business,  we 
can  tell  you  what  slows  it  down.  Poor  speed  and 
reliability.  As  The  Internet 
Performance  Authority,  we  provide 
Digital  Island  with  a  full  range  of 
services.  Helping  them  help  their 
customers.  We  measure  everything 
from  the  time  it  takes  to  process  a 
transaction  to  how  well  a  site 
performs  against  the  competition. 
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commerce  companies  count  on  us,  because  nobody 
else  supplies  the  kind  of  measurement,  diagnostic  and 
consulting  services  we  do.  To  find  out  what  we  can  do 
for  you,  call  us  at  1-800-KEYNOrE.  Or  visit  as  at 
keynote.com.  And  see  what  it's  like  to  do  e-Business 
the  way  Digital  Island  does. 
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www.keynote.com/speed.html 
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The  3G  challenges  may  be  formidable  but,  says  Ala-Pietila: 
"Understanding  the  mobile  user  is  in  our  genes" 


Internet  technologies  for  the  past  three 
years.  And  he's  been  preparing  his 
managers.  More  than  smart  software, 
Nokia's  debt-free  balance  sheet,  or  its 
heavyweight  brand,  it's  Ollila's  inner 
circle  of  managers  that  promises  to 
power  Nokia  in  the  coming  wireless 
Web  wars. 

All  Finns,  these  top  execs  took  over 
Nokia  as  thirty-something  managers 
when  the  national  icon  was  wavering 
on  the  brink  of  bankruptcy.  They  jetti- 
soned much  of  the  company  to  focus  on 
wireless.  There  they  pushed  design  and 
branding,  and  set  up  a  low-cost  indus- 
trial scheme  that  gave 
Nokia  a  head  start 
when  the  cell  phone 
became  a  mass-con- 
sumer good. 

But  while  winning 
the  cellular  wars,  Ollila 
was  busy  training  his 
team  for  the  challenges 
ahead.  He  shifted  their 
jobs  every  two  or 
three  years.  He  dis- 
patched his  chief  finan- 
cial officer,  Olli-Pekka 
Kallasvuo,  to  run  the 
U.  S.  division  in  Dallas. 
There,  the  money  man 
learned  not  just  about 
manufacturing,  but  the 
all-important  U.S.  cap- 
ital markets.  Ollila  sent 
his  networks  chief,  Sari 
Baldauf,  to  run  Asia — 
giving  her  a  good  look 
at  the  jumping-off  mar- 
kets for  3G. 

Perhaps  most  impor- 
tant, Ollila  pulled  his  No.  2  and  heir  ap- 
parent, Pekka  Ala-Pietila,  away  from 
handsets  in  1998  and  sent  him  to  Silicon 
Valley.  Ollila  says  he  has  always  counted 
on  the  44-year-old  Ala-Pietila  as  a  vi- 
sionary, and  he  makes  a  point  of  talking 
to  him  every  day.  Ala-Pietila's  mandate 
is  nothing  less  than  to  divine  the  fu- 
ture of  the  wireless  Web — and  put 
Nokia  on  track  to  get  rich  there. 

From  Nokia's  leafy  campus  in  Moun- 
tain View,  Calif.,  Ala-Pietila  is  piecing 
together  an  entire  Internet  division.  The 
idea  is  a  bold  one  for  a  hardware  com- 
pany: Nokia  can  make  all  the  fancy 
phones  it  wants,  from  almond-size  units 
that  nestle  in  the  ear  to  combo  phone- 
organizers  with  color  touch  screens  and 


the  zippiest  games.  But  all  of  these 
phones  are  going  to  flounder — and 
Nokia  will,  too — if  the  network  they  de- 
pend on  falls  flat.  This  is  driving  Nokia 
to  funnel  much  of  its  $2.5  billion  r&d 
budget  into  3G  projects  extending  far 
beyond  the  mere  handset. 

Some  20,000  engineers  from  Califor- 
nia to  Nokia's  labs  in  Oulu,  just  south  of 
the  Polar  Circle,  are  venturing  far  from 
their  radio  roots,  reaching  into  nearly 
every  technology  that  touches  the  Web. 
They're  developing  tiny  Web-browsers 
and  firewalls,  e-commerce  security  sys- 
tems, and   vast  programs  known  as 


ALA-PIETILA 

His  mandate:  To  divine  the 
wireless  Web's  future — and 
ensure  Nokia  gets  rich  there 


"middleware"  that  will 
allow  phone  companies 
to  manage  the  expected 
blizzard  of  3G  traffic. 
Nokia's  risk?  In  an  in- 
dustry where  companies 
zero  in  on  specialties — Ericsson  on 
transmission  towers,  Qualcomm  Inc.  on 
chip  design — Nokia's  covering  the  wire- 
less waterfront.  "Nokia  is  clinging  to  a 
vertical  industrial  model,"  says  Hjalmar 
Widbladh,  general  manager  of  Mi- 
crosoft's Stockholm-based  mobility  divi- 
sion. "That  goes  against  the  times." 

And  the  complexity  of  3G  systems  is 
daunting.  Consider  a  phone-toting  Ger- 
man businesswoman  in  Malaysia.  The 
network  must  locate  her,  offer  a  full 
load  of  German-language-services,  from 
a  list  of  vegetarian  restaurants  in  Kuala- 
Lumpur  to  travel  sites  that  permit  her 
to  postpone  her  Lufthansa  flight  by  a 
day — and  pay  the  $50  penalty,  by  phone 
of  course.  For  the  system  to  work, 


phone  companies  the  world  over  mu: 
trace  the  steps  of  hundreds  of  millioi 
of  customers,  adjust  services  to  billioi 
of  different  Web-surfing  machines,  ar 
figure  out  the  right  billing  for  each  cu 
tamer's  subscription.  Building  these  sy 
terns  "may  be  the  most  complex  job  h 
manity  has  ever  faced,"  says  Gr« 
Papadopoulos,  chief  technology  offic 
at  Sun  Microsystems  Inc. 
REDMOND  RIVAL  One  of  the  few  coi 
panies  with  resources  to  tackle  it  is  IV 
crosoft.  The  software  giant  is  pullii 
out  all  the  stops  to  extend  its  don 
nance  from  the  desktop  to  the  wirele 
Web.  Three  years  ag 
Nokia  and  Ericsson  hea 
ed  up  an  effort  to  bio 
Microsoft  from  mobile-N 
operating  systems.  Join' 
later  by  Motorola,  th 
created  a  London-bas 
joint  venture  called  Sy 
bian  to  produce  a  comp( 
ing  system. 

But  in  the  past  ye 
Microsoft  has  flexed 
mobile  muscles.  Last  w 
ter,  it  forged  a  joint  ve 
ture  with  Ericsson  to 
velop  mini- Web  brows* 
for  handsets.  "We  can't 
everything  on  our  ow 
says  Ericsson  Preside 
Kurt  Hellstrom.  Mont 
later,  Microsoft  hired  aw 
a  key  Symbian  executive.  In  Novemb 
the  Redmond  giant  unveiled  prototyj 
of  its  first  Internet  phone,  a  joint  venti 
with  French  phonemaker  Sagem. 
product  is  a  slick  palmtop  device  witl 
color  screen,  games,  and  a  speal 
phone — similar  to  Symbian-based  pv 
ucts  still  in  the  lab.  It's  designed  for  g 
eration  2.5,  the  next  step  in  Europ 
mobile  Net,  which  should  roll  out  t 
year.  The  worst  part?  Microsoft's  prodi 
due  out  within  months,  could  beat  No 
to  the  marketplace. 

The  Japanese  promise  to  arrive  ea 
as  well.  While  Europeans  thrash  ab 
to  finance  their  next-generation  syste 
and  the  U.S.  debates  which  part  of 
airwaves  to  devote  to  it,  the  Japan 
are  forging  ahead.  Generation  Th 
should  debut  by  May  in  Tokyo.  Aim 
Japanese  powerhouses  Sony  and  IV 
sushita  Communication  Industrial 
are  unveiling  zippy  new  phones,  s< 
connected  to  MP8  players,  til  hers  to  Q 
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American  Express  Brokerage  gives 
you  the  tools  and  advice  to  help  you 
make  the  right  financial  decisions. 
Keep  on  top  of  the  financial  world  with 
powerful  online  planning  tools,  professional 
research,  and  exceptional  customer  service, 
24  hours  a  day*  You  can  also  access  over 
11,000  financial  advisors  who  can  provide 
insight  and  advice  on  the  financial 
issues  that  affect  your  life.  Plus,  as  an 
American  Express  Brokerage  customer,  you 
can  qualify  for  free  online  stock  trades! 
Stay  on  the  right  path  to  meeting  your 
financial  goals  with  American  Express, 
the  company  that  helps  you  do  more. 


•Market  volume  and  volatility  may  cause  delays  in  system  access  and  trade  execution.  '3  free  online  stock  buys  per  month  with  an  account  balance  of  $25,000  or 
more.  10  free  online  stock  buys  and  sells  per  month  with  an  account  balance  of  $100,000  or  more.  For  trades  of  more  than  3,000  shares,  add  $0.03  per  share  above 
3,000.  Online  market  orders  at  lower  asset  levels,  online  limit/stop  orders,  and  all  online  orders  in  excess  of  allotted  monthly  free  trades  are  $19.95.  Account  balance 
(defined  as  cash,  money  market  funds,  mutual  funds,  stocks,  options,  and  bonds)  is  reviewed  periodically  to  determine  commission  rates.  Fees  and  commissions  are 
subject  to  change.  Financial  advisory  services  involve  separate  fees.  American  Express  Financial  Advisors  Inc.  Member  NASD  and  SIPC.  American  Express  Company 
is  separate  from  American  Express  Financial  Advisors  Inc.  and  is  not  a  broker-dealer.  ©2001  American  Express  Financial  Corporation.  All  rights  reserved. 


Science  &  Technology 


eras  and  mini-game  consoles.  What's 
more,  when  the  first  3G  systems  open  in 
Europe,  early  next  year,  the  Japanese 
will  likely  be  ready  first  with  handsets. 
"Panasonic  is  going  to  be  a  good  six 
months  ahead  of  Nokia,"  says  Lloyd 
Carney,  president  of  wireless  Internet 
solutions  at  Nortel  Networks. 

One  question  is  what  the  machines 
will  look  like.  Nokia  developers  predict  a 
broad  and  wacky  wireless  world.  They 
see  wireless  Barbie  Dolls  and  Yankee 
caps,  phones  equipped  with  global  posi- 
tioning hitched  to  dog  collars  and  plant- 
ed in  school  lunch  boxes.  They  see  peo- 
ple eventually  accumulating  gobs  of 
wireless  machines,  just  the  way  we  pile 
up  clocks  and  radios  today.  "The  market 
will  be  big  enough  for  everyone,"  pre- 
dicts Ollila.  But  amid  the  tumult,  Nokia's 
betting  that  users  will  continue  to  buy 
phone-like  devices — albeit  with  a  camera 
or  game  console  or  electronic  organizer 
attached.  Those  multifeatured  phones 
will  remain  Nokia's  core  market. 
WAP  WOES.  But  don't  expect  the  market 
to  take  off  like  a  rocket.  When  3G  rolls 
out,  the  service  is  likely  to  be  spotty 
and  pricey  for  months,  perhaps  longer. 
Nokia  is  betting,  with  the  confidence  of 
a  powerhouse,  that  the  market  won't 
truly  develop  until  the  Finnish  giant 
thunders  onto  the  stage,  complete  with 
its  phones,  software,  and  a  host  of  ser- 
vice providers  in  tow — and  a  massive 
P.R.  campaign. 

Chances  are  the  market  will  continue 
to  be  iffy  long  after  Nokia  arrives. 
That  was  certainly  the  case  with  Eu- 
rope's first  generation  of  the  mobile 
Internet,  a  disaster  known  as  WAP,  or 
wireless  access  protocol.  Launched 
amid  great  fanfare  16  months  ago,  WAP 
has  limped  from  the  beginning,  hob- 
bled by  slow  connections,  high  prices, 
lackluster  services  and,  most  embar- 
rassingly, undependable  phones. 
"Nokia's  first  [wap]  phones  were  buggy 
as  hell,"  says  Nigel  Deighton,  Gartner 
Group  analyst. 

The  next  phase  promises  to  be  rocky 
too.  The  market  is  likely  to  swoon 
every  time  Ericsson  beats  Nokia  to  a 
3G  contract,  every  time  a  Net  phone 
appears  with  bugs.  But  from  the  very 
start,  Nokia's  managers  have  thrived 
precisely  when  they're  working  through 
crises.  Every  tumble  Nokia  takes  hard- 
ens it  for  the  wild  ride  ahead.  It's 
bound  to  be  bruising.  But  these 
Nordics  are  proving  they  have  the  pa- 
tience, the  riches,  and  the  smarts  to 
withstand  the  heat. 

By  Stephen  Baker  in  Helsinki,  with 
John  Shinai  in  Mountain  View,  Calif., 
and  Irene  M.  Kunii  in  Tokyo 


MOTOROLA  CAN'T  SEEM  TO  GET  OUT 
OF  ITS  OWN  WAY 
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In  the  frozen  plains  of 
Schaumburg,  111.,  exec- 
utives at  Motorola  Inc. 
might  happily  trade  their 
snow  boots  for  Nokia's 
shoes.  Sure,  Nokia's  hiccup 
in  handset  sales  sent  its 
shares  tumbling.  But  that 
pain  pales  next  to  Motorola's  chronic 
performance  woes. 

Since  last  March,  the  one-time 
high-tech  bellwether  has  lost  two- 
thirds  of  its  value  as  its  shares  have 
collapsed  to  $20  from  $60  a  share. 
And  on  Jan.  10,  Motorola  reported 
fourth-quarter  earnings  of  $335  mil- 
lion— down  from  last  summer's  ex- 
pectations of  $615  million — on  sales 
of  $10.1  billion.  Motorola,  says  Jane 
A.  Snorek,  vice-presi- 
dent at  Firmco,  a  Mil- 
waukee investment 
house  that  owns  shares 
in  the  company,  "is  in  a 
lot  of  trouble." 

What's  bugging  Mo- 
torola? Certainly  the 
$37.6  billion  company — 
which  depends  on  semi- 
conductor sales  for 
about  20%  of  rev- 
enues— suffers  from  the 
cyclical  swings  of  the 
chip  industry.  But  its 
biggest  problems  stem 
from  its  $13.3  billion 
wireless  business.  In 
the  past  two  years,  Mo- 
torola's market  share  in 
cell-phone  handsets  has 
fallen  to  13%  from  17%, 
says  researcher 
Dataquest  Inc.,  while 
Nokia  today  controls  a 
third  of  the  market,  up 
from  27%  in  1999. 

Simply  put,  Motorola 
can't  quickly  and  prof- 
itably produce  the 
phones  consumers 
want.  The  company 
missed  the  transition 
to  digital  in  the  mid- 
'90s  and  today  grapples 
with  a  product  line 
that's  too  complex  and 
hard  to  manage. 

Compare  Motorola's 
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product  line  to  Nokia's.  The  Finnish 
company  uses  just  a  handful  of  ba- 
sic designs  that  share  components 
such  as  screens,  batteries,  and  some 
chips.  Motorola,  by  contrast,  juggles 
many  different  model  platforms 
with  little  overlap  among  parts — 
making  it  nearly  impossible  to  get 
the  economies  of  scale  Nokia  enjoys. 

And  Motorola  phones  haven't 
clicked  with  consumers.  U.  S.  cellu- 
lar operator  Cingular  Wireless,  for 
example,  says  Nokia  phones  domi- 
nate. At  Sprint  Pes  Group  outlets, 
Samsung  Co.  usually  wins.  The  rea- 
son: customers  say  Motorola  designs 
are  clunky,  and  too  many  top  $200 — 
higher  than  most  people  will  pay. 
The  greatest  challenge  for  ceo 

Christopher  B.  Galvin 
is  to  develop  a  pro- 
duction process 
matching  Nokia's.  To 
that  end,  Motorola  is 
whittling  its  model 
platforms  to  fewer 
than  a  half-dozen, 
sharing  many  basic 
components  such  as 
keypads.  By  mid-year, 
Motorola  should  churn 
out  handsets  far  more 
quickly — and  at  far 
lower  prices,  says 
Leif  G.  Soderberg, 
head  of  strategy  for 
Motorola's  phone  unit. 
"We're  going  to  have 
fewer  products  and 
make  the  ones  we've 
got  killers,"  Soder- 
berg says. 

Better  hurry.  Even 
if  sleek  new  phones 
are  ready  as  soon  as 
promised,  Motorola 
can't  afford  more  lost 
ground.  It  "could  fall 
so  far  behind  it'll  nev 
er  catch  up,"  says  Ed 
ward  F.  Snyder,  ana- 
lyst at  J.R  Morgan 
H&Q.  With  so  much  at 
stake,  Motorola  execs 
must  be  shaking  in 
their  snow  boots. 

By  Roger  O.  Crocket 
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If  it's  part  of  a  focused  strategy,  your  people  embrace  it, 
our  customers  buy  it  and  your  technology  supports  it... 
Oil©  IGC3  can  make  your  future  brighter. 
From  innovation  to  execution,  our  people  deliver. 
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It  took  a  bold  Texan  to  finally  shake  up 

Britain's  Pearson.  But  can  CEO  Marjorie  Scardino 

transform  it  into  a  global  media  colossus? 


—  arjorie  Scardino  isn't  the  table- 
pounding  type.   Unlike   many 
media  moguls,  she  relies  to  a 
surprising  degree  on  gentle  hu- 
mor to  do  her  persuading.  But 
.that  doesn't  mean  she's  easily 
tisfied.  Olivier  Fleurot,  the  suave  Gallic 
3ad  of  the  Financial  Times  newspapers, 


scovered  as  much  when  he  made  his  first 
•esentation  to  the  ceo  of  Pearson  PLC  in 
ily,  1999.  Fleurot  was  feeling  pretty  confi- 
>nt  when  he  promised  her  that  by  2005  he 
ould  push  the  pink  business  papers'  global 
rculation  to  750,000 — an  increase  of  almost 

_     90%.  Scardino's  response: 

Scardino     «j  am  disappointed,  Olivi- 

known  for  her  „     ■,  ...       ..,  .. 

igressive  yet  genial       er>     she  sald  W^  a  smlle- 
Management  style  "I  thought  you  were  go- 


ing to  say  1  million."  That  taught  Fleurot 
something  about  his  boss:  "One  of  Marjorie's 
great  qualities  is  that  she  is  pushy,"  he  says. 
That's  putting  it  mildly.  Four  years  after 
she  left  the  Economist  magazine  to  take 
charge  of  its  part  owner,  the  53-year-old  na- 
tive of  Texarkana,  Tex.,  is  making  a  splash  on 
both  sides 


of  the  At- 
lantic with 
her  moves 

to  remake  stodgy  Pearson  into  a  media  and 
education  juggernaut.  She  has  inked  120 
deals,  selling  off  a  haphazard  collection  of 
businesses  that  included  the  Tussaud's  Group 
of  wax  museums  and  Pearson's  share  of  the 
Lazard  Freres  investment-banking  group. 
In  their  place,  Scardino  engineered  a  gutsy 
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Simon  &  Schuster's 
education  business 
gave  Pearson 
instant  credibility. 
Says  PETER 
JOVANOVICH, 
CEO  of  Pearson 
Education: 
"It  was  a  once- 
in-a-lifetime 
opportunity" 


:.6  billion  purchase  of  Simon  &  Schuster  Inc.'s  education 
business  in  May,  1998.  That  instantly  transformed  Pearson 
from  an  afterthought  in  educational  publishing  to  the  industry 
leader,  with  27%  of  the  key  U.  S.  school  and  college  market. 

But  Simon  &  Schuster  was  just  the  biggest  ticket  in  Scardi- 
no's  $7.5  billion  cash  spending  spree  for  a  collection  of  educa- 
tion and  publishing  assets.  She  bought  British  children's  and  il- 
lustrated book  publisher  Dorling  Kindersley  Holdings  PLC 
for  $466  million  in  March.  And  her  most  controversial  move 
came  in  July  when  she  paid  a  hefty  $2.5  billion  for  National 
Computer  Systems  (ncs),  a  little-known  Eden  Prairie  (Minn.) 
educational-testing  company.  Scardino  contends  that  she's 
building  a  21st  century  learning  company,  capable  of 
delivering  its  products  and  services  to  any  audience,  on 
paper  or  online.  "People  are  going  to  school  longer,  and 
people  are  reeducating  themselves  professionally,"  Scardi- 
no explains.  "This  is  a  huge  potential  opportunity." 

That  whirl  of  dealmaking  put  a  spotlight  on  the 
charismatic  Texan.  Scardino  jolted  London  on  her  arrival 
at  Pearson  in  1997,  becoming  the  first  woman  to  head  a 
top  British  company.  An  unlikely  career  climb — she 
once  ran  a  muckraking  weekly  newspaper — guaranteed 
rapt  attention  in  the  British  press  for  her  every  move. 
BIG  PUSH.  Scardino  gets  credit  for  imposing  a  bold  vision 
on  what  many  have  seen  as  a  plodding  industry.  By 
building  up  education,  which  contributed  more  than  half 
of  Pearson's  operating  profits  last  year,  she  has  provided 
a  stabilizing  element  to  the  company's  cyclical  newspa- 
pers. Her  recent  acquisitions  place  Pearson  atop  a  Big 
Five  of  education  publishers,  including  McGraw-Hill 
(which  publishes  business  week),  Houghton  Mifflin, 
Reed  Elsevier  (which  is  buying  Harcourt  General  for  $4.5 
billion),  and  Thomson.  Scardino  is  pushing  her  troops 
hard  to  transfer  their  content  to  digital  formats.  Says 
Greg  Dyke,  who  ran  Pearson's  television  unit  before 
becoming  director  general  of  the  bbc  last  year:  "During 
the  dot-com  craze,  she  convinced  the  press  that  we  were 
a  dot-com  without  overcommitting  the  company.  I  was 
quite  hostile  to  her  appointment,  but  I  was  wrong." 

Now,  Scardino  finds  herself  at  a  critical  juncture. 
Most  of  the  easy  work  is  done.  As  a  swashbuckling 
outsider,  she  was  able  to  sell  off  Pearson's  sacred  cows. 
Scardino  also  got  lucky:  Her  cleanup  coincided  with  a 
booming  world  economy.  She  dove  right  into  the  busi- 
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ness  she  knew  best,  new 
publishing,  and  parlayed  a  hi 
ing  stock  price  to  buy  u 
goodies.  But  can  Scardino  na 
a  much  more  demanding  second  act? 

That  will  be  tough,  considering  the  prices  she  paid — pai 
ticularly  in  the  case  of  ncs,  for  which  she  coughed  up  a  31' 
premium  to  the  stock  price.  A  recent  report  by  Morga 
Stanley  Dean  Witter  notes  that  Pearson  also  paid  29%  mor 
for  Simon  &  Schuster  on  a  multiple-of-earnings  basis  tha 
Reed  Elsevier  is  paying  for  Harcourt  General's  educatio 
assets.  Matthew  Owen,  an  analyst  at  Morgan  Stanley 
London,  estimates  that  Pearson  Education's  profits  will  ft 
short  of  its  7.7%  aftertax  cost  of  capital  in  all  but  one  of  tl 


PEARSON'S 

GROWING 

EMPIRE 


In  each  of  its  segments, 
the  company  posted 
healthy  growth  rates 
this  year 


TOTAL  SALES 


$5.93 


BILLION 

(+19%) 

OPERATING  PROFITS* 


$1.0 


BILLION 

(+16%) 

*For  2000,  excludes  Internet,  goodwill,  and 

exceptionals         DATA:  MORGAN  STANLEY  DEAN  WITTER 


(Publishers  Scott  Foresr 

Prentice  Hall,  Addison-V\ 

Longman;  National  Com 

Systems,  and  Learning  Ne 

SALES 

$3.3  BILLION 

(+26%  from  1999 
OPERATING  PROFIT 


$504  MILLION 

(+31%) 


lext  five  years.  Owen  credits  Scardino 
vith  "the  most  coherent  strategy  in 

jublishing,"  but  worries  that  her  drive 

o   introduce   online   technology   to 

chools  will  be  slowed  by  the  bureau- 

ratic  and  conservative  nature  of  the 

ducation  Establishment.  Terry  Smith, 

ji  analyst  at  London  broker  Collins 

itewart,  is  blunter:  "What  I  disagree 

/ith  is  the  cult  of  personality.  When  I 

et  outside  of  all  that  and  analyze  the 

usinesses... they've  bought  lots  of 

Kings  with  very  low  returns." 
Some  competitors  are  especially 

keptical  of  Scardino's  digital  invest- 

lents,  saying  it  might  take  decades 

>r  her  to  build  a  powerhouse  in  elec- 

'onic  learning — if  she's  able  to  pull 
off  at  all.  And  huge  questions  re- 

lain  about  how  she  will  integrate  the 

lany  new  assets.  If  Scardino  stum- 

les,  she  will  lose  the  halo  effect  gen- 
rated  by  her  early  cleanup  efforts. 

;  may  already  be  fading:  Pearson's 

xjck  has  returned  137%  since  Scardi- 

d  took  over,  compared  with  a  69%  return  for  the  ftse  100. 

ut  the  shares  are  sharply  off  their  high  of  $36  last  March,  to 

)out  $24  today. 
While  much  of  the  attention  these  days  is  on  Scardino's  dig- 

al  dreams,  Pearson's  foundation  is  built  on  three  solid,  cash- 

;nerating  businesses:  the  Financial  Times  Group;  Pearson 

ducation,  now  the  world's  leading  purveyor  of  textbooks;  and 

snguin  Group,  which  includes  Penguin,  Putnam,  Viking, 

id  other  imprints  and  offers  a  stable  of  best-selling  au- 
ors,  such  as  Tom  Clancy  and  Patricia  Cornwell.  Morgan 
■anley's  Owen  expects  the  company  to  report  2000  sales  of 
i.93  billion,  up  19%  from  1999.  Operating  profits,  before  In- 


Brian 


UNCIAL  TIMES  GROUP 


■in  nancial  Times,  French 
l\  ness  paper  Les  Echos, 
h  paper  group  Recoletos, 
financial-data  business) 

SALES 

$1.3  BILLION 

(+21%) 
^RATING  PROFITS 

$285  MILLION 

(+25%) 


PENGUIN  GROUP 

(Penguin,  Putnam, 

Dorling  Kindersley,  and 

Viking  imprints) 

SALES 

$1.1  BILLION 

(+35%) 
OPERATING  PROFITS 

$112  MILLION 

(+15%) 


Pearson  paid 
$466  million  for 
Dorling  Kindersley. 
Now,  Publisher 
CHRISTOPHER  DAVIS 
(left)  and  ANTHONY 
FORBES  WATSON, 
CEO  of  Penguin  UK, 
aim  to  adapt 
their  paper-and- 
ink  books  to  the 
Digital  Age 

ternet  expenses,  goodwill,  and 
exceptional  items,  should  rise  16%,  to  $1  billion.  However,  if 
some  $300  million  in  Internet  spending  is  included,  Owen 
points  out,  Pearson's  profits  would  fall  19%. 

When  Scardino  was  hired  four  years  ago,  Pearson  was  a 
hodgepodge  of  blue-chip  assets  down  on  their  luck.  Manage- 
ment was  lambasted  for  a  disastrous  $405  million  loss  from  an 
investment  in  Mindscape,  an  electronic-games  maker.  The 
FT  newsroom  was  close  to  rebellion,  thanks  to  fear  of  staff 
cuts  and  rumors  that  the  paper — which  is  the  bible  of  the 
City,  London's  Wall  Street — might  be  put  on  the  block. 
Scardino  had  been  running  the  Economist  Group  in  London 
for  four  years,  during  which  time  she  made  a  name  as 
an  aggressive  yet  collegial  manager.  Still,  she  wasn't  on 
the  Pearson  board's  initial  short  list.  That  changed  after 
a  lunch  in  fall  of  1996  with  Dennis  Stevenson,  a  politi- 
cally well-connected  business  consultant.  Unbeknownst  to 
Scardino,  Stevenson  had  been  tapped  as  Pearson's 
nonexecutive  chairman.  He  had  read  the  latest  Econo- 
mist Group  annual  report — the  company  is  half  owned 
by  Pearson — and  came  away  impressed  by  its  eloquent 
enthusiasm.  During  their  meal,  a  lightbulb  went  on  in 
his  head:  "Why  shouldn't  it  be  her?"  Stevenson  thought. 
The  appointment  was  announced  in  October,  1996. 
SHARE  THE  WEALTH.  The  new  CEO's  first  priority  was  to 
change  Pearson's  dawdling  mind-set.  Its  managers 
weren't  pushed  very  hard  to  perform  or  to  work  with 
other  parts  of  the  group.  Annual  earnings  growth  of 
3%  was  O.  K.  That  didn't  last  long.  "The  company  had 
not  had  a  performance  culture,"  Scardino  says  today. 
"So  we  said  we  were  going  to  produce  double-digit  earn- 
ings growth  because  that  was  a  simple  idea  and  easy  to 
communicate."  Some  well-placed  performance  incentives 
worked  wonders.  This  year,  for  instance,  even  the  lowest- 
level  ft  staffers  will  likely  get  $3,000  individual  pay- 
outs for  producing  margins  above  28%.  "When  you  have 
such  goals,  you  tend  to  make  them,"  says  Stephen  Hill, 
CEO  of  Pearson's  Financial  Times  Group,  which  includes 
the  newspapers  and  various  Internet  and  financial-data 
ventures.  Scardino  also  extended  stock  options  far  down 
the  ranks.  When  she  started,  about  300  employees  were 
included.  Now,  some  4,000  are,  out  of  28,000  total. 

Scardino's  tireless  cheerleading  and  readiness  to 
back  others'  projects  with  serious  money  infused  Pear- 
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SCARDINO 
THE  DEAL- 
MAKER 

In  four  years 
as  CEO,  she 
has  completed 
deals  worth 
at  least 
$11  billion 
to  tighten 
Pearson's  focus 


QUIRKY  BUSINESSES  ARE  HISTORY WHILE  MEDIA  HOLDINGS  GROW 


►  Sold  Tussaud's  Group  of  wax 
museums  and  other  attractions  to 
Charterhouse  Development  Capital, 

a  private  equity  firm,  for  $528  million 
in  October,  1998. 

►  Sold  an  18%  stake  in  Lazard 
investment  banks  to  Gaz  et  Eaux 
holding  company,  which  is  controlled  by 
Michel  David-Weill  and  associates,  for 
$615  million  in  June,  1999. 


►  Bought  Simon  &  Schuster's  education 
business  for  $4.6  billion  from  Viacom 

in  May,  1998. 

►  Acquired  British  children's 
and  illustrated  book  publisher 
Dorling  Kindersley  Holdings  PLC 
for  $466  million  in  March,  2000. 

►  Bought  National  Computer  Systems, 
an  educational  testing  company,  for 
$2.5  billion  in  July,  2000. 

►  Merged  Pearson  Television 
with  the  broadcasting 
assets  of  Germany's 
Bertelsmann  and  Belgium's 
Albert  Frere  to  form  RTL 
Group  in  April,  2000. 
Pearson  holds  a  22%  stake, 
now  worth  $2.6  billion. 


son  with  an  American- 
style  entrepreneurial 
esprit  de  corps.  "She 
has  real  courage  of 
her  convictions,"  says 
Michael  Lynton,  who 
ran  Penguin  Books  and 
now  heads  aol  Inter- 
national. "She  is  will- 
ing to  try  things  and 
fail  and  try  again.  And  she  encourages  her  managers  to 
do  the  same."  Pearson's  ceo  has  become  known  for  her 
folksy  "Dear  Everyone"  motivational  memos.  Soon  after 
arriving,  she  ended  one  with:  "I've  found  a  lot  I  like  here.  I 
think  I'll  stay.  There's  plenty  for  us  all  to  work  on  together." 
Scardino  also  is  relentless  about  sharing  credit.  She  rarely 

agrees  to  be  pho- 
tographed without  fi- 
nance director  John 
Makinson,  who  has 
negotiated  most  of  Pearson's  deals,  at  her  side. 

Her  refreshing  informality  can  be  traced  to  growing  up  in 
a  small,  hardscrabble  city  on  the  Texas-Arkansas  border. 
Scardino  enjoyed  a  real  Texas  girlhood,  riding  in  rodeos  with 
her  father,  Robert  Morris,  an  engineer  in  a  local  defense 
plant.  Her  mother,  Beth  Morris,  remembers  a  girl  who  was 
"never  frivolous"  but  always  fun.  Scardino's  maternal  grand- 
father, H.  L.  Lamb,  a  school  principal,  helped  raise  her  sights 
beyond  small-town  Texas.  He  introduced  her  to  Representa- 
tive Wright  Patman  of  Texas,  who  employed  her  in  his  office 
during  a  college  summer  and  sent  her  to  Europe  on  business. 
Scardino  took  a  meandering  route  to  the  executive  suite. 
Upon  graduating  from  Baylor  Uni- 
jj-j'  ufif  versity  in  Houston  in  1969,  she  started 

ltf*%Ajt  law  school,  then  dropped  out.  She  lal 

w 


IT'S  A  DEAL:  With  Bertelsmann 
CEO  Thomas  Middelhoff 


Cover  Story 


er  finished  law  school  at  the  Ui 
versity  of  San  Francisco.  Moving 
1970  to  Charleston,  W.Va.,  Scardi 
worked  as  an  editor  at  the  Assoi 
ated  Press.  There  she  met  the  m 
she  would  marry,  Albert  J.  Scardir 
who  was  a  young  reporter  at  t 
wire  agency.  They  still  joke  about  their  first  encounter — s 
spiked  a  story  he  had  written  about  "John  Henry:  The  St( 
Driving  Man."  Not  newsy  enough,  she  said.  Later,  another 
itor  transmitted  it  anyway. 
DREAM  TEAM.  By  all  accounts,  theirs  has  been  a  stimulati 
union,  with  Marjorie  playing  the  role  of  breadwinner  a 
often  supporting  Albert's  creative  projects.  Albert  is  said 
be  a  great  cook,  while  Marjorie  avoids  the  kitchen.  And, 
her  business  career  flourished,  Albert  has  taken  more  a 
more  responsibility  for  their  children:  Adelaide,  22,  Willia 
21,  and  Hal,  16.  That  includes  managing  Hal's  acting 
reer — he  has  appeared  in  several  films,  including  the  starri 
role  in  The  Indian  in  the  Cupboard.  "She  had  the  babies.  . 
bert  raised  them.  He's  the  nurturer,"  says  Elaine  Longwat 
a  family  friend  in  Savannah,  Ga.,  Albert's  hometown. 

It  was  around  Savannah  that  the  pair  embarked  on  seve 
formative  ventures  in  the  70s.  Albert  briefly  owned  a  shri 
boat,  and  the  couple  made  a  TV  documentary  about  Georg 
barrier  islands.  Marjorie  practiced  at  Savannah  law  fi 
Brannen,  Wessels  &  Searcy,  eventually  becoming  a  manag 
partner.  With  money  they  borrowed  from  friends,  fam 
and  a  bank,  the  couple  threw  themselves  into  launching  a  p 
gressive  weekly  paper,  The  Georgia  Gazette.  It  tackled 
vestigative  stories  that  nobody  else  in  town  did,"  rec 
Charles  H.  Morris,  president  of  Savannah-based  Morris  Ne- 


Scardino's  acquisitions  have  put  Pearson 
atop  the  Big  Five  in  education  publishing 
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access  Internet 

check  inventory 

get  price  quotes 

read  corporate 
e-mail 


Looking  to  prosper  in  a  rapidly  changing  business  world?  Keep  moving 


The  Sprint  PCS  Wireless  Web™  for  business  gives  your  employees  a  fast,  secure  connection 
to  your  company's  network,  even  when  they're  out  of  the  office.  With  their  wireless  Internet- 
ready  Sprint  PCS  Phone™  they  can  submit  reports,  place  orders,  send  and  receive  e-mail, 
even  access  Microsoft  Exchange  and  Siebel  eBusiness  Applications  -  all  in  real  time. 
Plus,  they'll  enjoy  crystal-clear  calls,  thanks  to  the  only  all-digital,  all-PCS  nationwide 
network  serving  more  than  300  major  metropolitan  areas  and  all  major  airports. 

To  start  making  your  business  more  productive,  call  1-888-214-1559  or  visit  sprintpcs.com. 


Sprint, 


The  Sprint  PCS  Clear  Wireless  Workplace.  Because  business  can't  wait.9" 


Sprint  PCS 


The  Sprint  PCS  Wireless  Web  Browser  is  not  available  while  roaming  off  the  Sprint  PCS  Network.  Subject  to  credit  approval.  Sprint  PCS  Wireless  Web  service  may  not  be 
immediately  available  in  select  affiliate  markets.  Terms  and  restrictions  for  Sprint  PCS  Wireless  Web  services  are  available  in  the  Wireless  Web  brochure.  ©2001  Sprint 
Spectrum  LP.  All  rights  reserved.  Sprint,  Sprint  PCS,  Sprint  PCS  Wireless  Web,  Sprint  PCS  Phone  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  LP 


Dorling  Kinder sley's  distinctive  illustrations 
will  be  sprinkled  into  other  Pearson  products 


paper  Corp.  That  included  an  expose  of 
improprieties  at  the  state  Labor  Dept.  and 
reporting  on  the  kidnapping  of  the  son  of  a  prominent  local 
family,  which  upset  some  residents,  who  thought  the  stories 
endangered  the  victim. 

The  Gazette,  circulation  4,000,  was  more  of  a  crusade  than  a 
business,  say  acquaintances.  Albert  did  much  of  the  writing  and 

editing.  As  the  paper 
struggled,  Marjorie 
took  over  the  business 
side,  working  as  a 
lawyer  by  day  and  as  publisher  nights  and  weekends.  "The 
Gazette  was  an  act  of  love,"  says  William  T.  Daniel  Jr.,  a  col- 
league at  the  law  firm.  "Albert  had  the  journalistic  talent. 
Marjorie  fought  the  day-to-day  battle  of  keeping  the  paper  go- 
ing." Their  efforts  paid  off  in  1984  when  Albert  won  the 
Pulitzer  Prize  for  his  crusading  editorials.  But  it  couldn't  keep 
the  paper  afloat.  After  the  county  moved  its  legal  ads  to  a  com- 
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culation  was  just  108,000.  By  1993,  when  Scardino  succeede( 
Gordon  as  ceo  of  the  overall  group,  circulation  had  climbed  to 
243,000  through  aggressive  marketing. 

Scardino  was  hardly  in  the  door  at  Pearson  before  sh 
started  disposing  of  businesses.  The  Tussaud's  Group  wa 
sold  for  $528  million  in  1998.  Pearson's  18%  stake  in  th 
Lazard  investment  banks  went  to  Lazard  boss  Michel  Davie 
Weill  in  1999,  for  $615  million.  And  last  spring,  Scardin 
merged  Pearson  TV,  a  producer  of  soap  operas  and  gam 
shows,  with  the  broadcasting  interests  of  Germany's  Bei 
telsmann  and  Belgian  investor  Albert  Frere.  Pearson  got 
22%  stake  in  the  combined  rtl  Group,  worth  $2.6  billion. 
IMPRESSIVE  GAINS.  At  the  same  time,  she  lavished  funds  o 
the  FT,  which  was  a  big  name  with  a  small  circulation.  I 
March,  1997,  Pearson  announced  that  it  would  put  up  i 
much  as  $150  million,  most  of  it  to  expand  in  the  U.  S.  The  n 
suiting  gains  have  been  impressive — U.  S.  circulation  for  tl 
FT  rose  from  just  36,000  at  the  end  of  1996  to  120,000  tods 

(page  88).  The  makeovf 


MARJORIE 
SCARDINO 


BORN  Jan.  25,  1947,  Flagstaff,  Ariz. 

EDUCATION  B.A.,  French  and  psychology,  Baylor  Universi- 
ty, 1969;  law  degree,  University  of  San  Francisco,  1975. 

FIRST  JOB  Taking  dictation  at  the  Associated  Press  in 
Washington,  D.C.,  1970. 

CURRENT  JOB  CEO  of  Pearson  PLC. 

FAVORITE  BUSINESS  PARTNER  Her  husband 
Albert.  They  owned  several  businesses, 
including  a  shrimp  boat  and  a  weekly 
newspaper  in  Savannah,  Ga.,  where  Albert 
won  a  Pulitzer  Prize  for  crusading  editorials. 

HOW  THEY  MET  At  the  AP,  she  spiked  his 


of  Pearson's  tradition 
businesses  helped  boo: 
its  stock  price,  which  f 
eled  the  subsequent  bu 
ing  binge. 

Scardino's  challenge 
to  show  that  she  c 
deliver  on  her  bolde 
move,  into  educatio 
She  is  convinced  that 
represents  a  vast  oppc 
tunity  of  untapp 
growth.  Demograph 
trends  and  political  pre 
sure  to  upgrade  teachi 
have  boosted  spendi 


growth  at  an  8%  anni, 
profile  of  a  legendary  railroad  worker.  °lip   in   the   us    a] 

TRAINING  FOR  BEING  A  CEO  Growing  up  in 
Texarkana,  Tex.,  she  rode  in  rodeo  barrel  races. 

MOTTO  "It's  hard  to  make  complicated 
things  simple,  but  it's  usually  worth  it." 

FAMILY  She  and  Albert  have  three  children: 
Adelaide,  22,  William,  21,  and  Hal,  16. 
Albert  co-owns  a  minor  league  soccer  team 
and  manages  Hal's  acting  career. 


petitor,  the  Gazette 
closed  in  1985.  Al- 
bert landed  a  job 
at  The  New  York  Times,  later  becoming  press  secretary  to 
Mayor  David  Dinkins.  Marjorie  decided  to  go  into  business. 

In  1985,  the  Economist  was  looking  for  a  U.S.  chief  to 
boost  its  low  profile  in  America.  John  Evans,  then  publisher 
of  the  Village  Voice,  recommended  Scardino,  a  recent  ac- 
quaintance. "The  headhunters  were  very  reluctant  because  of 
her  track  record  of  failure,"  recalls  David  Gordon,  then  CEO  of 
the  Economist.  But  Gordon,  a  journalist-turned-manager 
himself,  was  a  believer  in  unconventional  career  paths.  While 
that  choice  may  seem  reckless  now,  in  1985,  the  Economist 
was  relatively  obscure  in  the  U.S.  Its  North  American  cir- 

84  BUSINESS  WEEK  /  JANUARY  22,  2001 


about  10%  worldwide, 
the  same  time,  she  t 
lieves  that  schools  a 
local  governments  s 
the  potential  of  usi 
new  technologies  to  i 
prove  teaching. 

When     she     arrive 
Scardino      found      tl 
Pearson,    then    rank 
fifth,  was  ill-equipped 
take  advantage  of  th( 
trends.  "We  had  management  that  wasn't  up  to  doing 
that  much  more,"  she  says.  So  she  lured  away  Peter 
vanovich,  head  of  the  education  unit  at  The  McGraw-I 
Companies,  in  August,  1997,  promising  him  the  resources 
make  Pearson  Education  the  global  leader.  With  the  p 
chase  of  Simon  &  Schuster's  education  unit,  Pearson  beca 
the  U.S.  leader  in  college  texts  and  a  close  rival  to  McGn 
Hill  in  schoolbooks.  The  deal  "was  a  once-in-a-lifetime 
portunity,"  says  Jovanovich.  But  competitors  say  the  Pe 
son  juggernaut  has  had  problems  hanging  on  to  mar 
share,  particularly  in  elementary  school  texts.  Pear 
stumbled  in  a  recent  $200  million  round  of  textbook  ad 
tions  in  Texas,  one  of  the  bellwether  states.   It    I'mis 
a  disappointing  third  behind   Harcourt  and  McGraw-] 


NOW  SERVING  TWO  TO  TWENTY. 


W 

BBLUE  MARTINI 


Shopping  is  simply  more  fun  in  a  group.  Now,  Blue  Martini's  collaborative  capabilities  allow  groups  to  shop  online  as 
well.  With  it,  two  people  in  different  cities  can  browse  their  favorite  site  together,  two  dozen  people  can  be  taken 
through  an  online  product  demonstration  simultaneously  and  customer  service  representatives  can  guide  clients  through 
their  site.  The  uses  are  endless.  Browsers  turn  into  buyers.  And  nobody  has  to  be  lonely.  To  find  out  how  Blue  Martini's 
e-business  solutions  can  improve  your  customer's  experience,  visit  www.bluemartini.com/group. 


SAVANNAH  DAYS: 

Albert  did  the 
writing  and  lawyer 
Marjorie  handled 
the  business  side 
of  their  weekly 
newspaper.  "The 
GAZETTE  was  an 
act  of  love,  "says 
William  Daniel,  a 
law  colleague 


according  to  Simba  Information  Inc.  in  Stamford,  Conn. 
Jovanovich  acknowledges  that  the  company  probably  didn't 
gain  any  market  share  in  U.  S.  school  publishing  last  year,  af- 
ter picking  up  1%  to  2%  in  1999.  Still,  Pearson  says  its 
schoolbook  revenues  grew  by  high  single  digits.  "I  have  been 
in  the  business  for  29  years,  and  this  market  is  the  best  I 
have  ever  seen,"  Jovanovich  says.  "I  worry  about  a  lot  of 
things,  but  not  about  Marjorie's  and  my  bets  paying  off." 

If  the  bulk  of  Pear- 
son's education  sales 
and  profits  are  still  in 
old-fashioned  text- 
books, its  most  high-profile  effort  is  in  the  online  arena. 
Scardino  is  a  huge  fan  of  the  Web,  which  she  views  as  a  tool 
that  can  tap  into  all  of  Pearson's  content  offerings  and  deliv- 
er them  to  a  broad  audience.  Pearson  already  has  some  2,500 
Web  sites,  mostly  for  textbooks  that  come  with  online  access. 
Such  products  brought  in  sales  of  about  $660  million  last 
year,  up  20%  over  1999.  Scardino,  who  describes  her  own  chil- 
dren as  having  "variable  learning  styles,"  says  educators  are 
excited  about  the  Web's  potential  to  enrich  and  customize  ed- 
ucation: "We  have  a  chance  to  find  solutions,  and  it  will  be  a 
good  business  for  our  shareholders." 

She  plans  to  draw  not  only  on  traditional  textbooks  but 
also  on  other  Pearson  products,  such  as  Penguin's  mammoth 
library  of  classics  and  reference  books.  Scardino  was  looking 
for  more  such  content  when  she  bought  Dorling  Kindersley. 
She  thinks  the  publisher's  distinctive  illustrated  pages  and 
2  million  digitalized  images  can  be  sprinkled  into  other  Pear- 
son products,  from  history  texts  to  educational  games. 

Pearson  isn't  alone  in  this  vision.  All  book  publishers  are 
speedily  making  the  transition  to  digital,  believing  that  stu- 
dents will  increasingly  dial  up  for  study  materials.  "You  will 
go  to  your  room  and  study  from  your 
computer,"  says  Nader  F.  Darehshori, 
ceo  of  Boston-based  Houghton  Mif- 
flin Co.  Houghton  Mifflin  just  an- 
nounced a  deal  with  netLibrary — a 
leading  producer  of  e-books — to 
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create  electronic  versions  of  its  texts.  McGraw-Hill  also  i 
moving  fast,  with  ventures  that  include  Primis  Online,  whic 
enables  professors  to  design  custom  online  texts. 

Scardino  seems  to  boast  the  most  aggressive  online  effor 
though.  She's  spending  big  money  on  a  portfolio  of  distributio 
channels.  Last  June,  Pearson  shelled  out  $129  million  to  acquir 
87%  of  Family  Education  Network,  a  leading  supplier  of  edi 
cation  content  on  the  Internet.  That  became  the  core  of  Peai 
son's  Learning  Network,  a  portal  that  offers  everything  froi 
homework  help  for  kids  to  teacher  aids  to  training  progran 
for  professionals.  The  network  currently  generates  revenues 
about  only  $10  million  a  year  from  product  sales  and  adve: 
tising.  But  Jovanovich  figures  Pearson  can  also  interest  scho< 
districts  in  sharing  ad  revenues.  It  is  already  talking  wit 
the  Denver  school  system  about  setting  up  a  portal. 

Scardino's  main  bet  for  penetrating  the  online  school  marke 
though,  is  ncs  Pearson.  The  unit's  $2.5  billion  price  tag,  35  tim< 
its  operating  income  of  $70  million,  raised  eyebrows.  Pearst 
defends  that  by  pointing  out  that  income  has  grown  at  a  24 
annual  clip.  NCS  makes  much  of  its  money  from  scoring  tes 
but  also  supplies  software  to  40%  of  U.  S.  and  Canadian  schoc 
to  manage  payrolls,  send  out  report  cards,  and  keep  track  of  a 
tendance  and  discipline  records.  It  also  sells  nifty  electron 
wares  for  teachers,  such  as  online  lesson  plans  and  tests, 
SCHOOL  TIES.  Scardino  plans  to  use  NCS  as  a  platform  to  wi 
America's  2.5  million  teachers — the  last  large  group  of  profe 
sionals  who  don't  widely  use  the  Web.  She  wants  to  distribu 
reams  of  educational  content  from  Pearson  and  others  for  a  f« 
And  a  new  product  called  ncs  4  School,  still  in  developmer 
will  allow  students  and  parents  to  interact  with  the  school,  i 
a  cost  of  $25  per  pupil  per  year,  students  could  check  grad 
and  teachers'  comments  and  download  recommended  materia 

Some  school  administrators  are  excited  about  the  tec 
nology.  Says  Don  Hooper,  superintendent  of  the  Fort  Bei 
school  district,  outside  Houston:  "The  Web-based  approach  w 
ultimately  be  the  best  way  for  districts  to  go."  But  others 
the  industry  are  skeptical  that  Pearson  can  execute  its  pit 
Ncs's  strength  is  in  accounting  and  other  management  so 
ware  for  school  back  offices,  they  say,  and  it's  a  stretch 


She  has  invested  millions  to  expand 
Financial  Times  Group  papers  worldwide 
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environment.  We  are  BMC  Software.  The  world's  leading  provider  of  e-business  systems  management 

solutions.  Software  that  keeps  your  business-critical  applications  up  and  running  around  the  clock. 

We  offer  the  fastest  implementation  of  the  most  comprehensive  e-business  management  systems.  And  our 

exclusive  BMC  Software  OnSitem  program  allows  companies  to  achieve 

maximum  online  availability  all  day,  everyday.  For  more  information,         ^^  OlIlC 

visit  us  at  www.bmc.com.  We'll  be  there.  We're  always  there.  Assuring  Business  Availability' 


BMC  Software  is  an  Equal  Opportunity  Employer  BMC  Software,  BMC  Software  OnSite.  the  BMC  Software  logos,  and  all  othet  BMC  Software  produci  oi  service  names  ate  registered 
ttadcmarlts  ot  tfadematks  of  BMC  Softwate,  Inc.  All  other  trademarks  ot  registered  tradematks  belong  to  their  respective  companies.  ©2001  BM(    Software,  Inc  Ml  rights  reserved. 


think  that  such  systems  can  be  upgraded  to  serve  class- 
rooms. "The  systems  those  guys  have  are  low-end  and  can  in 
no  way  be  used  to  deliver  content,"  asserts  one  publishing  in- 
sider. Another  exec  says  Pearson  isn't  factoring  in  the  resis- 
tance that  a  revolu- 
tionary system  is 
likely  to  encounter 
from  the  education  bu- 
reaucracy. Even  if  it  works,  it  could  take  years.  "Schools 
are  not  like  Internet  companies,"  he  says.  "They  are  bu- 
reaucracies. This  will  be  like  turning  a  battleship  around." 

If  an  advertising  recession  hits  the  FT,  it  will  only  put  more 
pressure  on  Scardino  to  make  her  vision  in  education  pay  off. 
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"She  has  a  lot  of  ingredients  in  a  huge  pot,"  says  Jeffrey  T 
Leeds  of  Leeds  Weld  &  Co.,  which  invests  in  education  com- 
panies. "But  when  it  is  all  cooked,  does  it  wind  up  a  delicious- 
bouillabaisse  or  just  dead  fish?"  If  dead  fish  is  the  answer 
Scardino  will  quickly  come  under  fire  from  the  markets.  Bui 
if  she's  worried  now,  she  isn't  letting  it  show. 

By  Stanley  Reed  in  London,  with  Aixa  M.  Pascual  ir 
Savannah,  Ga.,  and  William  C.  Symonds  in  Boston 


BusinessWeek  online 


For  a  wide-ranging  interview  with  Marjorie  Scardino, 
go  to  the  Jan.  22  issue  online  at  www.businessweek.com. 


Richard  Lambert,  editor  of  the 
Financial  Times,  sweeps  a  pile 
of  papers  off  his  table  and  shows 
a  visitor  the  magnificent  view  of  the 
Thames  outside  the  window  of  the 
Ffs  newsroom,  perched  on  the  river's 
south  bank.  The  56-year-old  seems 
full  of  good  cheer.  And  why  not? 
Only  five  years  ago,  the 
outlook  was  bleak  for  the 
FT.  Now,  he's  presiding 
over  one  of  the  world's 
fastest-growing  and  most 
profitable  newspapers. 
"We  have  the  freedom 
and  resources  to  invest 
in  expansion  in  a  way  we 
didn't  have  before,"  Lam- 
bert says. 

The  FT  has  been  on 
the  move  since  1997, 
when  Marjorie  Scardino, 
ceo  of  parent  Pearson 
PLC,  announced  an  ambi- 
tious worldwide  expan- 
sion. Since  then,  overall 
circulation  in  the  Eng- 
lish-language editions  has     THOMSON: 
risen  from  300,500  to 
476,000.  The  paper  has  made  a  big 
push  into  the  U.  S.,  beefed  up  its  Eu- 
ropean offering,  and  started  a  Ger- 
man edition,  ft  Deutschland.  Less 
successful  has  been  a  $150  million  in- 
vestment in  an  online  edition,  FT.com. 

Scardino's  timing  couldn't  have 
been  better.  The  expansion  coincided 
with  an  economic  boom  and  a  grow- 
ing appetite  for  sophisticated  busi- 
ness news.  Now,  of  course,  economies 
worldwide  are  slowing,  and  ad  sales 
at  many  financial  publications  are 
taking  a  hit.  Still,  Morgan  Stanley 
Dean  Witter  figures  the  FT  newspa- 
pers earned  $129  million  in  2000,  up 
53%  over  1999.  The  New  York  office 
took  in  about  $80  million  in  ads  last 
year,  60%  above  the  previous  year. 

Robert  Thomson,  39,  a  former  Bei- 


jing and  Tokyo  correspondent,  took 
over  as  U.  S.  managing  editor  after 
Lambert,  who  ran  the  paper  from 
New  York  for  almost  two  years,  re- 
turned to  London  at  the  end  of  '98. 
Key  to  taking  on  The  Wall  Street 
Journal  in  the  U.  S.  was  $100  million 
spent  to  arrange  printing  at  six  loca- 


Focusing  on  key  global  business  news 

tions  and  on  a  direct-mail  subscrip- 
tion drive.  Thomson  boasts  of  the  FT 
scooping  the  Journal  on  such  choice 
stories  as  Switzerland's  ubs  taking 
over  Paine  Webber  Inc.  in  July.  The 
Journal  is  best  at  covering  "midsize 
companies  doing  middling  deals  in 
the  Midwest,"  he  says,  while  the  FT 
is  capturing  the  more  lucrative  mar- 
ket for  global  business  reporting. 
"It's  a  Lexus-Taurus  thing." 

Of  course,  the  FT  is  making  a 
virtue  of  necessity.  It  lacks  the  staff 
for  a  full-scale  assault  and  so  is  go- 
ing after  selected  stories.  The  Jour- 
nal, with  1.8  million  U.S.  circula- 
tion, remains  dismissive  of  the 
upstart.  The  FT  in  the  U.  S.  is  "not  a 
factor,"  sniffs  an  executive  at  Dow 
.lories  &  Co.,  the  Journal's  parent. 


"It  is  sort  of  a  fashion  accessory." 

In  February,  2000,  the  FT  stormed 
another  foreign  fortress,  launching  FT 
Deutschland  with  Bertelsmann,  which 
now  has  a  circulation  of  65,000.  If  FT 
Deutschland  succeeds — Pearson  plans 
to  spend  $45  million  over  three  years 
in  Germany — Scardino  will  have  as- 
sembled a  powerful  net- 
work of  business  dailies 
across  the  Continent.  The 
Financial  Times  Group 
also  has  Les  Echos,  the 
leading  French  financial 
broadsheet,  and  Expan- 
sion, the  leader  in  Spain. 
Lambert  says  the  Ffs 
next  move  is  to  bolster  its 
Asian  edition,  which  has 
only  20,000  circulation. 
Pearson's  efforts  to 
build  a  global  Web  portal 
around  the  ft  have 
■    ^f  ■  ^      been  less  than  stel- 
I  J       I  lar.  The  idea  is  to 

l'       I         provide  news  sup- 
plemented by  finan- 
-    cial-data  providers 
wmmmmmmm  such  as  Market- 
Watch.com,  of  which  Pearson  owns 
34%.  But  FT.com,  suffering  from  inef- 
fective marketing  and  technology 
glitches,  has  been  bleeding  red  ink. 
"It  was  a  mess,"  says  a  Pearson  ex- 
ecutive. A  July  shakeup  put  Michael 
Murphy,  a  British  manager  who  fixed 
problems  at  the  U.  S.  paper,  in 
charge.  Pearson  vows  to  make  a  prof- 
it at  FT.com  by  2002. 

The  newspapers'  fat  profits  have 
made  those  online  investments  af- 
fordable. But  Pearson's  formula  could 
fizzle  as  the  economy  weakens.  For 
now,  Olivier  Fleurot,  managing  direc- 
tor at  the  FT,  sees  growth,  not  soft- 
ness, for  the  next  six  weeks,  l'earsim, 
is  revving  up  those  presses. 

By  Stanley  Reed  in  London,  with 
Tom  Lowry  in  New  York 
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f\J  Being  the  best  in  your  business,  you've  already 
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Finance 


BONDS 


WHERE  THE  RATE  CUT 

IS  REALLY  WORKING  ITS  MAGIC 

The  across-the-board  rally  in  the  corporate  bond 
market  bodes  well  for  the  economy  as  a  whole 

Federal  Reserve  Chairman  Alan 
Greenspan's  emergency  interest- 
rate  cut  is  having  more  impact 
than  it  might  seem.   True,  the 
stock  market  is  wringing  its  hands,  but 
the  corporate  bond  market  is  giving  the 
Jan.  3  move  a  thumbs-up.  Companies 
have  come  back  into  the  market  and 
found  buyers  for  their  bonds.  Credit 
spreads — the  additional  interest  yield 
over  U.  S.  Treasuries  that  investors  de- 
mand for  the  risk  of  lending  to  corpo- 
rations— have  come  down,  an  en- 
couraging change  in  direction  from 
their  rise  in  2000.  Spreads  have  im- 
proved  across   the   market.    For 
some  key  investment-grade  issues, 
they're  down  as  much  as  0.2  per- 
centage point  to  a  1.6-point  spread. 
The  improvement  spans  industry 
sectors  and  bond  maturities.  Spreads 
on   high-yield  junk   bonds,   issues 
judged  below  investment  grade  by 
rating  services,  are  down  by  0.47 
percentage  point  to  8.61,  according 
to  Merrill  Lynch  &  Co. 

The  improvement  in  corporates  is 
key  to  keeping  the  markets  open  for 
companies  that  need  to  raise  invest- 
ment capital.  This  is  vital  to  the 
economy.  Greenspan,  in  a  Dec.  5 
speech  paving  the  way  for  cut- 
ting rates,  cited  the  risk  that  the 
markets  and  lenders  would  be  too 
restrictive.  Confidence  in  the  cor- 
porate bond  market  should  en- 
courage stock  investors  as  well  as 
bank    officials    who    are    deciding 
whether  and  to  what  degree  to  partic- 
ipate in  loan  syndicates. 
LURKING    DOUBTS.   The   move   signals 
bond  investors'  inclination  to  believe 
that  the  Fed's  medicine  will  keep  the 
economy  from  recession — despite  what- 
ever ailments  prompted  Greenspan  to 
act.  "The  Fed  is  out  there  working  for 
us.  They've  got  to  save  the  real  econo- 
my," says  James  Swanson,  who  man- 
ages $2  billion  in  bonds  at  MFS  Invest- 
ment Management. 
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Although  doubts  persist  about  how 
uickly  the  medicine  might  work,  "the 
larkel  voted,"  says  Peter  Milhaupt,  a 
imaging  director  at  Credit  Suisse  First 
feton  who  markets  corporate  debt  is- 
jes.  "We've  had  a  tremendous  rally 
cross  all  industry  sectors  in  the  in- 
cstment-grade  arena." 

Brisk  sales  of  new  issues  show  the 
illy  is  real,  even  if  young.  In  the  sec- 
id  week  of  January,  Citigroup  sold  $5 
llion  worth  of  debt,  twice  what  was 
-iginally  anticipated,  says  Milhaupt. 
Meanwhile,  the  yield  spread  on  Citi- 
roup  bonds  had  narrowed 
om  about  1.88  percentage 
)ints  over  Treasuries  to  1.6, 
Ids  Brad  Tank,  fixed-income 
rector  at  Strong  Funds. 

Now,  DaimlerChrysler  has 

me  to  market  to  sell  more 

an  $4  billion  worth  of  bonds 

•nominated  in  dollars,  euros, 

id  pounds.  That's  a  change 

->m  December,  when  the  is- 

e  was  rumored  but  never 

aterialized,  notes  Tank. 

CKY.  Indeed,  as  Greenspan 

t  rates,  the  first  week  of 

nuary  saw  the  sale  of  $6  bil- 

n  of  investment-grade  cor- 

rates,  with  an  additional  $14 

lion  lined  up  for  the  second 

;ek,  says  Milhaupt.  By  con- 

ist,  in  the  period  shortly  af- 

•  Thanksgiving,  bond  issues 

d  slowed  to  about  $4  billion 

week  from  a  pace  of  about 

)  billion. 

In  the  junk-bond  market, 

yers  are  being  more  picky 

i  shunning  companies  with 

tually  no  cash  flow.  They 

i  still  smarting  from  the 

ik  market's  worst  year  in  a 

:ade.   Despite  interest   coupons   of 

%,  total  returns  in  2000  worked  out 
a  loss  of  5.1%  on  Merrill  Lynch's 
h-yield  index.  The  yield  to  maturity 

yearend  was  13.9%. 

\  big  reason  for  the  trouble  in  the 
k-bond  market  last  year  was  the  de- 
le  in  prices  for  stocks  of  telecom 
rtups,  says  Kingman  Penniman,  pres- 
nt  of  kdp  Investment  Advisors  Inc.,  a 

|  h-yield  research  firm.  Telecom  issues 
L  ke  up  almost  20%  of  the  $267  billion 
™  arket  of  public  issues.  Without  the 
prospect  of  more  stock  is- 
sues to  raise  the  addi- 
tional money  needed 
to  build  out  fledgling 
wireless     and     local 


networks,  telecom  bonds  sank  to  dis- 
tress levels,  foretelling  a  rise  in  defaults. 
Although  many  telecom  issues  are  still 
being  left  for  dead,  other  sectors  of  the 
junk  market  have  perked  up.  Well-es- 
tablished cable  company  Charter  Com- 
munications Inc.  sold  $1.75  billion  worth 
of  bonds  on  Jan.  5,  twice  as  much  as 
originally  planned.  The  Charter  sale  alone 
amounts  to  half  as  much  as  the  total 
$3.3  billion  junk  debt  issued  the  final 
three  months  of  2000,  by  Penniman's 
count.  "The  last  three  months'  issuance 
was  almost  nonexistent,"  he  says.  That  so 
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little  debt  was  being  sold  is  amazing,  be- 
cause junk  investors  collect  more  than  $3 
billion  a  month  in  interest  alone,  not  to 
mention  repayments  of  matured  bonds. 

Corporate  markets  were  so  quiet 
around  Thanksgiving  that  it  was  hard  to 
find  anyone  to  trade  with,  says  Swanson 
of  MFS.  Whereas  he  had  easily  been  able 
to  trade  $10  million  worth  of  bonds  ear- 
lier in  the  year,  buying  even  $500,000 
worth  from  dealer  inventories  became 
an  accomplishment. 

Wall  Street  dealers  "weren't  willing 
to  position  either  way,"  says  Swanson. 
The  finger-pointing  goes  the  other  di- 
rection, too:  Milhaupt  says  portfolio 
managers  chose  to  pile  up  cash  near 
the  end  of  the  year  rather  than  take 


new  risks  in  the  declining  market. 
To  be  sure,  part  of  the  revival  in  cor- 
porate issues  is  a  seasonal  effect.  Late 
in  every  year,  fund  managers  and  Wall 
Street  dealers  back  away  from  risks  to 
protect  their  performance  for  the  year. 
In  the  investment-grade  market,  there 
were  unusually  good  results  from  2000 
to  shelter.  The  total  return  for  the  year 
on  Merrill  Lynch's  corporate  master  in- 
dex was  9.14%.  But  the  more  impor- 
tant change  stems  from  the  spreading 
view  that  creditworthiness  will  improve 
from  here  with  the  Fed's  support  for 
-    the  economy. 

CLOUDY.  In  the  future,  addi- 
tional improvements  in  the 
corporate  markets  probably 
won't  come  easily — or  benefit 
all  companies.  For  one,  the 
junk  market  still  needs  a  clear 
reversal  in  the  trend  of  net 
redemptions  from  junk-bond 
mutual  funds.  There  were  re- 
ports of  a  slight  net  inflow  the 
first  week  of  January,  but  that 
was  against  net  redemptions 
in  all  but  one  of  the  last  dozen 
weeks  of  2000.  "We've  got  to 
get  that  turned  around,"  says 
Martin  S.  Fridson,  chief  high- 
yield  strategist  at  Merrill 
Lynch.  Only  companies  with 
reliable  cash  flow,  such  as  ca- 
ble outfits,  can  raise  money 
now.  "Any  industrial,  chemi- 
cal, telecom,  or  company  with 
any  taint  cannot  finance  in  this 
market,"  says  Swanson.  Still, 
the  Charter  bond  sale  shows 
investors  do  have  a  taste  for 
bonds  of  the  more  credit- 
worthy companies. 

Even  investment  grade  fund 
managers  are  leery  of  holding 
issues  that  a  fragile  economy  may  sud- 
denly deliver  to  the  headlines  of  fail- 
ure, says  Swanson.  The  risk  has  been 
driven  home  by  the  declines  in  credit- 
worthiness at  Xerox  Corp.  and  Finova 
Group  Inc.,  for  example.  "There  is  a  lot 
of  career  risk"  in  holding  vulnerable  is- 
sues, he  says. 

The  big  issue  is  the  remaining  fear 
about  the  economy.  "There  are  people 
who  are  still  scared"  about  recession 
and  increasing  defaults,  says  Penniman. 
They're  looking  for  confidence  that  the 
economy  will  soon  be  improving.  With 
Greenspan  hinting  he'll  keep  cutting, 
that  reassurance  may  be  as  near  as  the 
Fed's  next  meeting  on  Jan.  30  and  31. 
By  David  Henry  in  New  York 


In  the  junk  market,  telecom  issues  are  still  being 
left  for  dead,  but  other  sectors  are  perking  up 
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ILL  TAKE  A  CD  WITH  THAT 
LIFE  POLICY,  PLEASE 

Insurers  move  into  banking,  but  benefits  are  far  from  certain 


INTEREST 


In  December,  77-year-old  Arthur 
Miller  was  shopping  around  for  some- 
where to  reinvest  $20,000  when  he 
chanced  on  an  unlikely  place — his  in- 
surance company.  The  retired  gas  sta- 
tion owner  from  Elk  Grove  Village,  111., 
found  out  from  his  State  Farm  Mutual 
Automobile  Insurance  Co.  agent  that 
the  insurer  had  started  an  online  bank — 
one  that  offered  6.6%  interest,  federally 
insured,  on  certificates  of  deposit  in- 
stead of  the  4.4%  Miller  was  getting  at 
his  regular  bank.  More  im- 
portant, he  was  pleased 
that  his  agent  took  the  time 
to  explain  the  bank's  prod- 
ucts. "I  was  sick  of  the  lack 
of  service  at  my  bank," 
Miller  says.  So  he  bought 
a  State  Farm  Bank  CD. 

The  Bloomington,  111.,  in- 
surer is  counting  on  just 
that  kind  of  relationship  be- 
tween agents  and  clients  as 
it  embarks  on  an  ambitious 
thrust  into  banking  nation- 
wide. By  yearend,  State 
Farm  Bank  expects  to  be 
operating  in  all  50  states, 
after  a  cautious  11-state 
rollout  last  year  that  has 
already  netted  some  $380 
million  in  assets  and  36,000 
accounts.  "Our  agents'  of- 
fices are  the  physical  loca- 
tions where  customers  get 
introduced  to  the  bank,  and 
that's  a  major  advantage 
we  have  over  traditional  on- 
line banks,"  says  Stan  Om- 
men,  the  bank's  ceo. 

After  a  slow  start, 
American  International 
Group,  Metropolitan  Life, 
and  Allstate  are  also  mov- 
ing into  banking  in  a  big 
way  this  year.  They're  all 
taking  advantage  of  the  Fi- 
nancial Services  Moderniza- 
tion Act  of  1999,  which  tore 
down  the  Glass-Steagall 
Act's  barriers  between 
banks  and  other  financial 
outfits.  But  instead  of  merg- 


ing with  big  banks — as  Travelers  did 
with  Citibank  to  form  Citigroup — many 
insurance  companies  are  spending  hun- 
dred of  millions  to  buy  small  banks  as 
launching  pads  or  have  acquired  thrift  li- 
censes that  will  let  them  start  their 
own  banks  from  scratch. 

Insurers  know  they  can't  sit  idly  by 
and  watch  banks  steal  their  customers 
with  insurance  products  of  their  own.  So 
some  of  the  moves  are  frankly  defen- 
sive. For  instance,  MetLife  bought  the 
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STRATEGY 

Plans  to  roll  out  CDs,  online  bill  paying, 
and  loans  this  year 

Launched  savings  bank  last  May;  expected 
to  acquire  a  financial  services  outfit  soon 

Bought  small  bank  last  August;  will  rename  it 
MetLife  Bank  and  launch  retail  products  by  midyear 

New  Internet  bank  already  has  $475  million  in 
deposits  from  insurance  customers;  will  soon 
begin  marketing  more  broadly 

State  Farm  Bank,  already  active  in  11  states, 
will  offer  bank  products  nationwide  by  yearend 
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tiny  Grand  Bank  of  Kingston,  N.J., 
August  and  intends  to  rename 
MetLife  Bank.  "Getting  into  bankii 
will  give  us  the  ability  to  retain  cu 
tomers  long-term,"  says  Judy  E.  Wei; 
a  MetLife  executive  vice-president  wl 
will  be  the  bank's  chief  executive. 

Industry  execs  with  long  memori 
recall  that  insurers  stubbed  their  to 
when  they  tried  to  offer  savings-bai 
services  in  the  1970s.  But  that  was  in 
stagnant,  high-inflation  era,  long  befo 
automated  teller  networks  and  the 
ternet.  The  public  today  is  more  acci 
tomed  to  banking  remotely,  so  insure 
don't  have  to  set  up  branches,  and  th' 
plan  much  more  aggressive  marketin 
TOUGH  ACT.  Even  so,  some  compan 
remain  deeply  skeptical  that  the  mu 
million-dollar  push  can  succeed.  Ha 
ford  Financial  Services  Group,  for 
ample,  is  avoiding  retail  bank  produ 
altogether.  "You  can't  do  both  [insi 
ance  and  banking]  well,"  says  Ram; 
Ayer,  Hartford's  chairmf 
Cross-selling  of  financ 
services  sounds  easy,  but! 
notoriously  difficult  to  ej 
cute.  Even  at  Citigroi 
which  has  been  working! 
cross-selling  for  two  yef 
now,  success  has  prc\ 
elusive. 

One      insurer      makl 
headway  is  Principal 
nancial     Group     in 
Moines,  Iowa,  which  go| 
jump  by  launching  an 
line  bank  in  February,  1J 
It  has  scooped  up  $475 
lion  in  deposits,  opera] 
40,000  accounts,  and  is 
making  profits.  But  it 
mains  small-fry:  It's  just  I 
552nd-largest  savings  bl 
in  the  U.  S.  Principal  BaJ 
chief  exec,  Steven  J.  Oil 
burg,  now  intends  to  brcf 
en  marketing  beyond 
parent's  insurance  basej 

Whether    insurers 
carve  out  a  large,  profit| 
slice  of  the  banking 
ket  remains  a  big  quest] 
But  if  the  insurers  contj 
to    offer   higher    intej 
rates  and  better  sen 
than     banks,     custoi 
could  wind  up  far  bel 
off.  As  retiree  Miller  f<[ 
with  State  Farm,  it  s(J 
times  pays  to  think  of 
insurance  agent  as  ;i 
teller. 

By  I'ulhin  0 

in  Cliil 
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Make  the  most  of  customer  relationships  in  this  era  of  mobile  e-business.  e-CRM  solutions  from 
Siemens  Enterprise  Networks,  www.siemenscrm.com/hipath 
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Great  customer  service  however  customers  want  it 
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e-CRM  solutions  for  the  phone-fax-e-mail- 
web-mobile-database  marketing  era. 

A  great  call  center  isn't  enough.  A  great  web  site  isn't  enough. 
A  great  field  staff  isn't  enough.  To  keep  customers  -  and  make  a  profit  - 
you  have  to  provide  access  to  your  business  in  all  the  ways  they  want 
it.  With  a  consistently  knowledgeable  response  from  any  system  or 
any  employee. 

Siemens  HiPath  ProCenter  portfolio  gives  you  the  technology,  services 
and  architecture  to  unite  all  your  customer  interaction  tools  into  a 
powerful,  profitable  customer  retention  machine.  From  award-winning 
multimedia  contact  centers  to  solutions  for  your  mobile  field  personnel. 
Learn  more  at  www.siemenscrm.com/hipath 
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COMMENTARY 

By  Emily  Thornton 


WHY  E-BROKERS  ARE  BROKER  AND  BROKER 


Barely  a  year  ago,  online  brokers 
looked  poised  to  take  over  Wall 
Street.  Discounters  E*Trade, 
Ameritrade,  and  Datek  were  sending 
shivers  down  the  spines  of  hidebound 
mammoths  like  Merrill  Lynch  &  Co. 
Their  cheap  trades  drew  in  a  grow- 
ing legion  of  retail  investors.  These 
upstarts  suddenly  seemed  on  track 
to  become  as  highly  valued  as  Wall 
Street  veterans.  By  last  March, 
E*Trade  Group's  $9.4  bil- 
lion market  capitalization 
topped  that  of  Bear 
Stearns  Cos. 

Not  anymore.  These 
days,  it's  the  online  bro- 
kers who  are  trembling. 
On  Jan.  8,  Ameritrade 
Holding  Corp.  laid  off  350 
employees,  14%  of  its 
workforce,  after  announc- 
ing an  expected  first- 
quarter  loss  of  12<2  to  14(2 
per  share,  vs.  analysts' 
estimates  of  5#.  A  week 
earlier,  J.  P.  Morgan 
Chase  &  Co.  halved  its 
Morgan  Online  staff  to 
150.  A  similar  fate  may 
await  most  pure  online 
brokers.  "It  wouldn't  sur- 
prise me  to  see  all  of 
these  guys  announce  lay- 
offs," says  Jaime  Pun- 
ishill,  a  senior  analyst  at 
consultants  Forrester  Re- 
search Inc. 

BRAINLESS  BULLS?  What  went 
wrong?  Consider  a  familiar  Wall 
Street  motto:  Don't  confuse  a  bull 
market  with  brains.  Online  brokers 
and  cheap  trades  were  in  vogue 
when  markets  were  rising.  But  now, 
investors  who  thought  they  knew  it 
all  are  finding  that  they  needed  ad- 
vice all  along.  Many  are  too  scared 
to  make  their  own  trades  and  are 
high-tailing  it  out  of  the  markets.  Or 
they  are  scrambling  to  find  a  good 
adviser.  The  trend  is  punishing  dis- 
count brokers,  who  need  transactions 
to  survive  and  have  little  advice  to 
give.  "The  current  [online  broker] 
model  is  inadequate  for  the  pres- 
sures they  are  facing  now,"  says  Eric 
J.  Rajendra,  global  head  of  e-financial 


services  at  consultant  A.  T.  Kearney. 

Of  course,  traditional  brokers  have 
also  suffered  severe  blows  from  the 
turbulent  stock  market.  But  with 
deep  pockets,  they  are  poised  to 
wreak  revenge.  They're  set  to  bury 
or  buy  any  online  broker  that  insists 
on  slogging  it  out  as  a  transaction- 
oriented  business.  So  the  online 
crowd  needs  partners  to  build  up 
competitive  research  and  advisory 


In  tougher  times,  investors  want  the 
expert  advice  online  firms  can't  give 

THOSE  WERE  THE  DAYS:  AN  OLD  TV  AD  FOR  AMERITRADE 


services  quickly.  E*Trade,  for  exam- 
ple, tied  up  with  Ernst  &  Young  last 
year.  The  pure  online  discount  bro- 
ker is  dead.  "There  will  be  a  time 
when  the  term  'Internet  brokerage' 
is  no  longer  relevant,"  predicts  Julio 
Gomez,  chairman  of  online  researcher 
Gomez  Inc. 

A  devastating  shakeout  among  the 
nation's  140  or  so  online  brokers  lies 
ahead.  "We  think  you  need  five  to 
ten."  says  Henry  McVey,  financial- 
services  analyst  at  Morgan  Stanley 
Dean  Witter. 

Analysts  figure  that  online  brokers 
are  geared  up  to  handle  a  total  of  L.2 
million  trades  a  day.  But  since  the 
stock  market  started  its  lengthy  de- 
cline last  spring,  online  brokers'  daily 


trades  have  dropped  30%,  to  834,000, 
according  to  investment  bank 
Robertson  Stephens  Inc. 

The  pain  is  particularly  acute  for 
discount  online  brokers,  since  they 
are  such  young  companies.  The  end 
of  dot-com  euphoria  combined  with 
the  rapidly  rising  cost  of  acquiring 
new  clients  online  is  putting  a  seri- 
ous dent  in  their  revenue  growth 
and  in  their  ability  to  raise  funding 
to  expand.  "It's  a  double 
whammy,"  says  Richard 
H.  Repetto,  online  broker- 
age analyst  at  Putnam 
Lovell  Securities  Inc. 
LAST  LAUGH.  But  Wall 
Street  itself  is  also  learn- 
ing some  harsh  lessons 
from  its  forays  into  the 
online  world.  J.  P.  Morgan 
laid  off  marketing  person- 
nel partly  because  it  dis- 
covered that  while  Mor- 
gan Online  helps  its 
private  bankers,  even  its 
comprehensive  online  ad- 
vice offerings  aren't  a 
surefire  draw  for  droves 
of  millionaire  Net-savvy 
clients.  A  recent  For- 
rester Research  study 
shows  that  despite  ag- 
gressive marketing,  only 
4%  of  3,500  millionaires 
have  visited  J.  P.  Morgan's 
Web  site,  vs.  28%  who 
have  seen  E*Trade. 
Nevertheless,  traditional  Wall 
Street  firms  may  have  the  last  laugh. 
Their  broader  Net  offerings  make  it 
increasingly  difficult  for  the  online 
crowd  to  steal  clients  away.  And,  like 
it  or  not,  the  Net  has  become  a 
mandatory  component  of  financial  ad- 
vice. Hence,  J.  P.  Morgan,  Merrill 
Lynch,  Morgan  Stanley  Dean  Witter 
Goldman  Sachs,  and  Credit  Suisse 
First  Boston  are  all  investing  heavily 
in  sophisticated  online  offerings. 
Short  of  a  huge  boom  in  stock 
trading,  the  online  brokers'  woes  arc 
set  to  endure.  That  means  if  they 
can't  beat  Wall  Street's  Old  Economy 
firms,  they'll  have  to  join  I  hem. 

Thonitov  carers  Wall  Slrrrll 
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ANYWHERE. 

Introducing  the  Compaq  MP2800  Microportable  Projector.  At  just  2.5"  wide,  it's 
the  smallest  in  the  world.  The  tiny  size,  however,  hasn't  come  at  the  expense  of 
performance  or  features.  The  MP2800  has  an  all-digital  display  and  900  lumens 
of  brightness  so  your  presentations  are  always  vivid,  clear,  and  above  all 
memorable.  And  by  the  way,  it's  just  three  pounds.  The  MP2800  Microportable 
Projector.  It's  technology  that  frees  you  to  move,  and  move  people.  To  learn  more 
about  the  Compaq  MP2800  (also  available  bundled  with  Compaq  Armada  note- 
books), call  1-800-AT-COMPAQ  or  visit  compaq.com/products/projectors. 
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ACROSS 

L  Levi  Strauss  chairman 
5.  Political  suffix 
9.  Retail  complexes 

14.  Mean  sort 

15.  Proofreader's  mark 

16.  From  the  Pacific  Rim 

17.  Economic  contraction 

19.  Nikkei  225  company 

20.  Take  as  one's  own 

21.  Best-seller  in  bear  markets 

23.  Bob  Rubin,  in  the  70s 

24.  Lose  energy 

26.  Toward  the  dawn 


28.  Statistical  calculation:  Abbr. 
31.  Motorola  products 
34.  " pinch  of  salt..." 

38.  Zero 

39.  Calabrian  currency 

40.  Original  name  of  Xerox 

42.  Big  name  in  building  materials 
44.  Make  a  mistake 

46.  Doom's  partner 

47.  "American " 

(see  page  at  right) 

49.  Wine's  bouquet 

51.  Vitamin-label  info:  Abbr. 

52.  Equity-building  perk:  Abbr. 

53.  Home  of  Crayola  Crayons 


55.  D.C.  VIP:  Abbr. 

56.  Chair  part 

58.  Driller's  degree:  Abbr. 

60.  Freight  weight 

63.  Lawn-care  brand  sold  by 
Monsanto  to  Scotts 

66.  Examination  of  a  sort 

70.  Whirlpool  competitor 

72.  One  of  Honeywell's  businesses 

74.  Ricoh  rival 

75.  Hammer  part 

76.  Genesis  setting 

77.  Nautical  speed  unit 

78.  Capitol  _ 

79.  Some  wines 


DOWN 

1.  Circle  dance 

2.  Matured 

3.  Oil  company  bought  by 
BP  Amoco 

4.  Flows  slowly 

5.  S&L  offerings:  Abbr. 

6.  Mutual  fund  of  a  sort:  Abbr 

7.  Lotion  additive 

8.  Legal  _ 

9.  One  of  Federated's  chains 

10.  Film-speed  abbreviation 
1L  Code  name  for  an  '80s  Apple 

12.  Hideout 

13.  Stuck-up  sort 
18.  Desktop  device 
22.  Short  race 
25.  Moo  goo pan 

27.  Lofty 

28.  Secret  motive 

29.  Melissa,  for  one 

30.  Flonase  maker 

32.  Test  for  college  seniors:  Abbi 

33.  Has  coming 

35.  Entryways 

36.  Semiconductor,  for  example 

37.  Jingle  writer 
41.  Pre-meeting  preparations 
43.  Trophy  shapes 
45.  Deteriorate 
48.  Fiscal  period 
50.  Lawn  material 
54.  Add  a  file  to  an  e-mail 
57.  Banking  business 

59.  _  NOW  account 

60.  Course  of  action,  so  to  spec 

61.  Mideast  sultanate 

62.  It  means  "billionth" 

64.  Prefix  for  port  or  pad 

65.  Type  of  vaccine 

67.  Miami- County 

68.  On  the  rocks 

69.  Change  for  a  50 
71.  Whether  or  _ 
73.  Symbol  of  wisdom 


For  answers  to  this  puzzle: 

Turn  to  page  99  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 

www.businessweek.com  (URL:  www.businessweek.com/adsection/puzzlesbylincoln/index.htrn) 
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sterling  silver  flatware. 

A  19th  century  mahogany  bookcase. 
A  grandfather  clock  that  can't  even  keep  time. 


Define  luxury  for  yourself. 
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*  |  Luxury  isn't  bound  by  rules.  Which  means  the  Control  Trac  4WD  system 
8  100  pounds  of  towing  capacity  will  serve  you  well  even  if  shopping  is  your 
(of  an  extreme  sport.  Visit  lincolnvehicles.com,  or  call  800-688-8898.  ' 


AMERICAN        LUXUR 


Media 


On  a  Monday  morning  last  June, 
the  650  employees  of  the  maga- 
zine company  Gruner+Jahr  USA 
Publishing  made  their  way  across 
the  street  from  their  midtown  Manhattan 
offices  to  the  Grand  Hyatt  Hotel.  The 
event  was  a  meet-and-greet  with  the 
new  boss,  who,  much  to  their  surprise, 
was  standing  in  the  doorway  of  the  hall, 
shaking  every  employee's  hand.  At  that 
inaugural  breakfast — now  referred  to  by 
workers  as  "bagels  with  Brewster" — 
g+j's  new  ceo,  Daniel  B.  Brewster  Jr.,  of- 
fered up  a  few  more  surprises. 

The  son  of  a  former  Democratic  U.  S. 
Senator  from  Maryland  who  knew  a  few 
things  about  pressing  the  flesh,  Brew- 
ster, 45,  told  his  staff  that  the  compa- 
ny's multilayered  management  structure 
would  thenceforth  be  history:  His  door 
would  always  be  open.  He  explained  that 
his  mandate  was  to  transform  the  U.S. 


magazine  unit  of  German  conglomerate 
Bertelsmann  (with  mostly  lethargic 
women's  titles  such  as  McCaU's  and 
Family  Circle)  into  one  of  the  premier 
publishers  in  the  U.S.  Finally,  he  said, 
the  historically  tightfisted  company  would 
spend  freely  to  make  G+J  dominant. 

Brewster  wasn't  kidding.  In  the  en- 
suing six  months,  the  former  chief  of 
American  Express  Publishing 
Corp.  has  shelled  out  more 
than  $600  million  buying  mag-    • 
azines,  revamping  old  ones, 
hiring  talent,  and  establish- 
ing an  incubator  to  launch 
new  titles.  The  only  thing  his 
German  bosses  asked  in  re- 
turn for  giving  him  autono- 
my to  run  g+j  USA,  say  in-  ■ 
siders,  was  to  double  the  size 
of  the  company  in  five  years.  STEEP:  One  title 
"I  think  he  thought  they  said  for  $842  million 


CEO  BREWSTER:  On  a 

tear  at  Gruner+Jahr 

five  months,"  says  one  g 
executive. 

That's  because  Brewst 
has  taken  the  barely  visil 
magazine  group  and  giv 
it  buzz  in  short  order,  es] 
daily  with  the  hefty  $3 
million   he   paid   for   Ft 
Company     in     Decemb 
Brewster  is  testing  a  n 
magazine,  Friday,  for  p 
fessional  women  in  their  ! 
and  30s,  expected  to  app< 
later  this  year.  "What  I 
doing  is  not  for  the  faint 
heart.  It's  very  competitn 
says  Jack  Kliger,  ceo  of  ri 
Hachette  Filipacchi  Ma 
zines  Inc.  "My  job  is  not 
make  it  easy  for  him.  Bi 
do  envy  his  war  chest." 
BOLD  GAMBLE.   Still,  Bre 
ster's  bold  moves  come 
advertising  spending  is  sl< 
ing  and  publishers  are  fh 
ing  hiring  and  shuttering 
ties,  the  latest  victim  be 
Hachette's  George.  So 
Brewster's  full-on  expant 
plans  at  the  peak  of 
market  a  kamikaze  missi 
Brewster  insists   he's 
crazy.  First,  he  believes 
ad  downturn  is  not  goinj    . 
be  devastating.  "People 
still   want   to   read   m 
zines,"  he  says.  And,  Br 
ster  adds,  his  plans  to 
duce    reliance    on    mo 
women's  titles  and  broa 
out  to  include  emerging 
panies,  family,  and  teen  lifestyle,  will  ; 
G+J  a  stronger  base  to  weather  do 
turns.  So  while  his  rivals  retrench,  Bi 
ster  "is  gambling  big,"  says  maga 
consultant  Samir  Husni.  "Either  he 
big  or  he  loses  big." 

At   Bertelsmann,  the  brass  fij 
there's  little  choice  but  to  plunge  ii 
leader  worldwide  in  book  publishing 
dio,  TV,  and  music,  and  whose 
Mothering  the  interne!  storm      ropean  magazine  divisio 
No.  1  in  that  region,  Ber 
mann  saw  its  U.S.  magaz 
as  laggards.  With  revenue 
less  than  $1   billion,  G+J 
ranked  No.  7,  way  behind  I 
era  such  as  Time  Inc.  and  C 
Nast.  Since  taking  over  as 
telsmann  ceo  in  1998,  Th< 
MiddelhofFs  edict  for  his  ex 

fives  has  been:  Be  No.  I  or 
in  your  markets.  The  barely 


\ 
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.  able  G+J  rsA  didn't  measure  up.  So 
hen  G+J  USA  CEO  John  Heins  left  in 
ebruary,  Bertelsmann  went  looking  for 
mover  and  shaker.  With  $7  billion  in 
ish  after  selling  a  stake  in  America 
nline  Inc.,  the  privately  held  Bertels- 
ann  had  plenty  to  throw  at  the  plan. 
Brewster  immediately  became  a  top 
jididate.  After  an  earlier  career  as  a 
urnalist  that  included  a  stint  as  a  CNN 
rrespondent,  he  jumped  to  the  busi- 
es side  in  1985,  rising  through  the 
nks  at  Time  Inc.  In  1993,  he  was  ap- 
dnted  CEO  of  American  Express  Pub- 


SHAKING  IT  UP  AT  G+J 

Daniel  Brewster,  chief  of  Gruner+Jahr  USA, 
has  made  big  moves  in  his  first  six  months: 

ACQUISITIONS  Bought  small-biz  mag  Inc.  for 
>200  million  in  June  and  New  Economy  title 
Tast  Company  for  $342  million  in  December. 
ticking  the  tires  at  Entrepreneur. 

IEDESIGNS  Fitness,  Homestyle  (formerly 
\merican  Homestyle  &  Gardening),  Child,  and 
'Wl  have  all  had  face-lifts — larger  formats, 
older  colors,  and  reorganized  departments. 

tELAUNCHES  Ailing  McCall's  is  being  reborn 

s  Rosie  in  a  50-50,  $20  million  partnership 

'ith  TV  talk-show  host  Rosie  O'Don- 

ell.  The  new  magazine,  which  will 

sature  more  stories  about  celebri- 

es,  motherhood,  and  pop  culture, 

ill  appear  in  April. 

AUNCH  A  new  magazine  titled 
riday,  geared  toward  professional 
omen  in  their  20s  and 
Os  and  with  an  empha- 
s  on  fashion,  beauty, 
;x,  and  entertaining, 
■ay  be  launched  later 
lis  year. 

DATA:  GRUNER+JAHR,  BUSINESS  WEEK 


motions  on  TV  will  improve  the  maga- 
zine's plight.  While  most  magazines  were 
reporting  record  numbers  of  ad  pages 
in  the  past  year  or  two,  McCall's  had 
lost  18%  of  its  ad  pages  since  1996. 
PRETTY  PENNY.  Then  came  Brewster's 
biggest  play,  when  he  bought  the  New 
Economy  magazine  Fast  Company,  with 
a  circulation  of  about  680,000,  for  $342 
million  from  publisher  Mortimer  B.  Zuck- 
erman.  The  price  tag  goes  up  an  addi- 
tional $150  million  if  the  magazine  hits 
certain  performance  targets  over  five 
years.  Time  Inc.  and  Conde  Nast  also 
were  interested  in  the  five- 
year-old,  award-winning  mag- 
azine. Still,  the  price  left  many 
aghast.  Indeed,  Brewster  paid 
$342  million  up  front  for  a 
single  title,  whereas  Time  Inc. 
months  before  paid  $475  mil- 
lion for  the  26  titles  making 
up  Times  Mirror  Co.'s  maga- 
zine unit,  notes  Will  Iselin,  a 
director  of  London  investment 
bank  arc  Associates.  Counters 
Middelhoff:  "It's  the  price  you 
pay  for  strategic  entry."  And 
Brewster  argues  that  Fast 
Company  is  not  just  a  maga- 
zine: It  has  conferences  and 
books,  and  it's  viewed 
as  a  movement. 


ling   and   was    BROADER: 
led  for  launch-   The  new 

new     titles   lineup 
vel  &  Leisure   aims  for  a 
nily  and  t&l  wide,  stable  readership 

f.   When   ap-  

ached  by  Bertelsmann,  Brewster 
3  the  idea  of  a  turnaround  intrigued 
.  "My  impression  was  of  a  sleepy 
ipany  that  was  underfunded,"  he  re- 
3.  After  winning  promises  that  he 
id  run  things  his  own  way,  Brew- 
signed  on.  In  just  a  month,  he  had 
>ped  up  Inc.,  a  magazine  about  small 
'inesses,  for  $200  million. 
I  November,  Brewster  announced  he 
relaunching  the  125-year-old  women's 
McCall's  in  April  as  Rosie,  a  vehicle 
talk-show  host  Rosie  O'Donnell  that 
incorporate  more  celebrity,  mother- 
e*1 1,  and  pop-culture  stories.  Brewster  is 
ng  O'Donnell's  cachet  and  her  pro- 


There's  a  real 
sense  of  Zeit- 
geist with  this," 
he  says. 

Brewster 
claims  the  num- 
bers look  good, 
too.  He  predicts 
operating  profits 
will    grow 
from  $16  mil- 
lion in  2000 
to  $32  million 
this  year,  as 
the  magazine 
expands  from 
11  issues  to  12 
with  three  ad- 
ditional special 
issues.  But  ana- 
lysts are  doubtful.  The  195  ad  pages  in 
Fast  Company's  December  issue  are 
down  21%  from  the  December,  1999,  is- 
sue, and  further  declines  are  predicted 
for  the  industry,  according  to  Media  In- 
dustry Newsletter.  Brewster  adds  that 
Inc.  and  Fast  Company,  both  based  in 
Boston,  can  save  up  to  $5  million  a  year 
by  combining  purchasing,  subscription 
acquisitions,  and  back-office  operations. 
Brewster  will  need  all  the  savings  he 
can  get.  If  timing  is  everything,  he  may 
be  setting  off  on  his  mission  just  as  the 
slowing  economy  makes  empire-build- 
ing harder  than  ever. 

By  Tom  Lowry  in  New  York 
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RETIREMENT, 

UNDERSTANDING 

GASH  FLOW, 

JUNK  STOCKS 


A  Better  Way  to 
Size  up  Your  Nest  Egg 

"Monte  Carlo"  models  simulate  all  kinds  of  scenarios 


BY  CHRISTOPHER  FARRELL 

fhat  will  your  portfolio  be  worth  when 
[you  stop  working?  Financial  planners 
usually  answer  the  question  by  taking 
a  current  portfolio,  making  an  estimate 
of  future  savings,  and — most  impor- 
tant— plugging  in  a  long-term  rate  of 
return  on  those  assets.  For  instance, 
using  historic  data,  a  10%  return  on  a  portfolio 
comprised  of  mainly  stocks  is  a  common  as- 
sumption. Problem  is,  this  widespread  method  re- 
lies on  average  returns.  The  flaw  with  using  av- 
erages is  that  Lake  Erie  never  freezes  and  stock 
market  returns  don't  fluctuate. 

Now  a  more  sophisticated  alternative  is  working 
its  way  into  financial  plan- 
ning. Using  computer  soft- 
ware or  a  Web-based  pro- 
gram, you  can  calculate  the 
probability  of  achieving  your  goals  through  a 
"Monte  Carlo"  simulation  (table).  Monte  Carlo  is  a 
mathematical  model  for  computing  the  odds  or 
probability  of  an  outcome,  such  as  the  value  of 
your  nest  egg  at  retirement,  by  testing  thousands 
upon  thousands  of  possible  results.  "What  is  the 
last  thing  you  do  before  you  climb  on  a  ladder? 
You  shake  it,"  says  Sam  Savage,  senior  research 
associate  at  Stanford  University.  "And  that  is 
Monte  Carlo  simulation."  Adds  economist  and  No- 
bel laureate  William  Sharpe:  "The  central  premise 
is:  Yes,  Virginia,  there  is  risk  in  investing,"  a  con- 
cept long-term  averages  don't  always  capture. 
STARTLING  RESULTS.  Certainly,  the  technique  is 
an  eye-opener.  Savage  uses  this  example:  A  re- 
cent retiree  has  a  $200,000  portfolio  invested  in 
the  Standard  &  Poor's  500-stock  index,  and  she 
would  like  to  tap  into  that  sum  over  a  20-year 
period.  How  much  can  she  withdraw  each  year? 
Since  the  S&P  has  had  an  average  annual  return 
of  about  14%  since  1952,  her  adviser  suggested 
taking  out  some  $32,000.  However,  the  risk  of 
hitting  a  string  of  bad  years  early  on  can  easily 
upset  the  estimate.  For  instance,  if  she  started 
her  $32,000  withdrawals  during  a  period  as  bad 
as  the  stock-market  returns  of  the  mid-1970s, 
she  would  run  out  of  money  in  eight  years. 
"What  traditional  planning  ignores  is  the  timing 
of  the  returns,"  says  Joel  Goldhirsh,  principal 
at  the  financial  planning  firm  Goldhirsh  &  Gold- 
hirsh in  Irvine,  Calif.  A  Monte  Carlo  analysis 
would  highlight  some  of  the  problems  that  might 
arise  in  a  down  market. 

Monte  Carlo  simulations  have  been  around 


iif 


Retirement  Planning 


for  more  than  50  years,  but  only  with 
advances  in  low-cost  computing  power 
have  they  expanded  beyond  the  sci- 
entific community.  Financial  Engines, 
a  Web-based  financial-planning  ser- 
vice, takes  a  Monte  Carlo  approach, 
as  does  the  retirement  income  cal- 
culator built  by  mutual-fund  manager 
T.  Rowe  Price  Associates.  Says  Moshe 
Arye  Milevsky,  finance  professor  at  York  U 
versity  in  Toronto:  "In  five  years,  all  financ 
planning  will  Monte  Carlo." 

Of  course,  probability  is  a  centuries-old  co 
putational  technique.  The  mathematics  behi 
Monte  Carlo  came  out  of  the  Manhattan  Proj 
to  build  the  atomic  bo: 
during  World  War  II 
work  is  largely  credil 
to  Stanislaw  Ulam, 
Austrian-born  mathematician,  along  with  cc 


he 


puter  pioneer  John  von  Neumann.  The  simi  f 
tions  offered  a  way  of  arriving  at  approxim 
solutions  to  troubling  problems  associated  w 
random  neutron  diffusion  in  nuclear  mater  N 
Ulam  named  the  method  "Monte  Carlo"  afte 
relative  fond  of  sneaking  off  to  Monaco's  cash  ' " 

When  it  comes  to  financial  planning,  a  Mo 
Carlo  simulation  takes  into  account  retur 
volatility,  correlations,  and  other  factors,  all  ba 
on  historical  statistical  estimates.  That's  simila  inn 
the  traditional  financial-planning  approach.  Mc  ! 
Carlo  programs  generate  millions  of  differ  ! 
scenarios  by  randomly  changing  a  componen  u  in 
each  run,  such  as  return.  For  example,  100, 
runs  of  50-year  simulations  using  monthly 
turns  involves  300,000,000  separate  monthly 
culations,  according  to  William  Bernstein, 
tor  of  Efficient  Frontier,  an  online  journal, 
program       starts 

Will  You  Have  E 


generating  the 
odds  of  reaching  a 
particular  outcome 
once  the  scenarios 
are  generated.  The 
results  can  be 
startling.  For  in- 
stance, a  straight- 
forward calculation 
for  a  40-year-old 
with  a  $300,000 
portfolio  matching 
the  overall  market 
in  a  401(k)  shows 


A  40-year  old  male  earn  B 
a  year  and  contributes  i  Unm 
mum  to  a  401(k),  which  | 
ed  in  stock  and  bondfm  ] " 
$300,000.  His  annual  ex 
return  is  9.43%.  He  hop 
at  65  with  an  income  oj 
in  today's  dollars  (inch 
Social  Security).  The  pi  bluing; 
are  adjusted  for  inflatii 


■Oft 


100  Bi/ 


«.    I 


he  can  easily 
eve  a  goal  of  retir- 
on    $120,000    a    year 
le).  But  a  Monte  Carlo  simula- 
by  Financial  Engines  figures  that 
worker  has  only  a  40%  chance  of  reaching  his 
st  retirement  income.  If  he  doesn't  like  those 
I  then  he  will  need  to  take  greater  risks 
his  retirement  portfolio  or  start  saving 
^  I  money 
ATTITUDE."  Clearly,  Monte  Carlo  represents 
nprovement  over  traditional  methods  of  fi- 
ial  planning.  Nevertheless,  as  with  any  fil- 
ial model,  the  results  are  sensitive  to  un- 
dng  assumptions.  Milevsky  points  out  that  a 
:e  Carlo  simulation  with  500  to  1,000  events 
dn't  have  generated  the  stock-market  crash 
87.  The  program  would  have  needed  100,000 
ore  simulations  to  come  up  with  an  event  as 


;n  using  traditional  financial  planning... 

.,700,000 
23,000 
MAKING  INCOME  GOAL  100% 

LS  SHORT  WITH  A  MONTE  CARLO  SIMULATION 

,440,000  (with  a  5%  chance  of 
)  and  a  5%  chance  of  $3,420,000) 
07,000  (with  a  5%  chance  of  $53,000 
chance  of  $228,000) 
MAKING  INCOME  GOAL  40% 

DATA:  FINANCIAL  ENGINES,  BUSINESS  WEEK 


extraordinary  as  the   1987  market  crash. 

And  some  events  are  beyond  the  model's  abil- 
ity to  predict  them.  The  brainy  sorts  at  Long- 
Term  Capital  Management,  the  hedge  fund  that 
imploded  during  1998,  employed  sophisticated 
probability  models.  But  those  models  failed  dra- 
matically during  a  financial  calamity  that  was 
triggered  by  a  default  in  Russia.  That's  a  warn- 
ing that  this  high-tech  planning  is  not  foolproof. 
Says  Ross  Levin,  president  of  Accredited  In- 
vestors in  Minneapolis:  "My  concern  is  that  peo- 
ple are  using  Monte  Carlo  as  a  certainty  test.  It 
isn't.  It's  a  probability  test." 

What's  more,  thinking  about  probabilities  isn't 
all  that  easy.  What  is  the  difference  between  a 
65%  and  a  75%  chance  of  achieving  your  retire- 
ment goal?  Is  65%  acceptable? 

Despite  these  cautions,  a  Monte  Carlo  simula- 
tion is  a  far  more  realistic  measure  of  financial 
risk  and  reward  than  any  of  the  traditional  fi- 
nancial planning  alternatives.  Even  more  impor- 
tant, Monte  Carlo  gets  people  thinking  about 
investment  and  long-term  planning  in  terms  of 
probability  rather  than  certainty.  "It  may  be 
less  a  mathematical  model  and  more  an  atti- 
tude," says  Greg  Anderson,  professor  of  mathe- 
matics at  the  University  of  Minnesota.  And  once 
you  think  through  the  odds,  you  can  make  a 
smarter  calculated  bet.  □ 


Monte 

Carlo 

Resources 


ANALYCORP 
analycorp.com* 

Stanford's  Sam 
Savage  has  books 

and  software  to 
learn  about  Monte 
Carlo  simulations 

DECISIONEERING 
decisioneering.com 

Software  firm 

specializing  in  risk 

analysis,  with  test 

spreadsheets  available 

for  downloads 

FINANCIAL  ENGINES 
financialengines.com 

Financial  planning  Web 

site  makes  projections 

based  on  Monte  Carlo 

simulations 

PALISADE 
palisade.com 

The  ©Risk  Monte  Carlo 

program  works  as  an 

Excel  add-on 

T.  ROWE  PRICE 
troweprice.com 

Retirement  Income 

Calculator  uses  Monte 

Carlo  to  project 

withdrawal  rates 

*Web  sites  start  www. 
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The  Ins  and  Outs 
Of  Cash  Flow 

These  reports  offer  clues  about  companies'  health 


The  cash-flow  statement  is  orj 
nized  into  three  parts.  The  fir 
"cash  from  operating  activities,"  c 
alert  you  to  future  declines  in  sa 
and  earnings  by  signaling  when 
company  is  having  trouble  selli 
inventory  or  collecting  cash  it 
owed,  among  other  things.  The  s 
ond,  "cash  from  investing  activitk  K 
gives  you  lots  of  information,  fr  l£ 
how  much  the  company  earned 
the  stock  market  to  whether 
cutting  back  on  capital  expenditui 
In  part  three,  "cash  from  financ  g 


BY  ANNE  TERGESEN 


|hen  Motorola  announced  on  Oct.  11  that 
fits  earnings  and  sales  would  fall  short  of 
Wall  Street's  expectations  for  late  2000 
and  2001,  the  stock  plunged  19%.  In- 
vestors caught  in  the  sell-off  had  only 
themselves  to  blame.  The  statement  of 
cash  flows  Motorola  published  on  July  31  showed 
inventories  rising  much  faster  than  sales — an 
imbalance  that  often  points  to  softening  demand 
for  a  company's  products. 

Sure,  you've  heard  of  the  balance  sheet,  which 
notes  the  company's  assets  and  liabilities.  You've 
probably  even  looked  at  your  fair  share  of  in- 
come statements,  which  contain  the  profit  and  op- 


A  MAP  OF  THE  GASH-FLOW  STATEMENT 

The  cash-flow  statement  is  divided  into  three  sections. 
Each  details  a  different  source  of  cash  for  corporations. 


activities, 
company 


you 
receives 


CASH  PROVIDED  BY  (OR 
USED  IN)  OPERATING  AC- 
TIVITIES Tells  how  much 
cash  a  company's  busi- 
ness generates  or  uses 
and  contains  clues  to 
how  healthy  earnings  are. 


V 


CASH  PROVIDED  BY  (OR 
USED  IN)  FINANCING  AC- 
TIVITIES Cash  from  or 
paid  to  outsiders — such 
as  banks  or  stockholders. 


can  discover  im, 
infusil  U( 


cash 


k 


erating  earnings  figures  Wall  Streeters 
rely  on  when  assessing  a  stock's  value 
or  a  company's  health.  But  if  you  really  want  to 
put  the  quality  of  a  company's  earnings  to  the 
test,  you  need  to  examine  the  cash-flow  state- 
ment, too. 

The  cash-flow  statement  pulls  data  from  the 
income  statement  and  balance  sheet — and  adds  a 
few  new  items  as  well.  Like  a  corporate  ver- 
sion of  a  bank  statement,  it  tracks  the  cash  com- 
ing into  and  flowing  out  of  a  corporation's  coffers. 


from  outsiders,  such  as  banks  or  shareholder 

Ideally,  a  company's  operations  should  gener  „ 
excess  cash,  while  its  investing  and  financ 
sections  show  negative  cash  balances.  Why'  f 
self-sustaining  business  can  pay  down  debt  an( 
nance  new  investments  internally. 

Now  that  the  economy  is  slowing,  it  is  m  " 
important  than  ever  to  follow  this  least-know  0I 
the  three  financial  statements  publicly  tra  P'1 
companies  are  required  to  release  once  ev 
three  months.  Indeed,  while  the  concept  of  h 
quality  earnings  seemed  quaint  during  the  - 
ternet  stock  craze,  it  is  prized  now  that  con 
nies  are  warning  of  earnings  slowdowns.  L 
FUTURE  RISK.  To  see  why  the  cash-flow  staten  U 
can  shine  a  light  on  earnings  quality,  consider  l  f 
difference  between  the  accounting  rules  ec 
govern  the  cash-flow  and  income  stateme  Dili 
Generally,  companies  record  the  revenue  nyi 
drives  earnings  when  customers  receive  r  use 
chandise — but  before  they  pay.  The  cash-  _ 
statement  reflects  how  much  cash  is  actually 
lected.  So  if  earnings  soar,  but  cash  collect  _ 
stall,  be  wary:  Fu  L, 
earnings  could  be  at  I 
of  being  dragged  dow  < , 
bad  debt. 

To     get     a     feel 
whether    a    compan 
playing   games   with 
earnings,  compare  ne 
come  on  the  income  s 
ment  with  "cash  fron 
erating  activities,"  w 
represents  how  much 
a    company's    opera 
generate     or     cons 
"Generally,  the  closer 
tio  of  those  two  nun 
is  to  one,  the  higher-c 
ty    the    earnings, 
David  Zion,  a  Bear  Stearns  accounting  ana 
Next,  compare  the  rates  at  which  net  in 
and  operating  cash  are  growing.  If  the  two 
mally  move  in  lockstep  but  cash  now  lags, 
terrific  early  warning  sign,"  says  Howard  S 
who  heads  the  Center  for  Financial  Reseai 
Analysis  in  Rockville,  Md.  Before  you  use 
simple  rule,  make  sure  cash  from  operation! 
inflated.  Although  cash  flow  is  harder  to  n 


CASH  PROVIDED  BY 
(OR  USED  IN)  INVESTING 

activities  Cash  used 
to  buy  or  received  from 
selling  stock,  assets, 
and  businesses,  plus 
capital  expenditures. 


summary  lists  cash 
at  the  beginning  and 
end  of  the  period  cov- 
ered by  the  filing,  plus 
the  change  in  cash. 
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HE  HEART  OF  THE  STATEMENT 

:ash  from  operating  activities"  starts  with 
t  income  and  items  that  cause  income  to 
:fer  from  cash.  Then,  it  details  how  changes 
various  assets  and  liabilities  affect  cash. 


NET  income  Most  companies  start  with 
let  income,  from  the  Income  Statement. 


CONSOLIDATED^  ^  ^^ 

(Unaudited) 


-^OO^      1999 


ISION  FOR  UN- 

ctibles  Tells  you 
;uch  the  company 
t  aside  to  cover 
jstomer  debt. 


IENEFIT  FROM 
options  When 
jptions  are  exer- 
employers  get  a 
duction. 


/ables  If  receiv- 
se  faster  than 
ne  company  may 
collecting  all  it  is 
my  rise  in  receiv- 
auses  cash  to  fall. 


OPERATING  ACTIVITIES 

AdlUSTued/noperat,ngactwmes-.  

Deferred  income  taxes,";"."ch  and  development 

(DeCrease).ncrease  in  *c0U™    yand  liabilities 

San^in^er^^tems.net 

Other  adjustments  f^orjca^^^, 


$1,703 
129) 

1,732 


$3,842 

207 

1,308 

2,327 


Changes  in  otner  «vc'-""°        items  .  net ; 


1,483 
132 
1,026 
54 
874 
11 
(2,106) 
.(1,371) 
(368) 
(546) 
(1,299) 
(378) 


(77) 
1,172 
40 
291 
783 
15 
170 
(2,108) 
(1,921) 
570 
(1,727) 
(460) 
(925) 


NESTING  AjaSWP'ES 


'NVENTORIES  Buying  inventory 
quires  cash,  so  when  invento- 
es  rise,  cash  falls. 


ACCOUNTS  PAYABLE  When  lia- 
bilities such  as  this  increase,  a 
company's  cash  balances  do,  too. 
By  delaying  payments  to  credi- 
tors, management  frees  up  cash. 


NET  CASH  PROVIDED  BY  (OR 
USED  IN)  OPERATING  ACTIVITIES: 

The  closer  this  is  to  Net  Income, 
the  higher  the  quality  of  earn- 
ings, generally  speaking. 


e  than  earnings,  it  is  not  immune  to  the 
tcs  companies  use  to  keep  their  books  in  line 
l  Wall  Street's  expectations.  The  gimmicks 
l't  illegal.  But  since  they  can't  be  counted 
o  repeat,  it's  important  to  be  aware  of  them. 
;onsider  Lucent  Technologies.  In  the  nine 
tths  ended  June  30,  it  included  $1  billion  in 

savings  in  the  operating  part  of  its  cash- 
statement  under  "tax  benefit  from  stock 
ons."  The  tax  benefits  from  options  comes 
n  employees  exercise  them.  For  employers, 
counts  as  compensation,  which  is  a  de- 

ible  expense.  Since  they  never  pay  out  any 
for  this  form  of  compensation,  it's  added 

:  to  cash  flow.  David  lice,  whose  Prudent 

r  Fund  often  "shorts"  stocks  or  seeks  to 
'it  from  their  declines,  argues  this  tax  benefit 

;n't  belong  in  the  operating  section  because 

lot  generated  by  operations. 

'When  these  tax  savings  are  excluded,  Lu- 

s  operating  cash  flow — already  negative — de- 

■  instead  of  rises  when  compared  with  the 


same  period  in  1999.  Lucent  is  not  alone.  This 
practice  inflated  the  operating  cash  flow  of  seven 
of  the  biggest  companies  in  the  Nasdaq  100  by 
more  than  10%  in  1999,  Bear  Stearns  says. 

Once  such  adjustments  are  complete,  read  the 
cash-flow  statement  to  see  how  the  company 
makes  and  spends  its  cash.  Lucent's  third-quarter 
statement  follows  the  standard  convention  of 
starting  with  net  income  (table). 

This  is  followed  by  items  that  increase  or  re- 
duce net  income  but  have  no  impact  on  cash. 
Depreciation  is  the  most  common  example.  An 
expense  that  lowers  net  income,  depreciation  is 
an  accounting  technique  that  allows  companies  to 
spread  the  cost  of  big-ticket  items  over  many 
years.  The  expense  is  recorded  long  after  cash 
has  been  spent,  so  the  expense  must  be  added 
back  to  the  cash  flow. 

At  the  heart  of  cash  from  operations  are 
changes  in  assets  and  liabilities.  Accounting  ex- 
perts pay  a  lot  of  attention  to  accounts  receiv- 
able, representing  what  customers  owe  the  com- 


Keep  an  eye  on 
inventories.  If 
they  grow  faster 
than  sales,  it 
might  mean 
demand  is  falling 
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DOES  A  COMPANY  RELY  ON  OUTSIDERS? 

If  a  company's  operations  generate  enough  cash  to 
pay  down  debt  and  finance  new  ventures,  it  can 
grow  without  relying  on  others. 


CAPITAL  EXPENDI- 
TURES Details 
spending  on  the  big- 
ticket  items  needed 
to  maintain  and 
grow  the  business. 


RESTING  ACTIVES 

C3P    1 Tom  the  sale  or 
Proceeds  "°™._iostments 


disposal 


=^ss  »•* and  ew' 


pment. 


NET  CASH  PRO- 
VIDED BY  (OR 
USED  IN)  INVEST- 
ING ACTIVITIES  If 

asset  sales  tip  this 
positive,  it  could 
mean  the  firm  is 
having  trouble 
raising  cash. 


PROCEEDS 
FROM  ISSUANCE 
OF  COMMON 

STOCK  To  raise 
cash,  compa- 
nies can  issue 
stock. 


HMO*  WW*    „ebt 

Dividends  pa,d  stockholder t      

SXorp  d-.stribut.on   o    to  borrowings  -  n(      operati0ns 

IsSgS&m^**  

Net  cash  proved  by  V*  ^  ^  ^  equWalents  of 
Net  (decrease)  increase  »ofvear 

a  rash  equivalents  at  u  s 
Cash  and  cash  q1  penod 

.  rasn  equivalents  at 
Cash  and  casn  bm 


(1,760) 
23 

(567) 

853 

1197) 

250 

32 

(1.366) 


(1,312) 
73 
(756) 
1,197 
(244) 
28 
(76) 
(1,090) 


operations. 


(404) 
61 
1,165 
(190) 

(110) 
522 

(38) 

284 

(976) 

1,686 

$710 


(8) 
1,842 
484 
(160) 
(40) 
806 
2,924 

(5) 

(6281 

27^ 

1,14 

$1,4 


NET  CASH  PROVIDED  BY  (OR  USED  IN)  FINANC- 
ING activities  If  positive,  the  company  relied  on 
outsiders  for  funds.  If  negative,  the  company  may 
have  paid  down  debt  or  bought  back  stock. 


summary  of  where  cash  stood 
at  the  beginning  and  end  of  the 
period,  plus  the  change  in  cash. 


Cash  flow  from 
operations  can  be 
negative  for  a 
short  period,  but 
if  it  doesn't  pick 
up,  bail  out 


pany.  When  receivables  rise  at  a  faster  pace 
than  sales,  the  company  may  be  having  trouble 
collecting  what  it  is  owed.  Since  cash  isn't  flowing 
in  as  it  should  be,  a  rise  shows  up  as  a  negative 
on  the  cash-flow  statement. 
BIG  HIT.  When  inventories  grow  faster  than  sales, 
it  might  mean  demand  is  softening.  Since  buying 
inventory  requires  cash,  an  increase  here  causes 
cash  to  fall.  Conversely,  when  liabilities  such  as 
accounts  payable  increase,  so  do  a  company's 
cash  balances.  By  delaying  payments  to  creditors, 
management  frees  up  cash.  Still,  this  isn't  nec- 
essarily good:  "If  accounts  payable  grows  every 
year,  you  have  to  be  suspicious  that  they  are 
stringing  out  their  customers,"  says  Jack  Ciesiel- 
ski,  author  of  the  Analyst's  Accounting  Observer, 
a  Baltimore-based  publication. 

In  the  third  quarter,  Lucent's  receivables  and 
inventories  rose,  while  its  accounts  payable  de- 
clined. The  result:  a  $8.8  billion  hit  to  cash.  Not 
surprisingly,  Lucent  has  been  struggling.  On 
Dec.  21,  the  company  announced  a  reduction  in 
fiscal  fourth-quarter  sales  of  $(579  million. 


Other  companies  experiencing  deterioral 
inventories  and  receivables  include  Sun 
crosystems  and  Cisco  Systems,  says  Bob  Olst 
manager  of  the  Olstein  Financial  Alert  fi 
Also  on  his  watch  list  is  Symbol  Technologie 

To  be  sure,  negative  cash  flow  from  opi 
tions  isn't  always  bad.  Because  of  the  high  c 
of  building  a  business,  it's  perfectly  norm 
even  desirable — for  fast-growing  companie 
consume  more  cash  than  they  generate, 
cally,  such  companies  tide  themselves  over 
bank  loans  or  equity  sales.  In  other  words, 
run  a  surplus  in  "financing"  cash  flows. 

Still,  if  operating  cash  doesn't  pick  up,  hail 
Eventually,  lenders  lose  patience  with  compi 
whose  operations  hemorrhage  cash.  Just  ask 
rox:  Debt-ridden,  it  is  raising  cash  the  only  w; 
can — by  selling  assets.  When  investing  cash  ll< 
positive  because  of  asset  sales,  "that's  usua 
sick  company,"  Schilit  says.  So  if  you  have 
money  on  Xerox,  think  of  this:  You  could 
bailed  out  a  year  ago  when  the  cash-flow  S 
ment  showed  receivables  rising. 
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National  Software  the  company  that  "Wall  Street  analysts  like  best," 
-The  Wall  Street  Journal.  Rational  Software  the  vendor  selected  by  45  of 
he  USA  Today  e-business  50.  Rational  Software  recognized  by  IDC  as  the 


WHAT  DO  49  OF  THE 

FORTUNE  e-50 
HAVE  IN  COMMON? 


RATIONAL  SOFTWARE. 


ader  in  multiple  segments  of  the  software  development  life-cycle 
anagement  market,  for  four  years  in  a  row1.  Rational  Software  the 
)mpany  that  "Wall  Street  analysts  like  best,"   -The  Wall  Street  Journal. 


lie  Fortune  e-50®  is  a  virtual  "Who's  Who"  of  the  new  Internet  econ- 
IJhy.  From  dot-com  innovators  to  telecom  trendsetters,  the  Fortune 
$0  is  changing  the  way  the  world  does  business.  Small  wonder  that 
I  of  the  e-50  rely  on  Rational  Software  to  transform  the  way  they 
jtlild  software.  They  join  the  thousands  of  companies  worldwide  who 
K.e  realized  significant  improvements  in  software  development  speed 
jjci  quality  by  applying  Rational's  software  engineering  best  practices, 
llified  tools  and  services.  Want  to  build  software  faster  and  better? 
(kit  us  at:  www.rational.c0m/fortune2 


Rational 

the  e-development  company' 


'  Application  Life-Cycle  Management  Forecast  and  Analysis,  2000-2004 

mo  Rational  Software  Corporation.  Rational,  the  Rational  logo,  and  Ratio 
oration  in  the  United  States  and  other  countries.  Fortune  is  a  registered 
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HOUSEHUSBANDS 
UNITE! 


BY  TODDI  GUTNER 


A  strange  thing  started  to  happen  when  Bill 
Higgins,  a  onetime  real  estate  entrepre- 
neur, left  the  business  world  three  years 
ago  to  stay  home  with  his  young  son.  Whenever 
Higgins,  56,  accompanied  his  wife,  Barbara  Cor- 
coran, founder  of  Corcoran  Group,  a  real  estate 
firm  in  New  York,  to  business-related  shindigs, 
he  found  that  the  high-powered  corporate  men 
completely  lost  interest  in  him  the  moment  they 
discovered  he  wasn't  active  in  business. 

Rather  than  take  offense,  Higgins  turned  to 
levity.  He  began  handing  out  business  cards  with 
his  title  listed  as  "spouse."  What  started  as  a 
joke  last  spring  spawned  www.spouseclub.com,  a 
networking  site  for  men  who  are  wed  to  high- 
powered  executives. 

Higgins  and  Corcoran,  51,  who  married  in 


BEING  THERE:  Higgins 
with  son  Tommy,  6, 
and  at  a  play  date 
with  Tommy  and  two 
of  his  friends 


1988,  are  among  the  increasing 
number  of  couples  in  which  the 
woman  is  the  main  breadwin- 
ner. Nearly  30%  of  working 
wives  earn  more  than  their  husbands,  says  a 
study  by  Harvard  University  economist 
Richard  Freeman. 
Issues  arise  for  both  spouses.  Corcoran  says 
it's  the  ultimate  luxury  to  have  a  husband  who 
has  been  totally  available  to  her  and  their  six- 
year-old  son,  but  it  can  be  difficult.  Even  though 
Higgins  is  home,  she's  still  the  social  director, 
housekeeper,  and  meal  planner.  While  at-home 
husbands  may  have  the  time,  "they  don't  typi- 
cally have  the  interest  level  to  do  these  things 
well,"  she  says.  "I'm  exhausted,  running  at  100 
miles  an  hour,  and  he's  strolling  by  at  10." 

Corcoran  says  she  has  learned  to  delegate  re- 
sponsibilities at  home  and  let  go  of  how  well 
they  are  done.  "I  have  to  leave  behind  my  hard- 
charging,   aggressive   work   personality   that 


expects  perfection  at  the   office,"  she  say 

Higgins  says  his  transition  to  househusbar 
has  been  far  from  smooth.  "I  struggled  with  n 
self-esteem  as  my  wife  became  more  succes 
ful,"  says  Higgins.  "I  had  to  figure  out  what 
was  going  to  do  to  get  out  of  the  house." 

Abandoning  the  fast  track  voluntarily  didi 
make  the  transition  any  easier.  "I  didn't  want 
die  with  my  real  estate  boots  on,"  says  Higgii 
who  was  an  FBI  agent  and  U.  S.  Navy  captain  h 
fore  he  turned  to  real  estate.  Two  unrelat 
events  led  him  to  that  conclusion.  First,  a  stint 
the  gulf  war  as  an  assistant  Navy  chief  of  st; 
for  logistics  left  Higgins,  who  was  in  the 
serves,  bored  with  business  and  casting  about  : 
something  else  to  do.  The  birth  in  1994 
Thomas,  his  fifth  child  and  his  first  with  Con 
ran,  sealed  the  decision.  "I  missed  watching  r 
other  four  children  grow  up,  and  I  had  a  seco 
chance,"  he  says.  This  is  the  second  marria 
for  both  Higgins  and  Corcoran. 

Looking  back,  Higgins  says  he  hadn't  p 
pared  for  the  emotional  upheaval  that  came  w 
leaving  the  business  world.  "I  didn't  have  a  < 
finitive  plan,  only  a  concept  of  how  I  woi 
spend  my  days,"  he  says.  Now,  Higgins  str 
tures  each  day  with  regularly  scheduled  ti 
with  his  son  as  well  as  time  to  manage  so 
venture-capital  projects. 

Another  hurdle  Higgins  had  to  overcome  v 
isolation.  That's  the  main  reason  he  founded 
Web  site.  He  realized  that  other  men  were 
similar  situations  but  didn't  have  a  way  to  ri 
work.  The  site  already  has  a  well-visited  mess: 
board  where  members  can  chat  with  others 
a  guest  book  where  visitors  can  post  tr 
thoughts  and  ideas. 

Higgins'  advice  to  men:  Have  a  schedule, 

Higgins'  Web  site,  spouseclub.com, 
is  a  place  where  stay-at-home  men 
can  network,  trade  tips,  and  commiserate 


make  sure  you  continue  to  maintain  a  com 
ment  outside  the  home,  be  it  to  charity  or 
business.  With  Thomas  in  school  full-time,  I 
gins  plans  an  ambitious  undertaking:  He  has 
cided  to  teach  in  the  New  York  public  schools 
two  years. 

For  Corcoran's  part,  she  says:  "I  married 
best  kind  of  man  because  he  is  comfort 
enough  with  himself  not  to  be  threatened 
my  career." 

And  thanks  to  Higgins,  other  men  who  \ 
made  similar  choices  have  a  place  where  they 
talk  about  it. 


hbhudd 

For  hers.online  go  to  www.businessweek.com/inves 


QUESTIONS?  COMMENTS?  E-mail  hers@businessweek.com  or  fax  (212)  512-2538 
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WHAT  SAVIN  IS 

DOING  TO 

MAKE  XEROX  YOUR 

X-DOCUMENT 
OUTPUT  COMPANY. 


You-know-who  would  have  you  believe  that  they're  the  first  and  last  word  in  digital  docu- 
ment solutions.  At  Savin,  we're  working  hard  to  make  you  believe  otherwise. 

After  all,  at  Savin  we  too  have  the  forward-thinking,  award-winning  technology  essential 
to  boosting  productivity  in  today's  digital  offices.  Like  our  fast,  versatile,  connectable  digital 
imaging  systems  that  allow  you  (or  your  workgroup)  to  print,  sort,  duplex  and  staple -right 
from  your  desktop.  And  full-color  digital  imaging  systems  that  turn  electronic  documents 
into  brilliant  hard  copy. 

But  that's  where  similarities  end.  Because  while  it  would  appear  that  Xerox  has  dedicated 
^r  themselves  to  becoming  the  biggest  document  company  on  the  planet,  at 

^■■^^•o    Savin  we're  dedicating  ourselves  to  becoming  the  fastest,  most  responsive, 
most  easy  to  work  with  name  in  the  business.  With  smart,  energetic,  highly- 
trainea  Savin  professionals  willing  to  do  whatever  it  takes  to  give  you  the 
satisfaction  and  service  you  deserve. 

To  find  out  x-actly  what  we'll  do  to  win  you  over,  contact  us  at 
T       1-800-234-1900  or  www.savin.com. 


n 


sai/m 

WE'VE  GOT  WHAT  IT  TAKES  TO  WIN  YOU  OVER a 

SAVIN  CORPORATION.  333  LUDLOW  ST.,  STAMFORD.  CT  06904 
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The  Barker  Portfolio 


NOT  ALL  JUNK  STOCKS 
ARE  GARBAGE 

As  nasty  as  2000  proved  for  most  stock  in- 
vestors, bond  investors  made  money — unless 
they  held  high-yield,  or  "junk,"  bonds.  Talk 
about  nasty.  While  the  average  U.  S.  stock  mu- 
tual fund  returned  0.8%  and  the  average  taxable 
bond  fund  5.4%,  junk-bond  funds  last  year  lost 
more  than  9%,  Morningstar  reports.  Other  than 
technology  and  foreign  stocks,  junk  proved  to 
be  last  year's  best  place  to  lose  money. 

Naturally,  I  expect  a  reversal  of  fortune  for 
junk  this  year.  And  not  just  junk  bonds.  I  see 
stocks  in  companies  whose  balance  sheets  are 
parlous  enough  to  have  sunk  below  invest- 
ment grade  doing  even  better  if,  as  the 
Federal  Reserve's  urgent  moves  to  ease 
credit  imply,  2001  brings  steadily  lower 
lending  rates.  When  junk  bonds  rise,  junk 
stocks  often  jump. 

But  knowing  which  ones  is  no  cinch  for 
amateur  investors.  And  until  now,  there 
haven't  been  a  lot  of  handy  ways  to  bet  on 
junk  stocks.  That's  why  I  was  intrigued  last 
fall  to  find  Fidelity  Investments  laying  plans 
for  something  called  Fidelity  Leveraged 
Company  Stock  Fund  (table).  Run  by  veter- 
an Fidelity  junk-bond  picker  David  Glancy, 
the  fund  opened  just  before  Christmas,  even 
as  junk  bonds  shivered  through  the  worst  of 
a  market  that's  colder  even  than  the  reces- 
sionary freeze  of  1990. 

Is  this  a  case  of  perfect  timing?  "It's  not 
clear  that  it  is  a  good  time  to 
start,"  Glancy  told  me.  "It's  not 
clear  that  it's  not" — which  clearly 
means  Glancy  is  a  shrewd  enough  ~ 
money  manager  to  know  what  he  does- 
n't know  (the  economy's  future  path) 
and  stick  to  what  he  does  know  (com- 
pany credit  analysis). 
A  STAR.  A  former  Standard  &  Poor's 
bond  analyst,  Glancy  joined  Fidelity  in 
1990.  Three  years  later,  Fidelity  hand- 
ed him  the  keys  to  its  main  junk-bond 
fund,  Fidelity  High  Income,  which  he 
drove  to  a  No.  1  rank  during  his  tenure. 
In  1996,  he  moved  to  Fidelity  Capital 
&  Income  Fund,  whose  portfolio  also 
includes  a  few  stocks.  There,  over  the 
past  five  years,  he  has  outpaced  95%  of 
his  peers,  with  a  37.9%  return  vs.  the 
benchmark  index's  24.7%. 

Glancy  sees  Leveraged  Company  as 
a  mirror  image  of  Capital  &  Income. 
The  new  fund  may  hold  bonds  but  will 
be  at  least  65%  in  stocks.  Fidelity 
barred  him  from  disclosing  which 
stocks  he's  buying  now,  but  the  Capital 


BY  ROBERT  BARKER 

Lower  rates  could 
boost  high-yield 
bonds,  and  that 
could  help  shares 
of  the  same 
companies 


&  Income  fund's  portfolio  holds  clues.  Big  n 
cent  holdings  include  EchoStar  Communication 
operator  of  the  satellite-TV  Dish  Network,  an 
telecom  provider  Nextel  Communication 
"There's  a  smorgasbord  of  telecommunic; 
tions/media  companies  out  there  that  had  grar 
plans  and  issued  lots  of  debt  and  lots  of  equit 
too.  They  used  to  have  $20  billion  market  caf 
and  now  have  $2  billion  market  caps,"  he  sai 
"We'll  have  a  good  shot  at  picking  the  ones  th 
will  go  from  $2  billion  to  $50  billion." 

Glancy  also  has  invested  in  such  distress* 
companies  as  supermarket  chain  Pathmai 
Stores  and  garbage  hauler  Allied  Waste  Indu 
tries.  Yet  he  noted  that  unlike  Mutual  Share 
which  made  big  money  in  the  1970s  and  1980s  1 
investing  in  bankruptcies,  the  fund  isn't  inte 
ested  in  "the  rumps  of  companies.  We're  buyii 
real  companies  that  are  growing  earnings." 


New  Player 

Fidelity  Leveraged  Company 
Stock  Fund 


SYMBOL  FLVCX 
OPENED  Dec.  19,  2000 
EXPENSE  RATIO  1.13% 
SALES  CHARGE  None 

MINIMUM  INVESTMENT 

$10,000* 

MANAGER  David  Glancy 

GLANCYS  OTHER  FUNDS 

Fidelity  Capital  &  Income, 
Fidelity  Advisor  High  Income 

PHONE  800  343-3548 

WEB  www.fidelity.com 

*$500  for  retirement  accounts 

DATA  FIDELITY  INVESTMENTS 


GLANCY:  His  new  Fidelity  fund  bets  on  junk  stoci 


Investing  this  way  obviously  has  its  ri 
Capital  &  Income  lost  9.4%  last  year,  sligl 
worse  than  the  average  junk  fund,  in  part 
cause  of  its  modest  position  in  junk  stocks.  J 
the  same,  the  last  time  the  junk-bond  market 
money — 1994,  when  it  dropped  a  bit  more  t 
1% — it  roared  back  the  next  year  with  a  20 
return,  as  measured  by  the  Merrill  Lynch 
Yield  Master  II  Index.  The  losing  year  be 
that — 1990,  when  the  index  sank  4.4% — was 
lowed  by  a  1991  rebound  of  39.2%.  Last  year, 
index  made  its  worst  showing  ever,  sinking  5 

Is  there  a  necessary  reason  history  will 
peat?  No.  But  the  odds  favor  it.  In  the  worl 
junk,  Glancy  told  me:  "It  would  be  difficult  n 
do  well  from  here  over  the  next   18  to 
months."  I  think  he's  right. 


BusinessWeek  online 


For  a  Q&A  with  Glancy,  go  to  barker.online  at  www.bt 
nessweek.com/investor/  or  AOL  keyword:  BW  Dail^ 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (321)  728-1711 
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Get  o  Professional 

Custom  Designed 

LOGO  TODAY! 

AC  Atncx 

-Free:  1-888-869-5646 
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800-733-2191 


JAKE  MONEY  AS  A 

BUSINESS  FINANCE 

CONSULTANT 


ige  Business  Loans  and  Equipment 
s  from  $1,000  to  $10  million.  No  co- 
ding. Work  directly  with  National 
ers.  Unlimited  earnings  potential  and 
jal  income. 
E  45  minute 
o  seminar  and 
malion  packet 

LL  1 -800.336-3933 

Tie  Loan  Consultants,  Inc.^^F 
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USINESS 
'ARTNER 


ed  lawyer  needs  associates  to 
unique  financial  services  to 
clients  lawsuit-proof.  All  the 
appointments  you  can  handle, 
-of-the-art  marketing  tools, 
demand.  Extremely  high  income 
lifetime  residuals  in  multi- 
n  dollar  market.  Candidates 
be  bondable,  have  outstanding 
mces  &  good  communication 
.  24-hr.  recording. 

-800)  653-4497 


The  Leader  in  Distance 
Learninq  for  20  Years 


'Associate-Bachelor»Master«Doctor 

Business  (Mgmt,  HRM.  Health  Care) 

Management  of  Technology, 

Psychology,  Law 

Southern  California  University 

for  Professional  Studies 

1840  E  17th  St  BW,  Santa  Ana,  CA  92705 

800-477-2254  www.scups.edu 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  --  Master's  -- 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  -  Fast  -  Student 

Loans,  www.arrc.org 

800-951-1203 


Business  Services 


Because  You  Heed  Great 
Creative-Ana1  You  Heed 
II  How! 

-DESIGN  =  WEB= PRINT 

■  Brochures  •  Web  Development  ■  Logos 

•  Print  Advertising  •  Direct  Mod.    we  do  il  oil! 
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888.866.8737 


Men's  Footwear 


MEN'S  WIDE  SHOES 


EEEEEEEEE  SIZES  5-13 

•FREE  catalog 
•High  quality 
■  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept.  55A  Hingham,  MA  02043 
1  -800-992-wide   www.wideshoes.com 


Corporate  Gifts/Premiums 


Buy  direct.  Save  direct 

•  Custom  imprinted  promotional  pens 

•  Buy  direct,  save  up  to  25% 

•  Two  business  day 
turnaround  available 

Worldwide  Pens  DIRECT" 


^Por 


Toll  free:  877-510-7367 
Mvww.worldwtdepens.com 


Business  Services 
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WORTH  OF  BUSINESSES  FOR  SALE  BY  OWNERS 
MAJOR  MANUFACTURING  TO  SMALL  RETAIL  SHOPS 
CONVENIENCE  STORES  •  RESTAURANTS  -  MOTELS 
No  Cost  To  Review  Businesses 
1-800-999-SALE  •  www.gwbs.com 
NATIONWIDE  •  To  Buy  or  Sell 
GREAT  WESTERN  BUSINESS  SERVICES,  INC. 


MEN:   BE  TALLER!! 


Tired  ot  being 
short''  Try  our 
quality  footwear 
HIDDEN  height- 
increasing  feature 
INSIDE  shoe  No 
OVERSIZED 
HEELS'  Will  make 
you  T-T  TALLER  depending  on  style.  OVER  100  STYLES  AVAILABLE 


Extremely  comfortable  Sizes  5-12  Widths  B-EEE.  In  business 
over  55  years  MONEY-BACK  GUARANTEE.  Call  or  write  lor 
FREE  color  catalog 

ELEVATORS*   Q 

RICHLEE  SHOE  COMPANY,  DEPT  BW1 1 
PO  BOX  3566  FREDERICK  MD  21705 


1 -800-290-TALL 


Cruises 


REDEEM  AND  EARN  MILEAGE  PLUS  MILES 

^ cruise^iteg^ 

WIN  A  CRUISE  -  SEE  OUR  WEBSITE 
12  CRUISE  LINES  -  GREAT  PRICES 


Discount  Travel 


_  AS  SEEN  ON 


If  of  els  A  Concff  os 

Upfo65'/>Off!  Rooms  brSoMovf  Dates1. 

hoteldiscount.com 
1-800-964-6835, 

Most  Ma/or  Cities  RESE<& 


Aviation/Fractional  Ownership 


A  SMILE  AND  A  FROWN 


SOUND  EXACTLY  THE  SAME 
OVER  A  SPEAKERPHONE 

Some  things  just  can't  be  communicated  over 
fiber  optic  cable.  A  Learjet®  or  Challenger® 
business  jet  from  Flexjet  enables  the  modern 
CEO  to  capitalize  on  the  kind  of  face-to-face 
interaction  that  moves  business  forward.  We 
offer    the    most    complete    range    of   latest 
technology  aircraft  available  today.  So  while 
there  may  be  other  options  to  Flexjet,  there 
can   only   be   one  choice.    Flexjet.    For   more 
information  on  the  many  affordable  benefits  of 
fractional  ownership  and  our  unprecedented 
level  of   personal  service   and   attention   to 
detail,  call  1-800- FLEXJET. 

BOMBARDIER 

AEROSPACE 


Flexjet  is  a  Bombardier  Aerospace  program. 
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3Com 

www.3Com.com 

Accenture 

www.accenture.com 

Adobe 

www.adobe.com 
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www.amdahl.com 
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www.americanexpress.com/advisors 
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www.americanexpress.com 
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Autodesk,  Inc. 

www3.autodesk.com/dsk/ 

BEA  Systems,  Inc. 

www.bea.com 

Blue  Martini  Software 

www.bluemartini.com 

BMC  Software 

www.bmc.com 

Boston  Consulting  Group 

www.bcg.com/breakingcompanies 

Commerce  One 

www.commerceone.com/ 

Compaq 

www.compaq.com 

Covisint 

www.covisint.com 

Filemaker.com 

www.filemaker.com 


Five  Star 

www.fivestar.com 

Fujitsu 

www.fujitsu.com 

GM  Fleet 

www.gmfleet.com 

Hewlett  Packard 

www.hp.com 

IBM 

www.ibm.i2-ariba.com 

IBM  Global  Services 

www.ibm.com/services/us4 

INTRANET  SOLUTIONS 

www.intranetsolutions.com 

iProcure,  a  division  of 
Datastream  Systems,  Inc. 

www.iprocure.com 

Land  Rover 

www.landrover.com 

LAWSON  SOFTWARE 

www.lawson.com 

LeadersOnline 

www.leadersonline.com 

Microsoft  W2K  Server 

www.microsoft.com 

Mitsubishi  Electric  Corporation 

www.mitsubishielectric.com 

mySAP.com 

www.mysap.com 

National  Discount  Brokers 

www.ndb.com 


NTT  Communications  Corporation 

www.ntt.com/world 

OMRON 

www.omron.com 

Oracle 

www.oracle.com 

Osborne  /  McGraw-Hill 

www.osborne.com 

Range  Rover 

www.landrover.com 

Ricoh  Company,  Ltd. 

www.ricoh-usa.com 

Samsung  Group 

www.samsung.com 

Siebel 

www.siebel.com 

SmartForce 

www.smartforce.com 

Sprint  Spectrum 

www.sprint.com/ 

Sun  Microsystems 

www.sun.com 

The  Timken  Company 

www.timken.com 

VERITAS  Software  Corporation 

www.veritas.com/us 

VerticalNet 

www.verticalnet.com 


BusinessWeek 


You've  already  joined  the  club. 


BusinessWeek  online 


So  why  not  use  all  the  facilities? 

www.businessweek.com 

AOL  Keyword:  BusinessWeek    Internet  Keyword:  BusinessWeek  ADfoWon  <>/  TheMeOmwHtat  tmpemlt 


sinessWeek  Investor 


Inside  Wall  Street 


WOULD  YOU  INHALE? 

For  much  of  2000,  Inhale  Therapeutic  Sys- 
tems (inhl)  stock  matched  the  160%  gains 
of  the  Nasdaq  Biotech  Index.  By  Dec.  29, 
Inhale  had  soared  168%,  to  50  a  share.  But  then 
the  biotechs  got  pummeled.  By  Jan.  10,  Inhale 
plummeted  to  31.  Fans  of  Inhale  argue  the  drop 
provides  a  rare  chance  to  snap  up  a  stock  that's 
set  for  another  blast. 

Inhale  has  developed  a  delivery  device  that 
lets  patients  inhale  a  drug — such  as  insulin  for  di- 
abetes— deep  into  the  lungs,  where  it  is  absorbed 
into  the  bloodstream.  The  bulls  say  that  2001 
will  be  a  blockbuster  for  Inhale:  In  midJune, 
Pfizer  and  Aventis,  Inhale's 
partners  in  developing  and 
marketing  inhaled  insulin, 
expect  to  report  final  re- 
sults on  Phase  III  human 
clinical  trials.  "That  will  be 
the  driver  to  pull  the  stock 
higher,"  says  Peter  Gins- 
berg, an  analyst  at  invest- 
ment firm  U.S.  Bancorp 
Piper  Jaffray.  Biotech 
stocks  usually  make  giant 
moves  just  before  clinical  trial  results  are  made 
public,  he  says. 

"We  expect  the  results  will  show  inhaled  in- 
sulin's efficacy  is  comparable  to  injected  insulin 
and  more  effective  than  oral  insulin,"  he  says. 
Some  16  million  Americans  suffer  from  diabetes. 
Pfizer  has  reported  preliminary  Phase  III  data 
that  show  the  "superior  efficacy  of  inhaled  insulin 
over  oral  agents,"  notes  Ginsberg. 

Pfizer  will  seek  Food  &  Drug  Administration 
approval  in  the  second  half  of  this  year,  putting 
inhaled  insulin  on  the  market  in  2002.  Ginsberg 
estimates  world  sales  of  $280  million  in  2002, 
$595  million  in  2003,  and  $1  billion  in  2004.  That 
should  put  Inhale  in  the  black  in  2004,  with 
earnings  of  $1.15  a  share,  he  says.  Inhale  is  de- 
veloping inhalable  forms  of  other  drugs — includ- 
ing Avonex  for  multiple  sclerosis  with  Biogen, 
and  calcitonin  for  osteoporosis  with  Eli  Lilly. 

INPRISE  LOOKS 
SET  TO  CLICK  AGAIN 
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Inprise  (inpr) — soon  to  be  renamed 
Borland  Software — was  a  stock  that 
Kai  Tao  of  Watson  Asset  Manage- 
ment loved  to  hate:  The  provider  of 
Internet-access  infrastructure  and  soft- 
ware application  tools  kept  losing  mon- 
ey. So  when  the  board  pushed  out  ceo 
Delbert  Yocum  and  cfo  Kathleen  Fish- 
er on  Mar.  31,  1999,  Tao  applauded. 
Now  he's  impressed  with  the  new 
team,  led  by  ceo  Dale  Fuller,  an  ex- 
Steve  Jobs  aide  at  Apple  Computer, 


who  has  turned  Inprise  around  since  taking  over 
in  April.  He  showed  a  profit  in  the  first  quarter 
of  2000  and  is  expected  to  earn  250  a  share  for 
all  of  2000.  Tao,  who  started  buying  shares  in  De- 
cember, 1999,  when  the  stock  was  at  4,  sees  the 
earnings  growth  continuing  through  2001  and 
2002.  His  firm  has  accumulated  500,000  shares  of 
the  stock,  which  hit  16  in  January,  2000.  It  has 
since  tumbled  to  &A  along  with  other  tech  stocks. 

Inprise  rivals  Microsoft  and  Oracle  are  among 
its  big  customers.  Microsoft,  in  fact,  has  invested 
$25  million,  for  a  10%  stake,  even  though  In- 
prise is  the  No.  1  independent  provider  of  appli- 
cation tools  for  major  platforms,  including  Linux 
systems.  A  new  product,  Kylix,  is  the  first  rapid- 
application  development  tool  for  Linux,  says 
Fuller,  adding:  "We  have  created  a  new  online 
Linux  community  for  applications  developers." 

Brian  Swift  of  Security  Research  Associates  in 
Larkspur,  Calif.,  says  value  investors  of  late 
have  bought  into  Inprise.  "The  fact  that  it  has 
$250  million  in  cash,  or  $3.50  a  share,  with  no 
debt, — and  Fuller  saying  earnings  growth  will 
continue — is  music  to  their  ears,"  says  Swift. 

BIDDING  FOR  GEHL 
MAY  HEAT  UP  AGAIN 

The  buyout  action  at  Gehl  (gehl),  a  maker  of 
agricultural  and  light-construction  imple- 
ments, is  far  from  over.  A  month  after  this 
column  reported  on  Nov.  27  that  Gehl  was  a 
buyout  target,  a  group  led  by  cic  Investments 
and  Newcastle  Partners  made  an  offer  of  18  a 
share.  The  stock  was  then  at  11  and  has  since 
gone  up  to  14.  But  the  board  rejected  the  offer 
outright,  arguing  that  18  "was  not  sufficient  to 
measure  up  to  the  value  it  believes  is  available 
from  pursuing  other  approaches." 

A  shareholder  lawsuit  has  been  filed,  accusing 
Gehl  of  failing  to  give  the  bid  fair  consideration, 
cic  and  Newcastle,  which 
already  own  6.4%  of  Gehl, 
aren't  going  away  and  may 
yet  raise  their  bid,  sources 
say.  One  investor  believes 
Gehl  may  be  talking  with 
a  possible  white  knight — 
in  case  cic  and  Newcastle 
mount  a  takeover  or  proxy 
fight.  Japan's  Komatsu 
is  said  to  be  interested 
in  Gehl.  Heartland  Advi- 
sors, which  owns  8.5%  of  Gehl,  favors  a  sale 
of  the  company.  Heartland  President  William 
Nasgovitz,  in  a  second  letter  sent  recently, 
reiterated  its  stance  and  assailed  the  board 
for  not  maximizing  shareholder  value. 
Stay  tuned. 


Read  Gene  Martial's  Inside  Wall  Street  Online  column 

Tuesday  afternoons  at  www.businessweek.com/today.htm. 

And  see  him  Fridays  at  11:30  a.m.  est  on  CNNfn. 
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Figures  of  the  Week 


I  STOCKS 


U.S.  MARKETS 
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%  change 

Year  to   Last  12 
Week      date    months 


GLOBAL  MARKETS 


Jan.  10 
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Year  tc 
Week      date 
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S&P  500 

Dow  Jones  Industrials 
Nasdaq  Composite 
S&P  MidCap  400 
S&P  SmallCap  600 
Wilshire  5000 


1313.3 

10,604.3 

2524.2 

500.7 

215.6 

12,064.5 
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COMMENTARY 

Thought  the  rate  cut  would  be  a  mar- 
ket cure-all?  Think  again.  The  Dow 
ended  down  3.1%  for  the  week,  the 
S&P  500  sank  2.5%,  and  the  Nasdaq 
Composite  Index  fell  3.5%.  The  cul- 
prits: fear  that  the  U.S.  is  about  to 
enter  a  recession,  coupled  with  more 
negative  earnings  and  sales  warnings 
from  such  tech  bellwethers  as  Cisco 
and  Nokia. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


SECTORS 

Business  Week  50*  983.1 
Business  Week  Info  Tech  100**    601.5 

S&P/BARRA  Growth  674.2 

S&P/BARRA  Value  641.4 

S&P  Energy  886.8 

S&P  Financials  160.7 

S&P  REIT  87.2 

S&P  Transportation  715.6 

S&P  Utilities  299.4 

GSTI  Internet  186.2 

PSE  Technology  836.1 
*Mar.  19,  1999  =  1000       "Feb.  7,  2000  =  1000 
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S&P  500  Dividend  Yield 

1.22% 

1.23% 

S&P  500  P/E  Ratio  (Trailing  12  mos 

)     25.0 

24.7 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

21.5 

21.4 

First  Call  Earnings  Surprise* 

-0.93% 

-3.66% 

*First  Call  Corp. 

TECHNICAL  INDICATORS 

Jan.  9 

Wk.  ago" 

S&P  500  200-day  average 

1427.9 

1432.6 

Stocks  above  200-day  average 

63.0% 

59.0% 

Options:  Put/call  ratio 

0.61 

0.74 

Insiders:  Vickers  Sell/buy  ratio 
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Long-Dist  Telecomms. 
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Money  Center  Banks 
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25.1 
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Metal  &  Glass  Containers     22.1    Pollution  Control 
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I  MUTUAL  FUNDS 

Week  ending  Jan.  9 
I  S&P  500    BUS.  Diversified    B  All  Equity 


EQUITY  FUND  CATEGORIES 
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Week  ending  Jan.  9 
B  S&P  500  ■  US.  Diversified  B  All  Equity 
52-week  total  return 


%    -12     -9      -6      -3 

Data:  Standard  &  Poor's 


Leaders 

Latin  America  4.6 

Natural  Resources  2.9 

Real  Estate  2.0 

Small-cap  Value  1.7 
Laggards 

Technology  -20.3 

Japan  -13.9 

Health  -12.3 

Communications  -12.0 

EQUITY  FUNDS 

4-week  total  return % 

Leaders 

Bernstein  Intl.  Value  II  20.0 

ProFunds  Ultrashort  OTC  18.8 

CGM  Focus  18.5 

Potomac  OTC  Short  14.0 

Laggards 

Jacob  Internet  -40.1 

ProFunds  UltraOTC  Inv.  -40.1 

Delaware  Tech.  ft  Innovn.  B  -37.3 

Van  Wagoner  Emerg  Gr  -37.2 


Leaders 

Financial  31.6 

Natural  Resources  24.8 

Health  22.9 

Real  Estate  21.4 
Laggards 
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52-week  total  return 

Leaders 
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Apex  Mid  Cap  Growth 

ProFunds  UltraOTC  Inv. 
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-77.8 
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MONEY  MARKET  FUNDS 
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1-YEAR  TREASURY  BILLS  4.85  5.04 

10-YEAR  TREASURY  NOTES  5.09  5.14 


30-YEAR  TREASURY  BONDS 


5.48 


5.49 


30-YEAR  FIXED  MORTGAGE!        6.92 


7.19 


tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt 
bonds,  assuming  a  31%  federal  tax  rate. 
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ITHE  WEEK  AHEAD 


BUSINESS  INVENTORIES  Tuesday,  Jan.  16, 
8:30  a.m.  est*  Inventories  held  by  busi- 
nesses probably  grew  0.5%  in  November. 
That  is  the  median  forecast  of  econo- 
mists surveyed  by  Standard  &  Poor's 
mms,  a  unit  of  The  McGraw-Hill  Compa- 
nies. Stock  levels  rose  0.6%  in  October. 

CONSUMER  PRICE  INDEX  Wednesday,  Jan.  17, 
8:30  a.m.  est  *  Consumer  prices  for 
goods  and  services  likely  rose  0.2%  in 
December.  After  excluding  food  and  en- 
ergy, core  prices  also  likely  grew  0.2%. 


INDUSTRIAL  PRODUCTION  Wednesday,  Jan. 
17,  9:15  a.m.  est*-  Output  at  factories, 
mines,  and  utilities  probably  fell  0.4%, 
says  the  s&p  mms  survey.  The  average  op- 
erating rate  likely  dipped  from  Novem- 
ber's 81.6%  to  81.1%  in  December. 

BEIGE  BOOK  Wednesday,  Jan.  17,  2  p.m. 
est*  The  Federal  Reserve  Board  will  re- 
lease its  compilation  of  regional  econom- 
ic activity.  The  Beige  Book  is  made  avail- 
able in  advance  of  the  policy  meeting 
scheduled  for  Jan.  30-31. 


HOUSING  STARTS  Thursday,  Jan.  18 
a.m.  est*  Housing  starts  probabl 
dropped  to  an  annual  rate  of  1.5 
in  December,  down  from  a  pace  < 
million  in  November. 

INTERNATIONAL  TRADE  Friday,  Jan. 
a.m.  est*  The  November  trade  dl 
goods  and  services  likely  held  at[ 
billion.  Both  imports  and  exports! 
pected  to  rise,  after  declines  in  (I 
But  imports  are  projected  to  havj 
creased  slightly  more  than  exporl 
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cKluster  week  for  the  entire  stock  market,  the  BW  50  fell  3.4%.  The  biggest  loser  contributing  to 
Vlobe  Systems,  which  sank  21.0%  following  a  downgrade  of  its  competitor,  Macromedia.  Charles 
;  down  16.9%  as  more  discount  and  online  brokers  reported  slowdowns.  Winners  for  the  week  in- 
puter  Associates  and  Compuware,  up  29.9%  and  23.4%,  respectively  on  analyst  upgrades. 


ipany 


COMPANY 

%  change 

Since 
Week     3/1/00 


PERFORMANCE 


%  change 


Rank      Company 


Week 


Since 
3/1/00 


lift 
irner 

/stems 


10.3 

19.1 

-12.3 

2.3 


-41.8 

-20.6 

-44.9 

-8.4 




1.3 

16.4 

rstems 

21.0 

-73.3 

'  Stanley  Dean  Witter 

2.8 

14.3 

' 

-8.2 

-41.9 

Technologies 

16.0 

-72.6 

;e  Technology 
rosystems 

Schwab 

spot 
|  iputer 

Appliance 
i  ic 


-3.8 
-11.9 
-11.5 
-16.9 

-7.8 


-0.6 
-40.7 
-53.4 
-11.9 
-14.7 


6.6 
-4.3 
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Intel 

-3.6 

-43.0 

27 

Tribune 

-1.3 

9.4 

28 

Xilinx 

1.8 

-30.4 

29 

Enron 

-8.2 

-0.1 

30 

Lexmark  International 

2.0 

-59.9 

31 

Omnicom  Group 

0.9 

-7.6 

32 

America  Online 

19.7 

-21.2 

33 

Guidant 

-10.2 

-29.9 

34 

MBNA 

-3.9 

57.8 

35 

Pfizer 

-2.9 

32.7 

36 
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2.3 

37 

Gateway 
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Wells  Fargo 
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40.4 

39 

General  Dynamics 

-4.0 
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Texas  Instruments 
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Capital  One  Financial 
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23.4 
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53.5 

29.9 

-58.2 

16.8 

-26.7 

-13.8 

-47.9 

45  Paccar  -6.5  17.6 

46  PE  Biosystems  Group  0.0  -17.9 

47  Merck  -6.7  38.6 

48  Adobe  Systems  -21.0  -8.8 

49  Reliant  Energy  -9.3  73.7 

50  Citigroup  -1.8  39.3 


iODUCTION  INDEX 

Change  from  last  weak  0.5% 
Change  from  last  year:  11.8% 


The  index  is  a  4-week 
moving  average 


May 
2000 


Sept. 
2000 


Dec. 
2000 


i  index  rose  in  the  latest  week.  Before  cal- 

0  four-week  moving  average,  the  index 
179.5  to  181.3.  After  seasonal  adjust- 
)il  refining  led  the  way,  while  steel,  elec- 

1  rail-freight  traffic  also  increased.  Coal 
ere  down  for  the  week.  Auto  and  truck 
Qsed  for  the  week  in  observance  of  sea- 
.  For  the  month  of  December,  the  index 
,  up  from  175.8  in  November. 

ch  of  the  index  components  is  at  www.business- 
duction  index  Copyright  2000  by  The  McGraw-Hill 


■  ONLINE  RESOURCES 
BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 
S&P  PERSONAL  WEALTH  Real-time  mar 
ket  coverage,  industry  analysis,  and 
personalized  retirement  advice. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  Online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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BROADBAND: 


CREATOR 


WILL  YOU  BE  THERE  TO 
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EXPLORE  BROADBAND'S  EXTRAORDINARY  OPPORTUNITIES  AT 


THE  BUSINESSWEEK  TELECOM  SUMMIT  2001 


APRIL  25-27, 


01MS 


AIRMONT  HOTEL,  DALLAS 


Broadband  connectivity  is  exploding  globally  and  exponentially.  It's  a  market  free-for-all 
as  everyone  rushes  to  create  the  "killer  application"  that  will  captivate  consumers. 

Who  will  win?  Where  are  the  real  opportunities?  And  how  will  the  real  obstacles 
-  like  infrastructure  and  regulatory  issues  -  be  overcome? 

BusinessWeek,  in  partnership  with  Texas  Instruments,  invites  you  to  explore  this  powerful  new 
medium  with  today's  industry  luminaries.  You'll  start  out  at  top-level  briefings  on  universal 
broadband  issues  and  then  drill  down  to  the  specifics  on  one  of  three  concurrent  tracks: 

•  Service  Providers  and  Regulators 

•  Original  Equipment  Manufacturers  (in  cable,  DSL  and  wireless) 

•  Content  Providers  and  Home  Technologies 

Broadband:  The  prospects  for  innovation,  globalization,  and 

wealth  creation  are  tantalizing.  Join  us  and  make  your  own  broadband  connections. 

KEYNOTE  SPEAKERS 

Tom  Engibous,  Chairman,  President  and  CEO  of  Texas  Instruments 

The  Honorable  Reed  E.  Hundt,  former  FCC  chairman  and  Author  of 
You  Say  You  Want  A  Revolution:  A  Story  of  Information  Age  Politics 

Lawrence  Lessig,  Professor,  Stanford  Law  School  and  Author  of 
Code:  And  Other  Laws  of  Cyberspace 

HAVE  YOU  RECEIVED  YOUR  INVITATION? 

Contact  us  at  1-800-821-1329  ore-mail 

broadband2001  @  businessweek.com 

Or  register  online  now  and  review  the  current  agenda  at: 

www.conferences.businessweek.com/2001/telecom 
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Mark  your  calendar  for  the  next  installment  in 
BusinessWeek's  e.biz  Live  series! 

On  March  22-23,  BusinessWeek  will  bring  to  life  its  acclaimed  e.biz  supplement, 
published  within  the  pages  of  the  magazine  every  month.  Last  year,  sold  out  crowds 
flocked  to  e.biz  Live  to  meet  the  innovators  and  thinkers  driving  the  New  Economy. 
In  2001 ,  e.biz  Live:  Las  Vegas  will  take  it  to  the  next  level. 

All  revolutions  devour  their  young. ..e.biz  is  no  different. 

By  now  nearly  everyone  has  used  the  Web  to  connect  with  employees,  customers, 
and  suppliers.  BusinessWeek's  e.biz  Live:  Las  Vegas  will  feature  the  Web  Smart 
executives  who  are  converting  connections  into  relationships  that  drive  new  revenue 
streams,  provide  innovative  services,  and  create  greater  efficiencies. 

Info  and  Registration: 

www.conferences.businessweek.com  or  call  1-888-239-6878 

Register  NOW  to  qualify  for  the  Early  Registration  Fee  ($950)  and  a  FREE  year's 
subscription  to  BusinessWeek.  After  January  31st,  the  Regular  Fee  ($1250)  will  apply. 

Sponsorship  Opportunities: 

For  sponsorship  opportunites,  contact  Kim  Harrell,  Manager,  Sponsorship  Sales  by 
phone  at  212-512-2358  or  by  e-mail  at  kim_harrell@businessweek.com. 


Editorials 


NASDAQ  CRASHED.  THE  NEW  ECONOMY  DIDN'T 


The  Nasdaq  bubble  has  burst,  and  the  New  Economy  is 
dead.  Listen  to  the  recession  talk  emanating  from  Wall 
Street  and  Washington  these  days,  and  that's  the  implied 
message.  Don't  believe  it.  Wall  Street  economists  who  con- 
sistently failed  to  predict  the  high-growth,  low-inflation  years 
of  the  '90s  can't  wait  to  say  it  was  all  a  financial  mirage.  And 
Washington  policymakers  seeking  huge  income-tax  cuts  can't 
wait  to  bad-mouth  the  economic  gains  of  recent  years. 

The  basic  truth  is  that  the  New  Economy  was  always 
about  productivity  gains  and  still  is.  Nothing  has  changed.  It's 
not  about  dot-com  mania  but  the  broad  expanse  of  Old  Econ- 
omy corporations  embracing  new  technologies  and  enhancing 
their  performance.  The  Nasdaq  collapse  doesn't  change  this. 
In  a  paper  given  at  the  recent  annual  meeting  of  the  Amer- 
ican Economic  Assn.,  Stanford  University  economics  professor 
Robert  E.  Hall  went  so  far  as  to  argue  that  the  dot-com 
blowup  wasn't  a  speculative  bubble  at  all  but  a  rational  mar- 
ket response.  He  said  that  the  main  reason  that  stocks  of  new 
Internet  companies  soared  to  wild  valuations  in  the  first 
place  was  that  investors  initially  believed  only  startups  would 
be  able  to  harness  the  productivity  enhancement  of  informa- 
tion technologies.  When  Old  Economy  companies  surprised 
everyone  by  showing  they  could  implement  the  same  tech- 
nologies, investors  realized  their  mistake.  They  saw  that  the 


benefits  of  information  technology  were  accruing  to  the  I 
users  of  it,  not  necessarily  brash  young  dot-coms  with 
orthodox  new  business  models.  Valuations  suddenly  appear 
ridiculously  high  for  the  startups,  and  their  stocks  implod 

We  think  Federal  Reserve  Chairman  Alan  Greensp 
played  a  big  role  skimming  the  froth  off  the  markets  with 
rate  hikes.  Greenspan  believes  there  is  a  huge  differer 
between  overinflated  stock  prices  and  real  productivity  gai 
Even  as  the  Fed  recently  cut  rates  to  buttress  declini 
economic  growth,  it  emphasized  that  advances  in  technok 
and  productivity  gains  continue  unabated. 

The  same  message  will  soon  be  found  in  the  Clinton  j 
ministration's  last  Economic  Report  of  the  President.  It  i 
show  that  productivity  gains  are  spreading  far  from  the 
formation  technology  sector  into  all  areas  of  the  economy,  s 
as  trucking,  retail  and  wholesale  trade,  and  health  care.  1 
is  what  CEOs  had  been  saying  for  most  of  the  '90s,  even 
fore  official  government  statistics  showed  a  jump  in  pro* 
tivity  growth  from  an  average  of  1.6%  for  the  '70s  and  '80; 
twice  that  in  recent  years. 

CEOs  are  still  singing  the  productivity  tune,  and  that  is 
song  that  people  should  listen  to,  not  the  Cassandra-like  cri 
ings  of  the  naysayers.  Beneath  the  downturn  in  this 
Economy  business  cycle,  structural  productivity  gains  ra 


THE  REPAIRING  OF  AMERICA 


Forgive  us  for  sometimes  feeling  like  Americans  live  in  a 
Third  World  country.  Planes  don't  take  off  or  land  on 
time.  Electricity  shortages  plague  business  and  consumers 
alike  in  California.  And  cell  phones  don't  work  nearly  as  well 
in  the  U.S.  as  they  do  in  Europe,  much  less  Korea,  Hong 
Kong,  and  even  parts  of  China.  Then  there's  the  image  of 
ATM-savvy  voters  electing  the  President  by  poking  holes 
in  a  paper  ballot.  What  gives?  Despite  its  vaunted  high-tech 
prowess,  America  suffers  from  severe  infrastructure  prob- 
lems that  require  immediate  attention  from  policymakers.  A 
deft  mix  of  more  government  investment,  privatization, 
deregulation,  and  better  regulation  can  get  the  U.  S.  back  to 
First  World  standards. 

Take  flying.  More  air  and  ground  capacity  is  needed  to 
cope  with  the  explosion  of  travel.  With  better  technology, 
more  planes  could  be  accommodated  in  the  nation's  existing 
airspace.  But  the  Federal  Aviation  Administration's  air-traf- 
fic control  system  has  done  a  poor  job  of  modernizing.  More 
money  would  help,  but  the  U.S.  should  think  of  following 
Canada  in  privatizing  the  air-traffic  system  while  the  faa 
continues  to  oversee  safety.  Airlines  also  are  behind  in  mod- 
ernizing. Their  investment  in  technology  tapered  off  in  the 
early  '90s  and  needs  to  be  revived  once  again.  Better  infor- 
mation systems  would  let  employees  have  earlier  data  on  de- 


lays and  speed  the  rebooking  of  passengers.  And  why 
curbside  skycaps  in  all  airports  give  out  boarding  ps 
when  they  take  bags,  saving  passengers  a  wait  in  line?| 

Thanks  to  a  single  standard,  Europe  is  ahead  of  the 
in  the  use  of  cell  phones  and  the  shift  to  the  mobile 
The  U.S.  market  cannot  seem  to  establish  one  best 
dard,  and  America  risks  falling  further  behind  as  m^ 
broadband  technology  rolls  out.  Just  as  Washington  pis 
legitimate  role  in  financing  basic  science  research,  it  si 
play  an  active  one  in  steering  the  telecom  industry  to 
on  a  single,  national  cell-phone  technology  standard. 

Finally,  the  electricity  mess  in  California  points  tq 
mense  policy  mistakes.  Deregulation  was  poorly  plal 
and  implemented.  Beyond  that,  demand  has  outstril 
supply  because  not  a  single  generating  plant  has  been 
in  California  in  a  decade,  in  part  because  of  environml 
regulations.  More  efficient  use  of  energy,  higher  mi| 
for  cars,  and  solar  and  wind  generators  are  all  impc 
tools  in  conserving  energy.  But  reasonable  people  s!| 
agree  that  public  policy  must  allow  for  some  increase  i| 
supply  of  electricity  as  the  economy  and  population 
over  time. 

It's  the  21st  century,  folks,  time  to  rebuild  Ameri«| 
chaic  infrastructure. 
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Smoking-gun  documents  over  the 
Internet.  Lawsuit  kits.  Easy  financing. 

The  result:  Plaintiffs'  lawyers  are 
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The  new  Audi  allroad  quattro.  With  legendary  quattro®  all-wheel  drive,  250  hp  bi 
for  better  handling  and  a  more  graceful  ride.  This  athletic  machine  is  equally  at 


a  unique  4-level  pneumatic  suspension  which  automatically  lowers  at  higher  speeds 
down  highways  as  climbing  boulders.  Continue  the  journey  at  www.allroad-quattro.com. 
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Investor: 


I'm  looking  to  shake  things  up  a  bit. 

With  your  investments? 

With  my  life,  I've  been  working  for  25  years.  Now 
I  want  to  do  what  I  want,  not  what  I  feel  I  should. 

Wow.  Good  for  you.  What  is  it  you're  looking  for? 

I've  always  wanted  to  be  a  teacher.  But  it  doesn't 
pay  as  well  as  I'm  used  to... so  I  need  to  be 
prepared. 

Yes,  I  understand.  We  should  probably  start  by 
looking  at  your  current  portfolio.  Then,  we  can 
help  you  create  an  investment  and  income 
strategy  that  may  help  boost  your  earnings. 

That's  what  I  was  hoping... 

We'll  get  you  out  in  front  of  those  kids  while  still 
trying  to  maintain  your  lifestyle. 

That's  good.  I  mean,  I'd  like  to  give  something  back. 


Fidelity 


investments* 


1-800-FIDELITY    Fidelity.com 


Dramatization,  may  not  be  representative  of  actual  individuals  or  the  experience  of  actual  customers. 

Investment  results  may  vary.  Fidelity  Brokerage  Services,  Member  NYSE,  SIPC.  1 16214 
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inside  Lycos  you'll  now  find  a  microsoft 
and  intel  e-commerce  solution. 


because  Lycos  knows  that  if  their  sites 

go  down-,  millions  of  people  will  still  be  searching-, 

they'll  just  be  searching  somewhere  else- 


become  one  of  the  most  visited  and  diverse  hubs  on  the  Internet, 

need  a  Web  solution  you  can  rely  on.  After  all,  if  your  music, 
pping,  games,  sports  or  finance  sites  can't  handle  the  hits,  people 
1  just  find  some  other  place  that  can-  That's  why  the  Lycos  Network 
sg  to  trust  their  T  billion  page-views  a  month  to  the  Microsoft 
solution  platform  and  Intel-based  servers- 

U.d  inflation  on  some  of  the  thousand  of  other  companies  uho  ha.e  turned  to  Hicrosoft  and  Intel  I,  .„, 


Microsoft'    intel 


rporalion.  All  rights  reserved  M 

"  lay  be  the  trademarks  ol  their 


and  Intel  is  availabl 


e  at  «wu-«iicrosoft.co«/eco«i»erce. 


SLUGFESTS 

THE  BODY  TAKES 
A  BLOW 

MINNESOTA  GOVERNOR  JESSE 

Ventura,  not  one  for  mincing 
words,  has  a  few  choice  ones 
for  a  state  law  introduced  on 
Jan.  11  that  seeks  to  halt  his 
extracurricular  money-mak- 
ing activities:  "Bring  it  on." 

Since  his  election  in  1998, 
the  outspoken  Ventura  has 
earned  at  least  $2  million  and 
possibly  $3  million  from  out- 
side gigs:  two  books,  a  World 
Wrestling  Federation  pay-per- 
view  special,  sales  of  action 
dolls,  and  12  Saturdays  of 
commentary  for  nbc's  Xtreme 
Football  League  starting  Feb. 
3.  Still  pending  is  a  rock  mu- 
sical about  his  life. 

But  Republican  Phil 
Krinkie,  who  believes  he  has 
enough  legislators  to  pass  the 
bill    this    spring,    says   The 


?>iii  m 


VENTURA:  Just  one  pay  stub 

Body  spends  too  much  time 
making  money  off  his  fame 
and  too  little  governing.  The 
law  will  state  that  governors 
are  covered  by  a  conflict-of- 
interest  code  and  ban  them 
from  moonlighting.  Ventura 
makes  $120,300  as  governor. 
Ventura  says  what  he  does 
with  his  weekends  is  nobody's 
business,  even  though  50%  of 
Minnesotans  polled  say  he 
should  stick  to  governing.  But 
Ventura  won't  veto  the  bill: 
"I  want  to  challenge  it  in 
court  because  I  think  it's  un- 
constitutional." Looks  like 
lawmakers  got  you  pinned, 
Jesse.  Laurie  Freeman 


CHINA  WATCH 

SHINING  LIGHT  ON 
DARK  DAYS 

EVEN  AT  BEIJING  UNIVERSITY, 

the  hotbed  of  activism  that 
started  it  all,  word  is  barely 
out.  Word,  that  is,  of  The 
Tiananmen    Pa- 
jm^'-^^mmm^  pers.    In    the 
w&l   U.S.,  heavy- 
weight Chi- 
na scholars 
have  just 
published 
papers 

TIANANMEN 
SQUARE 


smuggled  out 
r  of  China  that 
tell  the  inside  sto- 
ry of  why  Beijing's  leaders 
decided  to  crack  down  on 
pro-reform  demonstrators  on 
June  4,  1989.  The  papers  are 
important  because  if  leaders 
reconsider  whether  those  stu- 
dents were  right  to  demand 


democracy,  it  could  affect  who 
emerges  to  lead  China  in 
2002 — and  how  quickly  they 
press  for  political  reform. 

For  the  moment,  though, 
China  has  successfully  sup- 
pressed the  news.  Few  aca- 
demics, students,  or  members 
of  the  public  even  know  the 
papers  exist.  The  Chinese 
government  blocked  access  to 
the  Web  site  of  Foreign  Af- 
fairs, the  influential  Council 
on  Foreign  Relations  journal 
that  printed  the  papers  and 
backed  their  authenticity. 
None  of  China's  popular  Web 
sites  has  mentioned  them. 

Yet  the  U.  S.  academics, 
Andrew  Nathan  and  Perry 
Link — backed  by  fellow  China 
watchers — -believe  the  papers 
will  prompt  fierce  debate  in 
China  after  they  are  pub- 
lished in  Chinese  in  April  and 
are  smuggled  back  in.  "How 
the  Chinese  people  read  the 
documents"  will  determine 
China's  political  future,  says 
Nathan.  If  they  ever  see 
them.  Dexter  Roberts 


TALK  SHOW  UWe're  not  going  to  roll  over  and  die)) 

— NBC  Entertainment  President  JeffZucker  on  plans  to  beef  up 
Friends  and  Saturday  Night  Live  to  take  on  CBS's  Survivor 


SILICON  SAGAS 

D0T-G0M  GURUS 
PUT  ON  A  BRAVE  FACE 

FOR  ALMOST  FOUR  YEARS, 
the  monthly  roundtable  din- 
ners held  in  Palo  Alto,  Calif., 
by  a  group  of  Silicon  Valley 
entrepreneurs  have  been 
mostly  upbeat  affairs.  Fu- 
eled by  rising  Internet 
stock  prices,  greasy  pizza 
hors  d'oeuvres,  and  seem- 
ingly boundless  opportuni- 
ties, about  100  of  the  Val- 
ley's brightest  tech  minds 
would  gather  to  discuss 
the  future  of  the  Internet. 

Called  Round  Zero,  af- 
ter the  "seed"  stage  of  fi- 
nancing for  startups,  past 
dinners  at  the  Stanford  Park 
Hotel  have  centered  on  such 
euphoric  topics  as  "Money, 
Money  Everywhere:  Entre- 
preneurs Learn  To  Look  Be- 
hind The  Cash  Curtain" 
(March,  2000). 

These  days,  though,  the 
cash  is  gone,  and  it's  curtains 
for  many  dot-coms.  At  Round 
Zero's  first  get-together  of 


the  year,  on  Jan.  10,  tl 
mood  was  decidedly  moi 
somber.  The  topic:  "Intern 
2001:  Year  of  Real  Opport 
nity  or  Year  of  the  No 
Com?" 

Despite  the  gloom,  the  a 
sembled  put  on  a  brave  fac 
"In  the  long  run,  [the  Inte 
net]    is    still   one    of  tho: 


things  that  brings  fundame 
tal  change,"  professed  one  i 
vestment  banker  in  atte 
dance.  And  a  noticeab 
contingent  sported  their  op 
mism  on  their  chests:  Th 
wore  badges  with  the  ter 
"Free  Agent" — a  euphemis 
for  "My  dot-com  has  go 
under."  Amy  Corte 


THE  LIST   HIT  THE  NET,  THEN  THE  MET 


The  Internet  has  proved 
an  enormous  boon  for 
cultural  institutions,  helpin 
to  broaden  audience 
bases  and  increase  sales. 

CULTURAL  INSTITUTION 


BENEFIT 


SAN  FRANCISCO  OPERA 

www.sfopera.org 


RAVINIA  (ILL.)  FESTIVAL 

www.ravinia.org 

NEW  YORK  CITY  BALLET 

www.nycballet.org 


Premiere  of  opera  version  of  Dead 
•  A  Man  Walking  prompted  a  record 
yLs^  *   Oct.  9  sale  of 

LJ$r  ^^r^ l'000  tickets— 50% 

\       ^^t^^i  which  were  sold  online 


E-sales  were  31%  of  last 
summer's  tickets;  online  sales 
have  doubled  yearly  since  '95 

More  than  48%  of  online  ticket 
purchasers  are  new  patrons 
(excluding  those  for  George 
Balanchine's  The  Nutcracker) 


MARY-ANNE  MARTIN 
FINE  ART  (gallery,  N.Y.) 
www.mamfa.com 


Sales  of  online  art  are  growing 
with  this  gallery  a  pioneer.  It 
sold  a  watercolor  online  to 
an  overseas  buyer  for  $240,000 


Data:  BusinessWeek 
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Up  Front 


TAXES  AT  WORK 

BUILD  AN  ALBATROSS, 
GET  A  BONUS 

THE  MILLENNIUM  DOME,  JUST 

outside  London,  was  sup- 
posed to  showcase  Britain's 
technological  and  creative 
prowess  going  into  the  21st 
century.  It  cost  $1.3  billion  in 
taxpayer  cash  to  build. 
But  only  6  million  visi- 
tors— half  the  projected 
number — even  went  to 
the  massive  complex  of 
Epcot-like  exhibits  dur- 
ing its  year-long  run, 
which  ended  at  the 
start  of  2001.  Critics 
are  calling  it  one  of  the 
most  embarrassing  and  costly 
fiascos  of  Prime  Minister 
Tony  Blair's  government. 

As  if  that  weren't  bad 
enough,  taxpayers  are  fuming 
about  the  government's  Jan. 
13  decision  to  sell  the  Dome 
cheap — for  just  $188  million, 
to  a  consortium  backed  by  an 
Irish  developer — for  a  tech- 
nology park.  But  tech  parks 


the  world  over  have  mixed 
records,  and  dot-coms  have 
taken  a  beating.  So  the  de- 
veloper, Legacy,  is  aiming  for 
a  kind  of  biotech  paradise, 
with  space-age  "capsules" 
along  tree-lined  boulevards  (all 
indoors)  that  rent  space  to 
tech  outfits.  Legacy  claims  it 
can  make  a  profit  by  2004.  In 
case  it  does,  the  government 


LONDON  BLUNDER:  The  Dome 

has  insisted  on  a  10-year  prof- 
it-sharing clause  to  try  to  re- 
coup some  of  its  money. 

Meantime,  the  Dome's 
board  is  considering  whether 
to  award  its  five  former  exec- 
utive directors  a  total  of 
$750,000  in  bonuses.  For  a  job 
well  done?  Kerry  Capell 


THE  CHECK  IS 
IN  THE  BANK 


IN    THIS    STILL-TIGHT    LABOR 

market,  ServiceMaster  has 
found  a  way  to  give  its  army 
of  housecleaning  and  lawn- 
care  workers  more  take-home 
pay  without  boosting  wages 
— and  earn  employee  loyalty 
in  return.  It's  cutting  out  the 
middleman:  the  check-cashing 
outfits  ubiquitous  in  low-in- 
come neighborhoods  that  take 
a  fee  to  cash  paychecks. 


Under  a  pilot  pro- 
gram that  compensation 
experts  say  is  unique, 
the  parent  of  TruGreen 
ChemLawn  and  Merry 
Maids  is  opening  free 
bank  accounts  for  em- 
ployees who  can't  main- 
tain a  minimum  balance 
or  lack  documentation. 
ServiceMaster  then  de- 
posits workers'  after-tax 
pay  every  week;  they  with- 
draw it  with  ATM  cards.  Work- 
ers pay  just  $1  a  month  for 
the  service.  Araceli  Perez,  a 
Merry  Maid  in  Santa  Clara, 
Calif.,  saves  $15  to  $20  a 
month  by  no  longer  having  to 
pay  check  cashers.  "It's  a 
great  benefit,"  she  says.  Plus, 
ServiceMaster  says  the  new 
system,  which  it  is  testing 
in  Atlanta,  Raleigh-Durham 
(N.C.),  and  four  other  mar- 
kets, costs  no  more  than  issu- 
ing old-fashioned  checks.  It 
hopes  to  offer  the  service  to 
all  20,000  entry-level  employ- 
ees this  year.    Michael  Arndt 
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PAPER  PLAYS 

AN  AFTERLIFE  FOR 
DOT-COM  SHARES 

HERE'S   A   COMFORTING   IDEA 

for  stockholders  of  pets.com, 
the  company  that  peaked  at 
$14  on  the  day  of  its  IPO  last 
year,  fell  to  under  $1,  and 
closed  down:  Your  shares 
could  be  worth  $1  million. 
Well,  maybe  in  100  years 
And  only  if  you  hold  pa 
per  stock  certificates. 

They'll  be  hot  items  at  I 
the  R.  M.  Smythe  auction 
of  old  stocks  on  Jan.  19-20 
in  Strasburg,  Pa.  The  '90s 
bull  market  has  made 
scripophily  (Latin  for  owner- 
ship and  love)  chic,  particu- 
larly among  investment  gu- 
rus who  value  pricey  paper 
as  wall  decorations. 

Collectors  say  the  fresh- 
man class  of  dot-coms  will 
leave  gold  in  their  ruins. 
Why?  The  Net  generated  the 


same  investment  fever  thi 
oil  and  mining  once  did.  T< 
day,  Standard  Oil  shares  fete 
$100,000,  and  prospects  ai 
turning  even  greener  as  v. 
suing  of  certificates  wane 
Few  investors  request  pap< 
shares  anymore,  and  there's 


SHARES:  Bull  marke 


push  on  Wall  Street  to  go  a 
electronic.  "That  would  mal 
today's  certificates  extreme 
valuable,"  says  Stock  Sear< 
International's  Pierre  Bo 
neau.  Quite  the  cure  for  do 
com  blues.    Nicole  St.  Pier 


THE  BIG  PICTURE 


ADIEU  TO  THE 

YEAREND  BONUS? 

A  survey  of  companies 
found  that  end-of- 
year  bonuses — 
those  that  aren't 
part  of  compen- 
sation packages- 
are  disappearing. 
Companies  increasingly 
are  linking  bonuses  to 
performance. 


BETWEEN 
1%  AND  2% 
OF  PAYROLL 


MORE  THAN  2% 
OF  PAYROLL 


SURVFY  INCLI1DC0  4S2  SMALL  AND 

LARGE  CORPORAIIONSNAIIONWIIH 


DISCONTINUED  BONUSES 
MORE  THAN  FIVE  YEARS  AGO 
Data:  Hewitt  Associates 


FOOTNOTES  North  American  share  of  Internet  use  worldwide:  in  1999,  45%;  2005,  27%;  Asia-Pacific:  1999,  1 9%;  2005,  30% 
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Professionals  dedicated  to  Technology 
and  Health  Care  companies 

Technology  Focus  Groups  covering: 

■  Communications 

■  Electronics 

■  Internet  Infrastructure 

■  IT  Services 

■  Internet  &  New  Media 

■  Software  &  B2B  Commerce 

Health  Care  Focus  Groups  covering: 

■  Biotechnology/Pharmaceuticals 

■  Medical  Technology 

■  e-Health/Health  Care  IT 

■  Health  Care  Services 

Goal:  Focused  solutions,  superior  results 
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WHAT  ABOUT  THE  ARMIES 

OF  TALENT  BEHIND  THE  TOP  25? 

Hooray  for  the  Top  25!  ("The  top  25 
managers  of  the  year,"  Special  Report, 
Jan.  8).  I'm  sure  they're  worthy  of  your 
designation.  But  let's  not  forget  the  peo- 
ple in  the  lower  ranks  who  toiled  hard 
and  wisely  to  make  the  Top  25's  busi- 
ness plans  come  to  fruition. 
The  whole  team  makes  the 
company  shine,  not  just  the 
people  at  the  top! 

Alan  Day 
Fairfax,  Vt. 


I've  never  thought  of 
Thomas  Siebel  or  Herb 
Kelleher  as  "managers."  At 
one  time,  perhaps,  but  cer- 
tainly not  today.  What  they 
are,  along  with  Martha  Stew- 
art and  Daniel  Warmenhoven  and  the 
others,  are  leaders.  A  manager  man- 
ages process.  A  leader  manages  people. 

One  surprise:  It's  hard  to  fathom  any 
list  of  the  Top  25  Managers  without  the 
inclusion  of  Jack  Welch. 

Chris  Chadwick 
Glen  Mills,  Pa. 

TAKE  THE  FOR  SALE'  SIGN 

OFF  U.S.  POLITICIANS 

Campaign-finance  reform  is  more  than 
a  tactical  challenge  for  George  W  Bush 
("Bush  vs.  McCain,  round  two,"  News: 
Analysis  &  Commentary,  Jan.  8).  It  is  at 
the  heart  of  restoring  credibility  to  the 
American  political  process  and  putting 
control  of  it  back  into  the  hands  of  citi- 
zens, where  it  belongs. 

The  excessive  influence  of  corpora- 
tions, unions,  and  other  moneyed  inter- 
ests has  disenfranchised  the  average 
American,  preventing  reasoned  debate 
on  a  variety  of  critical  issues  such  as 


Managers 

of  the  yea 


health  care,  educational  reform,  and  en- 
ergy policy.  Increasing  globalization  rais- 
es the  specter  of  not  only  American  butl 
foreign  corporate  entities'  dominance  ofl 
the  American  political  process.  Fori 
Bush,  this  is  a  test  of  statesmanship. 

Paul  W  Rosenberger 
Manhattan  Beach,  Calif. 

TAX  AWAY  SHORT-TERM 
STOCK  PLAYS 

When  will  our  govern 
ment  come  to  grips  with  is 
sues  that  cause  counterpro 
ductive  nervousness  in  our 
economy  ("Are  we  talking 
ourselves  into  a  recession?' 
Business  Outlook,  Jan.  8)' 
Why  not  tax  away  (100%; 
short-term,  speculative 
capital  gains  of  less  than 
a  few  months  or  even  a  few  weeks 
then  use  the  proceeds  for  education, 
health  care,  research  and  development 
infrastructure  development,  etc.?  With 
the  stock  markets  taking  a  purely  in- 
vestment view,  there  would  be  one  less 
dimension  of  the  economy  to  be  affected 
by  mass-media  impact  on  economic  psy- 
chology and  behavior. 

Brian  McKibben 
Naperville,  111. 

TO  FIX  THE  POWER  MESS, 
MAKE  BUILDINGS  SMARTER 


Re  "California's  power  failure"  (News: 
Analysis  &  Commentary,  Jan.  8):  Sup- 
ply-side steps  such  as  long-term  power- 
purchase  contracts  and  streamlined  pow- 
er-plant construction  may  be  effective 
short-term,  but  any  permanent  solution 
requires  action  on  the  demand  side,  too, 
starting  with  the  promotion  of  existing 
"smart  building"  technologies. 

These  technologies,  designed  for  large 
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The  power  to 

get  results 


Raised  $27  billion  in  over  100  equity 
transactions 


Advised  on  $28  billion  in  Technology  and 
Health  Care  M&A  transactions 


Raised  over  $600  million  in  20  equity  private 
placements 


Ranked  #4  in  U.S.  Health  Care  Equity  league 
tables  l 


Ranked  #1  Health  Care  sales  force  for  five 
out  of  the  last  six  years  2 


Achieved  20%  market  share  in  Technology 
and  Health  Care  convertible  debt  offerings 


All  generated  by  the  power  of  our  focused  research. 


The  Power  of  Focus 


1  New  York      San  Francisco      Boston      Washington,  D.C.      Dallas      Chicago      London      Paris      Hong  Kong 


'  Source:  Lqutdesk,  by  number  of  completed  deals 

■'  Source   Institutional  Investor 

All  transactions  based  on  year  2000  results 
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Introducing  the  e-marketplace  alliance:  IBM,  i2  and  Ariba.  Three  of  t| 
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igest  names  in  e-business  working  together  to  help  make  your  business 
»re  efficiently —  whether  you  buy  or  sell  ships,  sleds  or  seafood.  It's  b2bx3. 


www.ibm-i2-ariba.com  or  call  877  426  2676;  priority  code:  emarketl 
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TWICE 

\S  MANY  POINTS 

\ND  TWICE 

\S  MANY  MILES 
\T  DOUBLETREE. 


Hilton  HHonors* 

Points&Mles- 

Now  earn  both  double  points  &  double 

miles  at  Doubletree  on  Double  Dip® 

stays  with  Hilton  HHonors®  through 

February  28,  2001. 

Hilton  HHonors  hotels  are  the  only 
hotels  that  offer  you  both  hotel  points 
and  airline  miles  for  the  same  stay.  And 
through  February  28th,  you  can  earn 
twice  the  points  &  twice  the  miles  for  the 
same  staj'  at  any  of  more  than  2,000 
Hilton  HHonors  hotels  worldwide.  You 
don't  have  to  choose  between  hotel  points 
and  airline  miles  —you  get  both.  HHonors 
calls  this  a  Double  Dip,  and  you  can 
Double  Dp  even  when  you  don't  fly  with  an 
airline.  To  qualify  lor  this  promotion,  just 
have  one  Double  Dp  stay  during  the  period, 
and  you'll  get  twice  as  many  points  and 
twice  as  many  miles  for  every  additional 
Double  Dip  stay  before  February  28th. 
To  enroll  in  Hilton  HHonors  or  to  make 
reservations,  visit  www.hiltonhhonors.com, 
contact  your  professional  travel  agent 
or  call  1-800-HHONORS. 


OMe;  valid  November  15,  2000  through  February  28,  2001. 

Must  have  one  Double  Dip  stay  to  qualify  lor  twice  the  earnings  on 

adcMional  stays.  Hilton  HHonors  membership,  earning  ol  points 

and  miles,  and  redemption  of  points  are  subject  to  Terms  and 

I  fton  HHonors  Worldwide. 


UBLETrUE* 

Club: 


Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

In  "Where  the  buys  are"  (Strategies  for 
Stocks,  Dec.  25/Jan.  1),  Zurich  Financial 
Services  Group  was  incorrectly  characterized 
as  the  product  of  a  merger  between  Swiss 
and  German  insurers.  It  is  a  combination  of 
British  and  Swiss  companies. 

The  figures  we  cited  on  priceline. corn's 
burn  rate  were  inaccurate.  (Up  Front,  Jan. 
15).  As  of  Sept.  30,  2000,  priceline  had 
$130  million  in  cash  and  was  depleting  it 
at  a  quarterly  rate  of  $8.4  million — much 
more  slowly  than  our  table  suggested. 


commercial  buildings,  can  respond  auto- 
matically to  real-time  price  signals  sent 
by  utilities  and  save  customers  inside  as 
much  as  15%  of  their  power  costs. 
Prototype  systems  have  proved  their 
worth:  In  1995,  a  large  Manhattan  hotel 
saved  $6,300  in  a  single  day. 

The  next  step  is  to  bring  building 
owners,  equipment  manufacturers,  reg- 
ulators, and  other  stakeholders  together 
to  map  out  a  plan  for  commercializing 
these  technologies  as  quickly  as  possible. 
Peter  Fox-Penner 
Washington,  D.C. 

California  electrical  bills  include  wel- 
fare support  of  free  electricity  for  some, 
the  cost  of  building  and  abandoning  nu- 
clear plants  over  earthquake  faults,  sub- 
sidizing unsightly  wind-power  genera- 
tors, and  of  not  allowing  new  oil-  or 
fossil-fuel-powered  generators,  since 
they  emit  1%  or  2%  more  emissions 
than  scarce  natural  gas.  Liberal  Cali- 
fornia politicians  and  lobbyists  created 
this  mess,  and  they  should  not  correct  it 
on  the  backs  of  federal  taxpayers. 

Joseph  J.  Neff 
Indianapolis 

HOW  CHALLENGER,  GRAY 
TALLIES  ITS  JOB-CUT  NUMBERS 

Your  report  on  our  job-cut  numbers 
was  misleading  ("Is  Challenger  math- 
challenged?"  Up  Front,  Jan.  8).  We 
track  job-cut  announcements,  pure  and 
simple.  Within  seven  days  of  the  end 
of  a  month,  we  get  a  specific  reading  on 
planned  job  cuts  by  U.  S.  companies  that 
many  economists,  financial  profession- 
als, and  government  officials,  among 
them  Federal  Reserve  governors,  have 
found  valuable.  We  gather  our  informa- 
tion from  company  news  releases  and 
required  notifications  to  the  government. 

The  Bureau  of  Labor  Statistics  house- 
hold survey  asks  about  reasons  for  un- 


employment. They  categorize  the  1 
million  referred  to  in  your  article  i 
"permanent  job  losers,"  not  "laid  o 
workers."  The  criteria  used  for  a  perse 
to  be  considered  by  the  BLS  in  this  su 
vey  is  that  he  or  she  was  removed  froi 
a  job  involuntarily  or  that  he  or  si 
has  looked  for  a  job  in  the  past  foi 
weeks.  In  other  words,  the  1.1  millk 
"permanent  job  losers"  in  October  di 
not  necessarily  become  jobless  in  Oct( 
ber,  as  you  indicated,  bls  confirms  thi 
John  A.  Challenge 
ceo,  Challenger,  Gray  &  Christmj 
Chicag 

FRESH  PRODUCT 

IN  CHRYSLER  SHOWROOMS 


Regarding  DaimlerChrysler's  "aging 
Chrysler  product  line  ("Manufacturinj 
Autos,"  Industry  Outlook  2001,  Jan.  8 
The  fact  is,  no  full-range  earmakc 
boasts  a  younger  product  line  tha 
Chrysler's.  Its  compact,  midsize,  an 
full-size  car  lines  were  last  redesigned  i 
2000,  2001,  and  1998,  respectively.  To? 
ota  Motor  Co.'s  corresponding  mode 
were  redesigned  in  1998,  1997,  and  200 
Ford  Motor  Co.  ekes  out  Toyota's  avei 
age  only  if  you  consider  the  2000  Taurt 
facelift  a  full  redesign.  General  Motoi 
Corp.  fares  worse:  1995,  1997,  and  200 
John  Vlisside 
Mohegan  Lake,  N. 
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LAX,  YOU'RE 


A  late  flight.  An  early  morning  meeting.  An  unfamiliar  town.  We  know  there's  nothir 
worse  than  feeling  out  of  your  element.  It's  awkward  and  unproductive.  That's  why 
when  you  stay  with  us,  you're  encouraged  to  be  yourself.  With  no  stuffy  atmosphere 
and  no  favor  too  much  to  ask,  we're  sure  you'll  fit  right  in.  We'll  have  a  couple  of  wan 
cookies  waiting  when  you  arrive,  and  you'll  even  earn  Hilton  HHonors®  hotel  points 
airline  miles  for  the  same  stay.  Hey,  what  are  friends  for?  To  make  reservations,  visit  us 
at  www.doubletree.com,  contact  your  professional  travel  agent  or  call  1-800-222-TREE. 

Hilton  HHonors* 

Points&Miles- 


DoubleTree 

HOTELS'SUITES-RESO 


Lending  leadership 
for  business  leadership. 


©2000  The  CIT  Group,  Inc. 


• 

1 

Over  90  years  of  lending  experience. 

The  world's  largest  publicly  held 
commercial  finance  company. 

Over  $50  billion  in  managed  assets. 

International  capabilities  throughout 
26  countries. 

Leading  positions  in  equipment 
finance,  vendor  finance,  project 
financing,  technology  financing, 
merchant  banking,  factoring,  small 
business  lending,  commercial  aircraft, 
rail,  general,  aviation,  sales  finance, 
commercial  and  consumer  finance. 

A  new  and  higher  level  of  scale 
and  strength  to  meet  the  challenges 
of  the  next  century. 

Join  us  online  at  www.cit.com 

Today's  business  leaders  put 

their  trust  in  today's  financing  leader. 

CffF 

^^Fm  m     www.cit.com 

Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

tech&you@busi  nessweek.com 

E-BOOK  READERS: 
EASIER  ON  THE  EYES 


On  a  recent  trip  from  New  York  to  Wash- 
ington, I  settled  into  my  seat  on  a  packed 
train  to  discover  that  my  reading  light 
didn't  work.  Normally,  I  would  have  been  peeved, 
but  instead  of  my  usual  paperback  I  was  carry- 
ing the  latest  Ken  Follett  potboiler  on  a  new 
RCA  reb-1200  from  Thomson  Multimedia 
(www.rca.com).  With  its  bright,  backlit  display,  I 
read  all  the  way  home,  untroubled  by  the  gloom. 

Built-in  lighting  may  not  be  reason  enough  to 
spend  $699  on  a  gadget,  but  it's  a  nice  benefit. 
More  important,  these  electronic-book  readers, 
once  merely  interesting  gimmicks,  are  maturing 
into  useful  products,  though  I  still  see  a  serious 
problem  with  the  cost  of  e- 
books  and  with  the  selection 
of  what's  available.  The 
newest  readers  are  the  result 
of  Gemstar-TV  Guide  Interna- 
tional's acquisition  last  year  of 
SoftBook  Press  and  NuvoMe 
dia.  Gemstar  worked  out  a  deal 
with  Thomson  to  handle  manufac- 
turing and  marketing  under  the  rca 
brand.  The  color  REB-1200  is  the  suc- 
cessor to  the  SoftBook  Reader,  while 
the  smaller,  monochrome  reb-1100  re- 
places NuvoMedia's  Rocket  eBook. 

The  two  readers  work  in  much  the 
same  way.  You  download  books  directly 
from  Gemstar  using  a  dial-up  modem 
(or  direct  Ethernet  connection  with  the 
1200).  Storage  for  some  8,000  text-only 
pages  is  built  in,  with  expansion  avail- 
able through  flash-memory  cards.  A  sim- 
ple rocker  switch  flips  pages  back  and 
forth,  and  a  scroll  bar  moves  you  quick- 
ly through  the  book.  Using  the  stylus, 
you  can  search  for  text,  highlight  it,  or 
add  handwritten  notes. 

SECURITY.  I  prefer  the  1200,  both  for  its  larger 
screen  and  color  display,  which  provides  a 
brighter,  higher-contrast  image  even  if  a  book  is 
all  or  mostly  text.  The  published  battery  life  for 
the  1200  is  just  five  hours;  I  beat  that  by  turning 
the  screen  backlight  down.  Also,  it  uses  remov- 
able batteries,  so  you  can  always  carry  a  spare. 
But  the  $400  premium  over  the  1100  is  steep. 

Good  e-book  software  for  PCs  is  available 
for  free  download  from  Adobe  bookstore.glass- 
book.com)  and  Microsoft  (www.microsoft.- 
com/reader/),  both  of  which  provide  better  text 
display  than  the  RCA  products. 

So  why  buy  a  dedicated  reader?  The  big  rea- 


Once  merely 

interesting 

gadgets, 

they  are 

maturing 

into  useful 

products 


FOR  A  COLLECTION  OF 
PAST  COLUMNS  and 

online-only  reviews  of 
technology  products,  go 
to  Technology  &  You  at 
www.businessweek.com/ 
technology/ 


sons  are  ergonomic:  You  can  hold  it  like  a  boo  W 
and  take  it  anywhere  since  it  fits  in  a  briefcas 
as  easily  as  a  paperback.  Battery  life  is  good,  e;  ' 
pecially  with  the  1100,  and  the  dedicated  readei 
don't  get  uncomfortably  hot  to  hold  the  way  laj. 
tops  do. 

Dedicated  hardware  also  offers  publisher 
greater  protection  against  unauthorized  duplies  { p 
tion  than  PC-based  readers.  Although  you  ca  )L 
retrieve  a  book  you  have  paid  for  as  often  as  yo  ^ 
want,  you  can  only  download  it  to  the  sam  | 
reader  used  for  the  original  purchase,  and  th  I 
contents  are  encrypted  using  software  hare  — 
wired  into  the  device. 

Why  should  consumers  care  about  securit; 
Mainly,  to  encourage  publishers  to  make  e-book 
widely  available.  While  the  music  industry  cor  le 
tinues  to  resist  e-distribution,  publishers  (ir 
eluding  The  McGraw-Hill  Companies,  Businest 
Week's  parent)  view  it  as  inevitable.  But  the 
remain  wary  about  the  risk  of  profligate  copying  <■:<?. 

Availability  of  titles  remains  the  biggest  cha 
lenge  to  the  e-book  business.  Gemstar's  onlin 
bookstore  lists  thousands  of  titles,  but  most  ar  ir> 
older,  including  many  classics  in  the  public  d<  rem 
main;  Jack  London  is  particularly  well-represenl  1 1 
ed.  Of  the  15  titles  o  ong 
The  New  York  Time  m 
best-seller  list  on  De  ■ 
31,    only    5    wer  art  i 
available         froi  him 
Gemstar's  onlin 
bookstore, 
prices  averag 
ing  7%  mor 
than      AmE 


■c  — 

A 

v  1 


Jin: 


RCA's  New  E-books 


DISPLAY 


BATTERY 


SIZE 


WEIGHT 


PRICE 


REB-1100 


5.5-in.  monochrome 
touch  screen 


Fixed,  20+  hr.  per  charge 


5x7x1.5  in. 


18  oz. 


$299 


REB-1200  (SHOWN) 


8.2-in.  color  touch  screen 


Removable,  5+  hr.  per  charge 


7.5x9x1.25  in. 


33  oz. 


$699 


DATA:  THOMSON  CONSUMER  ELECTRONICS 

zon.com  charges  before  shipping.  You  also  ca 
subscribe  to  several  e-magazines,  including  Tim 
and  Newsweek;  information  services,  such  as  Do\ 
Jones;  and  such  features  as  book  reviews  fror 
The  New  York  Times. 

The  new  e-books  represent  a  big  advance  i 
usability,  although  in  good  light  I  still  prefer  th 
feel  of  an  old-fashioned  paper  book.  E-book 
most  likely  will  come  into  their  own  for  referenc 
materials,  especially  those  that  are  frequent! 
updated.  And  the  big-money  payoff  of  e-publisl 
ing  is  likely  to  be  textbooks.  Still,  the  hardwar 
has  gotten  good  enough  that  electronic  readei 
deserve  space  on  the  bookshelf. 


si, 
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Books 


*IDE  BEFORE  THE  FALL 
ie  Trials  of  Bill  Gates  and  the 
id  of  the  Microsoft  Era 

i  John  Heilemann 
arperCollins  •  246pp  •  $25 


WORLD  WAR  3.0 
Microsoft  and  Its  Enemies 

By  Ken  Auletta 

Random  House  .  436pp  •  $27.95 


BEHIND  MICROSOFT'S 
]OMEUPPANCE 


A  little  less  than  a  year  ago,  the 
(J^  Justice  Dept.'s  case  against  soft- 
,  .M.ware  colossus  Microsoft  Corp.  al- 
ibi i 'tided  with  a  whimper.  On  Mar.  2, 
K)0,  during  settlement  talks  brokered 
j  appellate  judge  Richard 
.  Posner  in  Chicago,  Mi- 
osoft  Chairman  Bill  Gates 
•cided  the  time  had  come  to 
it  his  losses.  Weary  from 
;ars  of  sparring  with  the 
(vernment,  culminating  in  a 
ial  that  gone  disastrously 
rong  for  his  team,  he  put 
s  signature  on  a  list  of  pro- 
ved terms  for  an  out-of- 
>urt  settlement.  Since  the 
rms  were  suggested  by  Jus- 
:e,  the  signature  might  well 
ive  settled  the  whole  thing. 

Unfortunately  for  Mi- 
osoft,  it  did  not.  Within 
lys,  some  of  the  19  attorneys  general 
ho  had  joined  Justice's  suit  made  it 
ear  the  restrictions  on  Microsoft's  be- 
ivior  did  not  go  far  enough.  And  Jus- 
:e  officials  began  to  feel  the  terms 
;eded  more  clarification.  Posner  would 
me  up  with  four  more  drafts — 18  in 
1.  But  none  came  as  close  to  a  deal, 
ie  case  went  back  to  the  trial  judge, 
lomas  Penfield  Jackson,  who  last  June 
•dered  that  Microsoft  be  split  in  two. 

This  anecdote  is  one  of  the  most  star- 
ing to  appear  in  each  of  two  new 
)oks  about  the  case,  Ken  Auletta's 
'arid  War  3.0:  Microsoft  and  Its  Ene- 
ies  and  John  Heilemann's  Pride  Before 
e  Fall:  The  Trials  of  Bill  Gates  and 
e  End  of  tfie  Microsoft  Era.  Both  cov- 
■  the  trial,  which  began  in  late  1998 
id  culminated  in  Jackson's  order.  Both 
ive  been  brought  out  speedily,  just  in 
ne  for  the  appeal.  And  each  author 
>pes  his  is  seen  as  the  definitive  book 
>out  the  case. 

Until  U.S.  v.  Microsoft,  antitrust  tri- 


als were  something  the  publishing 
world  routinely  ignored — with  good 
reason,  as  they  tended  to  be  excruciat- 
ing affairs.  In  the  1975  trial  of  IBM,  for 
instance,  a  clerk  spent  entire  weeks 
reading  transcripts  of  depo- 
sitions out  loud  to  the  court. 
A  young  attorney  by  the 
name  of  David  Boies  cross- 
examined  an  economist  for 
38  straight  days. 

But  the  Microsoft  case 
was  different.  It  featured 
some  irresistible  elements — 
the  world's  wealthiest  person, 
the  world's  most  highly  val- 
ued company  (for  a  while  at 
least),  mind-boggling  corpo- 
rate expansion,  and  ubiquitous 
technology,  to  name  a  few 
things.  The  story  also  featured  a 
judge  who  kept  the  trial  moving  and 
who,  along  with  lawyers  from  both 
sides,  was  willing  to  speak  about  the 
case  on  the  record.  Clearly,  this  is  a 
case  with  the  potential  to 
make  pages  turn. 

Of  the  two  books,  Heile- 
mann's is  the  more  engross- 
ing. He  has  taken  one  of  the 
most  complex  trials  in  his- 
tory and  turned  it  into  a 
book  that  reads  almost  like  a 
thriller — fast-paced  and  hard 
to  put  down.  At  the  same 
time,  Pride  Before  the  Fall 
does  not  lack  for  original  re- 
porting or  keen  insight. 
Heilemann  takes  us  behind 
the  scenes  to  show  how 
the  anti-Microsoft  movement 
evolved  from  a  few  disgruntled  Silicon 
Valley  executives  into  the  proverbial 
federal  case.  He  details  the  troubles 
Justice  had  in  getting  Microsoft's  de- 
tractors to  testify  on  the  record.  And 
he  ushers  the  reader  into  many  of  the 


bargaining  sessions  between  Justice's 
lawyers  and  Microsoft's. 

The  book's  only  real  fault  is  that 
about  two-thirds  of  it  can  be  had  at  a 
fraction  of  the  hardcover's  cost  by  pick- 
ing up  the  November  issue  of  Wired, 
where  Heilemann  is  a  correspondent. 
He  never  set  out  to  write  a  book.  In 
fact,  he  didn't  even  intend  to  write 
about  the  Microsoft  case.  Pride  Before 
the  Fall  flowed  out  of  his  cover  story,  it- 
self a  "mutant  limb"  of  a  piece  he  had 
begun  on  Silicon  Valley  executives. 

The  book  largely  succeeds  because 
it's  not  about  the  trial  per  se,  but  about 
everything  that  went  into  the  litiga- 
tion. Heilemann  explores  the  unlikely 
alliance  that  developed  between  the 
government's  antitrust  chief,  Joel  I. 
Klein,  and  pro-business  Senator  Orrin 
Hatch.  Perhaps  spurred  on  by  Novell 
and  other  software  companies  in  his 
home  state,  the  conservative  Utah  Re- 
publican not  only  provided  political  cov- 
er for  Klein  with  hearings  on  Mi- 
crosoft's aggressive  tactics,  but  he  and 
his  staff  even  tried  to  help  recruit  wit- 
nesses. Heilemann  also  offers  fascinat- 
ing little  vignettes,  such  as  how  Gates, 
arguably  the  world's  most  powerful  fig- 
ure outside  of  government,  broke  down 
in  tears  during  a  board  meeting,  de- 
claring that  "the  whole  world  is  crash- 
ing in  on  me." 

World  War  3.0,  in  contrast,  seeks  to 
put  the  reader  inside  the  courtroom. 
While  the  book's  attention  to  detail  is 
admirable,  this  approach  has  its  prob- 
lems. Microsoft  might  have 
been  the  most  interesting  an- 
titrust case  ever,  but  it  still 
was  slow  and  highly  technical 
at  times.  After  a  few  intro- 
ductory chapters,  Auletta  be- 
gins with  a  description  of  the 
unremarkable  courtroom,  then 
follows  the  trial,  witness  by 
witness.  First  the  prosecution. 
Then  a  two-chapter  profile  of 
Gates.  Then  the  defense.  As 
the  narrative  unfolds,  one  gets 
the  sense  of  having  been  as- 
signed to  a  kind  of  literary  jury  duty. 
Where  Auletta  excels  is  in  getting 
Jackson  to  open  up.  World  War  3.0  is 
peppered  with  his  comments  about  Mi- 
crosoft and  its  hard-charging  chairman 
gleaned  from  10  hours  of  interviews 
with  the  judge.  While  Jackson  has  pre- 
viously said  some  highly  critical  things, 
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Books 


his  musings  to  Auletta  are  among 
most  incendiary.  He  calls  Ga 
"Napoleonic"  and  "arrogant"  and 
scribes  his  company's  behavior 
"sophomoric."  These  types  of  comme 
could  be  crucial  to  the  case.  In  th 
appeal,  Microsoft's  lawyers  argue  t, 
Jackson's  comments  reveal  an  anti-I 
crosoft  bias.  Auletta's  book  gives  th 
more  to  work  with. 

If  this  weren't  enough,  Auletta  I 


Microsoft  could  havi 

short-circuited  the 

trial  with  some  mode; 

behavioral  changes 


gotten  Jackson  to  enter  into  the  ul  | 
mate  death  wish  for  a  trial  judge:  tras 
ing  appeals  courts.  Higher  courts,  Ja< 
son  says,  embellish  their  rulings  w 
superficial  scholarship.  Pretty  har 
words  from  a  guy  who  had  a  previa 
Microsoft  ruling  overturned  by  some 
the  very  same  judges  who  will  consic 
this  one. 

Both  books  answer  many  of 
whos,  whats,  and  whens  of  U.  S.  v. 
crosoft.  But  both  leave  room  for  futi 
accounts  about  the  most  profound  qu(| 
tion:  Why  did  the  confrontation  hz 
pen  at  all?  It  was  not  a  case  that  Kid 
or  Justice  wanted  to  bring.  Micros* 
almost  certainly  could  have  avoided 
by  making  some  changes  in  the  w 
it  did  business.  It  didn't  have  to  l 
peatedly  bully  computer  makers  to  u 
its  Internet  Explorer  rather  th 
Netscape  Navigator.  Gates  didn't  ne 
to  openly  mock  Justice,  as  he  did 
Larry  King  Live  in  1995.  And  ev 
having  done  these  things,  Microsc 
could  have  short-circuited  the  trial 
some  modest  behavioral  changes  pi 
posed  by  the  government  in  1998,  t  | 
fore  charges  were  filed. 

Instead  of  saying  why  all  of  this  hi 
pened,  both  authors  focus  on  the  ci 
ture  of  Microsoft  and  the  deferen 
paid  by  all  there  to  its  chief.  In  Heil 
mann's  book  in  particular,  Gates 
pears  as  a  kind  of  child  emperor  w 
thinks  he  knows  everything — abo| 
both  law  and  software — and  calls 
the  shots. 

Clearly,  it's  a  fascinating  case:  I  ma] 
ine,  at  the  end  of  two  lengthy  accouij 
of  an  antitrust  trial,  yearning  for  mo 
BY  DAN  CARN| 

Carnal  covers  the  case  from   Wat 
ington,  D.  C. 
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Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


GLOBAL  STOCK  TRADING 
NEEDS  FIXING-AND  FAST 


CRISIS: 

Transactions 
between 
bourses  are 
held  hostage 
to  diverse 
standards, 
rules,  and 
technology. 
If  it  isn't 
fixed,  the 
system  could 
implode 


Jeffrey  E.  Garten  is  dean  of 
the  Yale  School  of 
Management  and  author  of 
the  new  book,  The  Mind  of 
theC.E.O.  He  was  Under 
Secretary  of  Commerce  for 
International  Trade  in  the  first 
Clinton  Administration. 
(jeffrey.garten@yale.edu). 


For  all  the  talk  about  globalization,  the  foun- 
dation for  an  integrated  world  financial 
system  doesn't  yet  exist.  As  Henry  M. 
Paulson  Jr.,  chairman  and  ceo  of  Goldman  Sachs 
Group  Inc.,  says,  what  we  now  have  is  a  series 
of  national  and  regional  markets  linked  in  pre- 
carious ways.  Some  of  the  weak  spots  were  seen 
during  the  1997-98  Asian  crisis  that  caused  Fed- 
eral Reserve  Chairman  Alan  Greenspan  and  for- 
mer Treasury  Secretary  Robert  E.  Rubin  to  call 
for  "a  new  financial  architecture."  But  all  along, 
it  has  been  less  important  to  redesign  the  exte- 
rior of  the  house  than  to  repair  the  roof  and  fix 
the  plumbing.  A  critical  case  in  point:  the  frag- 
mented infrastructure  for  trading  of  stocks, 
bonds,  and  derivatives  across  borders.  ^ 

That's  why  it's  worth  paying  attention  to  a 
conference  to  be  held  in  London  on  Jan.  31  and 
Feb.  1  by  organizations  from  the  U.S.,  Europe, 
Asia,  and  Latin  America  that  do  the  back-office 
work  of  securities  trading — the  clearance  and 
settlement  that  allows  buyers  and  sellers  to 
exchange  what  they  bought  and  transfer  the 
money  efficiently  and  reliably.  It's  the  first  time 
these  specialists  will  meet  to  see  if  and  how 
they  can  better  cooperate.  Wish  them  well,  for 
unless  the  "pipes"  through  which  money  and 
information  are  being  pushed  are  substantially 
upgraded  and  more  centrally  managed,  at  best 
they  will  constrict  trading  volume  and  at 
worst  they  will  rupture. 

The  difficulty  of  managing  complex  negotia- 
tions at  the  International  Monetary  Fund  or  the 
World  Trade  Organization  pales  in  comparison 
with  the  upcoming  talks  in  London  among  orga- 
nizations with  different  national  allegiances,  cor- 
porate cultures,  regulatory  pressures,  and  own- 
ership structures.  The  same  organizations,  of 
course,  compete  with  one  another  for  business. 
This  heterogeneous  group  will  wrestle  with  a 
number  of  questions:  What  kind  of  common  stan- 
dards and  technological  protocols  do  they  need? 
Should  there  be  new  partnerships  among 
them?  Should  there  be  one  central  organization? 
INCREASING  STRAIN.  They  will  be  gathering 
against  the  background  of  soaring  volumes  of  se- 
curities trading  within  and  among  countries.  In 
the  first  half  of  2000,  for  example,  the  U.S.  De- 
pository Trust  &  Clearance  Corp.  (dtcc),  the 
principle  clearer  of  U.  S.  equities  and  bonds, 
handled  66%  more  than  in  the  same  period  in 
1999,  a  year  in  which  it  processed  an  incredible 
$70  trillion  worth  of  securities.  Meanwhile,  U.  S. 
trades  involving  a  foreign  party  have  been 
tripling  every  three  years  since  the  early  1990s. 


In  a  world  increasingly  turning  to  global  stoc 
markets  rather  than  commercial  banks  to  fur 
everything  from  new  telecommunications  sy 
terns  to  pension  plans,  we  can  expect  increase 
strain  on  capital  markets  that  rely  on  disparatB 
software  systems,  databases,  and  electronic  c; 
pabilities.  In  the  U.  S.,  less  than  1%  of  all  trad< 
fail  to  complete  on  schedule,  but  in  Europe  th 
failure  rate  is  near  20%.  A  stock  trade  in  tl 
U.  S.  costs  about  5(2  to  clear;  Europe  is  10  tim< 
more  expensive.  In  the  U.  S.,  the  time  between 
trade  and  the  final  exchange  of  money  is  a] 
proaching  one  day,  but  not  everyone  else  ca 
move  so  fast. 

Also,  the  disorganized  global  securities-pn 
cessing  industry  undercuts  the  profitability 
the  big  multinational  brokerage  firms  that  ai 
forced  to  put  up  collateral  to  buttress  their  tran 
actions  and  to  provide  financial  support  for 
many  clearing  and  settlement  organizatior 
around  the  world.  Arthur  L.  Thomas,  chief  oj 
erating  officer  of  Merrill  Lynch  &  Co.'s  Securiti< 
Services  Div.,  says  that  if  the  global  systei 
were  more  integrated,  a  conservative  estimate 
what  the  brokerage  firms  could  save — assumir 
only  current  trading  volumes — is  more  than  3 
billion  annually. 

Jill  Considine,  chairwoman  and  ceo  of  tl 
DTCC,  acknowledges  that  the  imperative  of 
seamless,  virtual  global  infrastructure  is  not  y< 
in  sight.  She  also  indicates  that  there  is  no  ii 
ternationally  agreed  upon  vision  for  what  tl 
system  should  be,  much  less  the  next  steps 
get  there.  "We're  approaching  the  edge  of  tl 
map,"  she  said.  "We're  beginning  to  sail  into  tl 
unknown." 

Unless  major  progress  is  made  soon,  Robei 
L.  Pierre,  vice-president  for  global  operatior 
at  State  Street  Bank  in  Boston,  foresees  a  maj( 
crisis,  akin  to  the  breakdown  in  back-office  o] 
erations  on  Wall  Street  in  the  1970s.  But  Georj; 
S.  Hender,  vice-chairman  of  Options  Clearin 
Corp.  in  Chicago,  says  he  is  more  optimistic, 
are  many  other  Wall  Street  experts  such 
Eileen  K.  Murray,  a  managing  director  who  ove 
sees  the  technical  operations  of  Morgan  Stai 
ley  Dean  Witter. 

Given  the  technological,  political,  and  con 
mercial  obstacles  to  an  agreement,  however,  th 
big  question  is  whether  the  system  will  have 
break  down  before  it's  fixed.  Don't  rule  that  out 
for  the  lesson  of  previous  financial  crises  is  th; 
the  people  closest  to  the  markets  either  Galled  < 
see — or  didn't  want  to  admit — that  a  debac 
was  just  around  the  corner. 


! 
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Economic  Trends 


BY  GENE  KORETZ 

IS  THE  EUROPEAN 
GRASS  GREENER? 

Euro  stocks  are  not  a  slam  dunk 

With  the  U.  S.  economy  entering  a 
sharp  slowdown  and  the  euro  up 
14%  against  the  dollar  since  late  Octo- 
ber, many  Wall  Streeters  are  putting 
more  money  into  European  equities 
while  lightening  up  on  U.  S.  stocks. 
Joseph  P.  Quinlan  of  Morgan  Stanley 
Dean  Witter  warns,  however,  that 
many  big-cap  U.  S.  companies  may  be  a 
better  bet  than  their  European  rivals. 
"The  huge  growth  in  U.  S.-European 

U.S.-EUROPEAN  ECONOMIC  TIES: 
INVESTMENT  DWARFS  TRADE 


SALES  BY  U.S.  AFFILIATES  IN  EUROPE 


U.S.  EXPORTS  TO  EUROPE 
I     I    I    I 
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linkages  via  direct  investment,"  says 
the  economist,  "has  changed  the  calcu- 
lus of  equity  investment  strategy." 

The  normal  strategy  when  global 
economic  tides  are  shifting  is  to  cut 
back  in  regions  that  are  losing  steam 
and  focus  on  those  that  are  relatively 
strong.  Like  most  experts,  Morgan 
Stanley's  economists  believe  that  the 
slowing  of  the  U.  S.  economy  (they  see 
a  mild  recession  ahead)  will  have 
sharp  repercussions  abroad — especial- 
ly in  Mexico,  Canada,  and  Asia,  which 
are  big  exporters  to  the  U.  S. 

They  also  agree  with  the  consensus 
that  any  slowdown  in  Europe  is  likely 
to  be  relatively  modest.  Tax  cuts,  ris- 
ing outlays  for  information  technology, 
healthy  consumer  confidence  and 
spending,  the  absence  of  a  European 
"wealth  effect,"  and  lower  oil  prices — 
enhanced  by  the  rising  euro — all  bode 
well  for  European  economies  in  the 
coming  year.  Not  least  important, 
America  accounts  for  only  a  few  per- 
centage points  of  Europe's  exports. 

Quinlan  points  out,  however,  that 
trade  is  no  longer  the  main  mechanism 
by  which  multinationals  in  the  U.S. 
and  Europe  compete.  Thanks  to  huge 


flows  of  foreign  direct  investment 
across  the  Atlantic  over  the  past 
decade,  total  sales  by  affiliates  of  U.  S. 
companies  in  Europe  and  by  affiliates 
of  European  outfits  in  the  U.  S.  are  now 
four  to  five  times  the  size  of  trade  flows 
between  the  two  trading  partners. 

The  fact  is  that  Europe  and  the  U.  S. 
have  been  each  other's  favorite  foreign 
investment  targets  for  years.  As  a 
result,  the  earnings  of  many  U.  S.  and 
European  companies  have  become 
increasingly  sensitive  to  shifts  in  cur- 
rency exchange  rates  and  the  perfor- 
mance of  each  other's  economies.  Euro- 
pean companies  posted  over  $40  billion 
in  U.  S.  affiliate  earnings  last  year,  and 
Quinlan  estimates  that  half  of  U.S.  for- 
eign-affiliate earnings  of  $130  billion 
were  derived  from  Europe. 

In  sum,  investors  need  to  look 
beyond  the  relative  performances  of 
U.S.  and  European  economies  this 
year.  As  U.  S.  growth  sags,  many 
European  multinationals  will  be  hurt 
by  a  drop  in  U.  S.  affiliate  income  and 
a  weaker  dollar.  And  many  U.  S.  multi- 
nationals that  take  a  hit  at  home  will 
get  a  welcome  earnings  infusion,  cour- 
tesy of  relatively  robust  European 
growth  coupled  with  a  stronger  euro. 


WHEN  SCHOOLS 
GET  GRADED... 

Home  prices  tend  to  react  quickly 

If  George  W.  Bush  gets  his  way,  fed- 
eral aid  to  education  will  be  tied  to  a 
system  by  which  public  schools 
receive  letter  grades  based  on  student 
performance.  Indeed,  a  number  of 
states  already  have  such  grade  sys- 
tems, which  are  intended  as  a  wake-up 
call  for  schools  and  parents. 

As  a  recent  Florida  study  indicates, 
however,  such  school  grading  can 
sometimes  have  unforeseen  conse- 
quences. In  the  study,  David  N.  Figlio 
of  the  University  of  Florida  and  Mau- 
rice E.  Lucas  of  the  Alachua  County 
School  Board  analyzed  the  pattern  of 
home  resale  prices  in  the  Gainesville 
school  district  before  and  after  the 
implementation  of  a  state  system  in 
1999  that  assigned  letter  grades  to  22 
elementary  schools  in  the  area. 

Controlling  for  neighborhood  quali- 
ty, past  price  trends,  and  home 
improvements,  the  researchers  found 
that  the  grades  had  a  substantial 
immediate  impact  on  prices.  Over  the 
14-month  post-announcement  period 
studied,    houses    in    A-rated     school 


neighborhoods  commanded  an  averaJ 
premium  of  7%,  or  $9,000,  over  hous] 
in   B-rated    school   neighborhoods, 
similar  effect  was  evident  between 
and  C  school  neighborhoods. 

To  be  sure,  the  price  impact  tendd 
to  diminish  over  time,  but  it's  wd 
known  that  perceived  school  qualij 
influences  home  prices,  and  letter  gral 
ing  could  exacerbate  this  tendency.  Tlf 
problem,  says  Figlio,  is  that  new  gra| 
ing  systems  can  have  arbitrary  criter 
(such     as     giving     more     weight 
improved     reading     scores     than 
improved  math  scores)  that  may  dr 
matically  affect  homeowners'  wealth.  | 

With  James  M.  Mehring  in  New  Yon 


THE  YOUNG 
AND  ARREST-LES! 

Youth  violence  has  fallen  sharply 


Despite  some  notorious  incidents 
school  violence  in  recent  years, 
is  the  young  who  are  mainly  respons 
ble  for  the  nationwide  decline  in  viole 
crime  since  the  mid-1990s.  An  analys 
of  FBI  data  by  Jeffrey  A.  Butts  of  tl 
Urban  Institute,  a  Washington  thii 
tank,  highlights  the  trend 

From  1985  to  1995,  notes  Butts,  vi 
lent-crime  arrests  (for  murder,  ra 
assault,  and  robbery)  in  the  U.  S.  ro 
by    298,670,    with    youths    under 
accounting  for  38%  of  the  increase, 
the  four  years  from  1995  to  1999,  su 
arrests  declined  by  151,460,  with  th;| 
same  age  group  accounting  for  51% 
the  drop.  The  declines  have  been  esp 
cially  sharp  among  those  under  18 

Social  scientists  attribute  much 
the  drop  in  youth  crime  to  the  econo: 
boom,  which  raised  wages  and  lower 
joblessness  among  the  young  a: 
reduced  child  poverty  and  fami 
stress.  Increased  community  policing, 
higher  arrest  rate 
for  less  serious 
offenses  such  as 
drunk  driving, 
and  a  higher- 
incarceration  rate 
may  also  have 
acted  as  deter- 
rents, but  one 
often  cited  fac- 
tor— demograph- 
ic trends — played 
no  part:  The 
youth  population 
has  actually  been 
growing  through 
the  past  decade. 
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The  Next  Stage 


We're  taking 
online  investing 
to  the 
next  stage. 
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wellsfargo.com 


Introducing  Wells  Fargo  Securities  Online  Brokerage.  Offering  everything  you  expect  from  a  top  online 
brokerage.  Like  real-time  quotes.  Alerts.  Stock  screening  you  can  customize  any  way  you  like.  And  24-hour  customer 
service  seven  days  a  week.  Plus  you  get  the  convenience  of  online  banking  and  online  investing  all  in  one  place.  To  get 
startedJustvisitwellsfargo.com  or  call  7  -800-TRADERS.\NEllS  FARGO  SECURITIES  ONLINE  BROKERAGE 

Get  1 0  free  stock  trades  in  your  first  month. 

Enter  "FREE"  as  the  source  code  when  applying. 


1     INVESTMENT    PRODUCTS:    •    NOT    FDIC    INSURED    •    NO    BANK    GUARANTEE    •    MAY    LOSE    VALU E 

Online  brokerage  accounts  offered  through  Wells  Fargo  Securities,  Inc.  (member  NASD/SIPC),  a  non-bank  affiliate  of  Wells  Fargo  &  Company.  Wells  Fargo  Securities  online  brokerage  accounts 
are  carried  and  cleared  through  Fiserv  Securities,  Inc.  (FSI),  member  NYSE/NASD/SIPC  FSI  is  not  affiliated  with  Wells  Fargo  Securities,  Inc ,  or  any  affiliate  of  Wells  Fargo  &  Company  Financial 
Consultants  are  registered  representatives  of  Wells  Fargo  Securities,  Inc.  System  response  times  and  account  access  may  vary  due  to  a  variety  of  factors,  including  market,  system  and  other  condition 


A  teacher  has  50  minutes  to  teach  Algebra.  If  she  spends  8 
minutes  on  attendance,  12  minutes  on  new  formulas  and  30 
minutes  on  last  night's  homework,  how  much  time  does 
she   have  left   to   teach  them  how  to  interview  for  a  job? 


X= 


« 


Overcoming  Obstacles  helps  teachers  find  solutions.  By  integrating  relevant  skills  such  as  communication,  decision  making  a 
goal  setting  in  the  classroom,  students  will  be  more  motivated  to  dream  and  achieve.  Teachers,  school  administrators  and  pare 
volunteers  are  urged  to  attend  our  next  seminar.  For  dates  and  locations,  call  1-888-840-9606  or  visit  www.overcomingobstacles. 


■  I  2000  Communily  lor  Education  Foundation 
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BY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


ALL  IS  NOT  GLOOM 

ON  THE  CONSUMER  FRONT 

The  demand  for  services  should  keep  much  of  the  economy  moving 


US.  ECONOMY 


With  consumer  confidence 
heading  south  and  retailers 
bemoaning  a  disappointing  holiday  season,  you  might 
conclude  that  consumers  have  decided  to  shut  their 
wallets  and  sit  the  winter  out — with  potentially  dire 
consequences  for  the  economy.  However,  if  that's  the 
case,  why  did  fourth-quarter  consumer  outlays  for  ser- 
vices grow  at  one  of  the  fastest  rates  of  this  expansion? 
The  answer  is  that  the  consumer  slowdown  has  been 
concentrated  in  the  purchases  of  goods,  especially 
durable  goods,  such  as  cars  and  computers  (chart).  The 
full  fourth-quarter  data  will  not  be  available  until  the 
Ian.  31  report  on  gross  domestic  product.  But  based  on 
monthly  data,  household  outlays  for  goods  were  about 
Sat  from  the  third  quarter,  one  of  the  worst  showings 
since  1991.  Spending  on  services,  however,  seems  to 
have  grown  at  a  strong  annual  rate  of  about  5%. 

Interestingly,  this  split  also 
shows  up  in  the  price  data. 
The  December  consumer  price 
index  rose  a  tame  0.2%  from 
November,  while  the  core  in- 
dex, which  excludes  energy 
and  food,  increased  0.1%. 
However,  the  yearly  core  rate 
for  goods  is  stable,  at  only 
0.6%,  while  that  for  services 
has  been  rising,  up  to  3.4%. 
The  divergent  trends  in  de- 
mand for  goods  and  services  is  crucial  to  the  outlook.  It 
shows  that  while  overall  consumer  spending  is  slowing 
Tom  its  breakneck  pace  of  1999  and  early  2000,  house- 
lolds  are  not  retrenching  in  a  way  that  could  doom  the 
expansion.  More  importantly,  the  demand  for  big-ticket 
terns  is  sensitive  to  changes  in  interest  rates.  So  the 
Federal  Reserve's  preemptive  cut  in  rates  could  make 
;he  slowdown  in  goods  spending  a  short-lived  event. 

EVEN  SO,  THE  WEAKNESS  in  goods  outlays  is  bring- 

ng  pain  to  the  industrial  sector,  as  shown  by  the  three 

nonthly  drops  in  manufacturing  output  (chart).  And 

ion't  look  for  an  end  to  the  factory  recession  anytime 

soon.  Businesses  must  bring  their  inventories  into 

alignment  with  the  slower  pace  of  sales.  The  severity  of 

s<khat  inventory  correction  will  go  a  long  way  in  deter- 

'  Tuning  the  extent  of  the  slowdown  in  gdp  growth. 

Beyond  manufacturing,  the  economy,  particularly  the 

service  sector,  seems  to  be  holding  up.  Hours  worked  at 
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service  companies,  a  good  proxy  for  service-sector  out- 
put, rose  faster  in  the  fourth  quarter  than  they  did  in 
the  third.  Furthermore,  overall  job  growth,  while  slow- 
er, shows  every  sign  of  staying  healthy  enough  to  keep 
overall  consumer  spending  growing  at  a  moderate  pace. 

Surprisingly,  consumer  shopping  at  yearend  was  not 
a  disaster.  Retail  sales  managed  a  0.1%  gain  in  De- 
cember, and  they  were  flat  when  cars  are  excluded. 
Those  numbers,  though  weak,  were  better  than  the 
declines  projected  by  many  economists. 

Receipts  at  gasoline  stations 
fell  2.3%  in  the  month.  That 
subtracted  a  tenth  of  a  point 
from  the  total  and  mainly  re- 
flected a  drop  in  the  price  of 
gas.  Of  course,  cheaper  gas 
will  help  consumer  demand  in 
2001,  after  higher  fuel  prices 
sharply  cut  household  buying 
power  in  2000.  But  how  much 
higher  heating  oil  costs  drag 
down  consumer  spending  will 
depend  on  how  severe  the  rest  of  the  winter  is. 

Monthly  sales  data  suggest  that  real  consumer  spend- 
ing grew  at  an  annual  rate  of  about  2.5%  in  the  fourth 
quarter.  That's  down  from  4.5%  in  the  third  quarter,  but 
the  pace  is  close  to  the  yearly  growth  in  real  aftertax 
income,  one  of  the  key  consumer  fundamentals  that 
will  determine  future  spending  trends. 

SO  HOW  ARE  THOSE  FUNDAMENTALS?  Certainly, 

they're  not  as  powerful  as  a  year  ago.  Slower  job 
growth  should  support  income  growth  of  about  2.5% 
this  year,  but  that's  down  from  about  3%  in  the  previ- 
ous two  years.  And  the  wealth  effect  from  the  stock 
market  is  no  longer  providing  rocket  fuel  to  spend- 
ing. Still,  household  finances  are  holding  up  thanks  to 
stable  labor  markets  and  resilient  housing  demand 
which  is  buoying  home  prices. 

Concerns  are  growing  over  debt  (page  40),  but  so  far 
households  in  general  aren't  overextended  yet.  Bor- 
rowing increased  through  most  of  2000,  but  the  rate 
was  below  that  of  the  mid-1990s.  Debt  servicing — the 
percent  of  incomes  devoted  to  paying  off  old  ious — also 
rose,  but  remains  below  its  1980s  high.  And  banks  re- 
main quite  willing  to  lend  money  to  the  household  sec- 
tor, even  as  they  raise  the  bar  for  business  borrowers. 

In  addition,  many  homeowners  are  rushing  to  refi- 
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nance  their  mortgages  after  the  Fed's  surprise  rate 
cut  helped  to  bring  mortgage  rates  down  to  below 
7.5%.  According  to  the  Mortgage  Bankers'  Assn.,  ap- 
plications to  refinance  mortgages  in  the  first  two  weeks 
of  January  were  triple  their  fourth-quarter  average. 

The  biggest  danger  to  the  outlook  remains  the  per- 
formance of  the  stock  market.  Remember  the  wealth  ef- 
fect boosted  demand  for  consumer  goods,  especially 
for  items  such  as  autos.  With  wealth  diminishing,  it's 
not  surprising  that  goods  spending  is  slowing  as  well. 

THAT  WEAKNESS  is  generating  an  inventory  problem 
that  is  falling  back  on  U.  S.  manufacturers.  For  exam- 
ple, inventories  held  by  factories,  wholesalers,  and  re- 
tailers rose  0.7%  and  0.5%  in  October  and  November, 
respectively,  but  sales  by  those  businesses  fell  0.5% 
and  0.3%  in  those  same  months.  And  much — but  not 
all — of  the  imbalance  is  concentrated  in  the  auto  sector. 
As  of  last  spring,  the  growth  rates  of  inventories  and 
sales  at  car  dealers  were  in  balance,  but  by  the  end  of 
the  year,  stock  levels  had  grown  some  15%  above  the 
year-earlier  mark,  while  sales  were  nearly  flat. 

As  a  result,  factories  are  cutting  production.  Manu- 
facturing output  fell  1.1%  in  December,  after  cutbacks  of 
0.6%  in  November  and  0.2%  in  October.  However,  the 
December  drop  appears  to  have  been  exaggerated  by 
the  severe  winter  weather,  especially  in  the  Midwest. 

The  need  for  an  inventory  adjustment  came  sud- 


ARGENTINA 


AS  SALES  SLOW  DOWN, 
INVENTORIES  BUILD  UP 


denly  for  many  businesses.  The  latest  survey  of  busi- 
ness conditions  by  the  National  Association  for  Business 
Economics  notes  an  especially  large  drop-off  in  goods 
demand  in  the  fourth  quarter — in  fact,  the  largest  one- 
quarter  falloff  in  the  18-year  history  of  the  survey. 

During  all  of  1999,  compa- 
nies were  churning  out  goods 
at  an  increasingly  rapid  rate 
in  an  effort  to  catch  up  with 
the  even  stronger  growth  in 
demand.  By  the  middle  of 
2000,  however,  sales  were 
slowing  sharply,  and  by 
yearend,  the  pace  of  stockpil- 
ing was  far  ahead  of  demand 
(chart).  From  March,  2000,  un- 
til November,  2000,  the  ratio  of 
inventories  to  sales  rose  from  1.31  to  1.36,  the  steepest 
rise  of  this  expansion.  Inventory  rebalancing  is  unlikely 
to  be  completed  before  spring,  which  means  a  long 
cold  winter  for  manufacturing  output  and  employment 

However,  once  the  inventory  adjustment  has  run  its 
course,  manufacturing's  drag  on  the  economy  will  begir 
to  ease  up,  and  lower  interest  rates  will  help  to  shore 
up  demand.  In  the  meantime,  as  long  as  consumer  fun 
damentals  remain  as  firm  as  they  are  now,  householc 
demand  for  services  will  keep  a  big  chunk  of  the  econ 
omy  moving  forward  at  a  moderate  pace. 
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A  RAY  OF  SUNSHINE-FR0M  THE  FED 


Investors  and  policymakers  in 
Argentina  are  hoping  that  the 
surprise  easing  in  U.  S.  monetary 
policy  will  boost  the  extremely 
weak  Argentine  economy. 

That's  because  the  Argentine 
peso  is  hard-pegged  to 
the  U.  S.  dollar.  In  the 
past,  the  greenback's 
rise  pulled  the  peso  up 
along  with  it,  causing 
Argentine  exports  to 
become  too  expensive 
in  global  markets. 
Now  with  the  U.  S. 
dollar  falling,  better 
export  growth,  along 
with  lower  interest 
rates,  has  lifted  Argentina's 
prospects. 

That's  why  the  Buenos  Aires 
stock  market  has  been  rising 
since  the  Federal  Reserve  unex 
pectedly  cut  U.  S.  interest  rates 


VEHICLE  SALES 
DRY  UP  AT  YEAREND 


ARGENTINE  SALES 
OF  CARS  AND 
LIGHT  TRUCKS 
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by  a  half-  point  on  Jan.  3.  In- 
vestors are  hoping  that  lower  in- 
terest rates  will  boost  capital  in- 
vestment and  shore  up  the 
sagging  economy. 

It  certainly  needs  help.  Argenti- 
na was  in  a  recession 
for  two  years,  and  its 
recent  signs  of  recov- 
ery are  tepid  at  best. 
Real  gross  domestic 
product  in  the  third 
quarter  was  flat  com- 
pared with  a  year  ago, 
and  the  fourth-quarter 
data  look  weak.  Un- 
employment was 
14.7%  in  October.  In- 
dustrial production,  which  had  be- 
gun to  rise  at  midyear,  turned 
south  in  the  second  half.  For  the 
fourth  quarter,  it  was  down  3.1% 
from  a  year  ago.  And  at  the  end  of 
2000,  after  government  car  incen- 
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tives  ended,  auto  sales  sank  (chart). 

The  two  bright  spots  in  the 
economy's  performance  have  been 
a  narrowing  of  the  trade  deficit 
and  the  absence  of  inflation,  both 
expected  outcomes  of  a  recession. 
The  trade  deficit  fell  to  $38  mil- 
lion in  November,  almost  a  tenth 
of  what  it  was  in  November,  1999. 
With  domestic  demand  weak,  im- 
ports are  shrinking.  In  addition, 
consumer  prices  in  December 
were  down  0.7%  from  a  year  ago. 

Officials  are  now  more  opti- 
mistic about  the  economy  and  fi- 
nancial markets.  Argentina  al- 
ready received  extensive  help 
from  the  International  Monetary 
Fund  in  2000,  but  now  the  hope  is 
that  foreign  investors,  looking  for 
higher  payoffs  than  those  found  in 
the  U.S.,  may  park  more  of  their 
money  in  the  emerging  markets, 
including  Argentina. 
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CERTIFIED  PRE-OWNED  LEXUS 


Certified  Pre-Owned  Lexus. 
The  Lexus  Of  Pre-Owned  Vehicles. 


Given  the  standards  for  which  Lexus  is  known,  we  simply  couldn't  relax  when  it  came  to  our 
pre-owned  automobiles.  So,  following  tradition,  each  Certified  Pre-Owned  Lexus  is  backed  by  the 
Lexus  of  warranties*  for  three  years  from  your  purchase  date  or  100,000  total  vehicle  miles.  You'll 
even  get  a  complimentary  loaner  cart  — not  a  shuttle  — on  service  visits.  Visit  your  Lexus  dealer 
today.  And  test-drive  the  only  cars  that  are  Lexus  Certified  Pre- 
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Owned.  Not  to  mention,  the  only  ones  that  are  worthy  of  the  title.      ONLY  AT  YOUR  LEXUS  DEALER 


exuscpo.com 


©2000  l^exus,  a  Division  of  Toyota  Motor  Sales,  U.S.A.,  Inc.  Lexus  reminds  you  to  wear  seathelts,  secure  children  in  rear  seat,  obey  all  speed  laws  and  drive  responsibly 
'See  your  Lexus  dealer  for  details  on  the  limited  three-year/  100,000-total-vehicle -mile  warranty.  \Service  loaner  cars  available  on  warrantable  repairs  only. 
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THE 

MAN  WHO 
WOULD  BE 


Forget  the  squeaker 

election:  Bush  plans  to 

govern 

as  if  he 

won  like 

the  Gipper 


JANUARY  29,  2001 


When  he  steps  to  the 
jxxlium  to  take  the  oath 
of  office  as  the  43rd 
President  of  the  Unit- 
ed States,  George  W. 
Bush  will  return  to  the 
inclusive  themes  that 
tropelled  him  to  the  White  House  as  a 
new  kind  of  compassionate  conserva- 
tive But  soon  after  the  revelry  sub- 
ides,  he  plans  to  shift  to  a  political 
strategy  that  will  be  as  tough  as  his 
Inaugural  message  was  soothing. 

Confronted  by  congressional 
)emocrats  who  question  his  legitimacy, 
Jush  has  concluded  that  the  best  ap- 
iroach  to  the  Presidency  is  to  act  as  if  he 
ron  the  300- vote  Electoral  College  by 
he  landslide  he  expected.  He  plans  to 
aodel  much  of  his  governing  style  on  an- 
ther Western  governor  who  was  greatly 
underestimated  by  foes — Ronald  Reagan. 
The  differences,  however,  are  stark: 
teagan  took  office  at  70  as  the  longtime 
jader  of  a  conservative  movement  in- 
.erited  from  Barry  Goldwater.  Bush,  al- 
aost  20  years  younger,  is  a  political 
rork-in-progress  who  represents  a  new- 
rave  Republicanism  that  seeks  to  broad- 
n  the  party's  base.  But  Bush  shares 
teagan's  optimism,  stubbornness  on  core 
ssues,  and  belief  that  the  President's  job 

I  to  provide  thematic  leadership  on  the 
ommand  deck  while  subordinates  man 
he  battle  stations. 

"Bush  grew  up  watching  Reagan  get 

II  the  glory  and  his  father  stuck  with 
lopping  up  the  mess,"  says  Samuel  L. 
'opkin,  a  political  scientist  at  the  Uni- 
ersity  of  California  at  San  Diego.  "He 
ecided  he'd  rather  be  Reagan." 

It  was  no  accident  that  Bush's  transi- 
ion  seemed  like  a  flashback  to  the  Rea- 
an  era.  Bush  hung  his  Stetson  at  his 
ew  Crawford  (Tex.)  ranch,  evoking 
lemories  of  Reagan  photo  ops  at  Rancho 
el  Cielo.  And  Bush  has  displayed  a  Rea- 
anesque  fondness  for  hyper-delegating, 
tyling  himself  as  Chairman  of  the  Board 
/hile  leaving  details  to  his  team.  To 
lake  this  system  work,  he's  relying  on 
avvy  insiders,  such  as  Vice-President 
Mck  Cheney  and  Secretary  of  State-des- 
mate  Colin  Powell,  and  given  them  lots 
f  running  room. 

"Like  Reagan,  he'll  focus  on  what's 

nportant,"  says  Robert  N.  Burt,  ceo  of 

Ihicago-based  fmc  Corp.  and  chairman  of 

he  Business  Roundtable.  "Instead  of  a 

thousand  points  of  light,  there  will 

be   four   or   five   laser-beam 

priorities." 

There's  another  reason 

Bush    feels    compelled    to 

adopt  some  of  Reagan's  machis- 

While  Reagan  won  in  a  landslide 


and  swept  congressional  Republicans 
along  with  him,  Bush  lost  the  popular 
vote  and  saw  his  party  give  up  ground 
on  Capitol  Hill.  A  Jan.  11-15  Washington 
Post- ABC  News  poll  found  that  only  41% 
of  Americans  think  Bush  has  a  mandate, 
while  51%  oppose  his  centerpiece  tax  cut. 
He  hopes  some  early  bravado  will  build 
public  support  and  create  at  least  the  il- 
lusion of  power.  In  a  Washington  where 
perception  is  everything,  that  might  be 
enough. 

Thus  far,  Bush  has  made  few  conces- 


REAGAN'S  RULES 


Ronnie  is  the  role  model,  but  can 
George  W.  measure  up? 

FOCUS  ON  A  FEW  BIG  THINGS 

reagan  set  out  to  fight  the  Evil 
Empire,  rebuild  U.S.  defenses,  en- 
act supply-side  tax  cuts.  He  broke 
the  Empire— and  broke  the  bank. 
bush  wants  to  revamp  education, 
rebuild  America's  defenses,  enact 
a  blend  of  supply-side  and  target- 
ed tax  cuts,  reform  Social  Security 
and  Medicare.  He  has  a  surplus 
and  seems  set  on  spending  it. 
Bush 's  Gipper  Potential: 

(It  will  be  hard  to  match  powerful 
Reagan  moments  such  as:  "Mr. 
Gorbachev,  tear  down  this  wall. ") 

DELEGATE,  DELEGATE,  DELEGATE 

THE  REAGAN  WHITE  HOUSE  was  run 

by  a  "triumvirate"  of  James  A. 
Baker  III,  Michael  Deaver,  and 
Edwin  Meese  III. 

the  bush  white  house  will  be  run 
by  a  triumvirate  of  Dick  Cheney, 
Karl  Rove,  and  Andy  Card. 
Bush's  Gipper  Potential: 


(As  the  nation's  CEO,  Bush  may 
even  top  Reagan.) 

BE  A  GREAT  COMMUNICATOR 
reagan  used  his  bully  pulpit  to 
deliver  sweeping  thematic 
messages  and  build  support 
directly  with  the  people. 
bush  So  far,  Bush's  ability  to 
inspire  is  limited  by  his 
inarticulate  speaking  style. 
Bush 's  Gipper  Potential: 


*F0UR  SPURS  IS  THE  HIGHEST  SCORE 


sions.  Heavyweight  Democrats  for  his 
Cabinet?  Sure,  he  conferred  with  moder- 
ate Democrats,  but  he  never  dangled 
plum  jobs.  Retreat  on  tax  cuts?  No  way. 
Bush  is  brushing  off  Hill  Republicans' 
advice  to  break  his  $1.6  trillion  tax  cut 
into  more  digestible  chunks,  insisting  that 
his  entire  plan  be  enacted,  pronto  (page 
37).  "Whether  we  won  by  9  votes  or  9 
million  is  irrelevant,"  snaps  Mark  McK- 
innon,  the  campaign's  media  guru.  "We 
won.  There's  nothing  in  the  book  that 
says  we  have  to  compromise  at  this 
point.  Compromise  on  what?" 

He  may  have  a  point.  Cutting  deals 
too  early  would  transform  Dubya  into 
Poppy  II,  a  politician  whose  limp  prag- 
matism riled  right-wingers.  While  com- 
promises loom  down  the  road,  at  the  out- 
set "Bush  needs  to  begin  with  a 
principled  posture  for  the  economic  pro- 
gram he  ran  on,"  says  William  F.  Con- 
nelly Jr.,  a  political  scientist  at  Washing- 
ton &  Lee  University.  "Why 
preemptively  throw  in  the  towel?" 

Many  business  leaders  agree.  "He's 
doing  exactly  what  he  ought  to  be  do- 
ing," says  James  G.  Gidwitz,  ceo  of 
Chicago-based  Continental  Materials 
Corp.  "He's  following  through  on  things 
he  campaigned  on." 

BACKLASH?  Others  fear  overkill.  "It's  a 
risky  strategy,"  says  pollster  John  Zogby. 
"Here's  a  guy  who  won  48%  of  the  vote 
and  isn't  seen  as  legitimate  by  some. 
This  is  the  very  time  for  him  to  com- 
promise." Adds  James  H.  Hunt,  ceo  of 
eyt  Inc.,  a  technology  consulting  outfit  in 
Chantilly,  Va.:  "I  can  only  hope  it  is  pos- 
turing. The  country  would  be  better 
served  by  a  President  willing  to  consider 
reasonable  compromise." 

But  at  least  in  the  formative  days  of 
Bush's  Administration,  expect  the  "Full 
Gipper."  While  moderates  want  him  to 
emphasize  the  "compassionate"  part  of 
his  message,  reaching  out  to  women  and 
minorities,  he's  intent  on  continuing  a 
Reagan-style  courtship  of  his  conserva- 
tive base.  That  means  standing  by  At- 
torney General-designate  John  Ashcroft, 
banning  federal  funds  for  international 
family-planning  agencies,  and  overturning 
last-minute  regulatory  decrees  issued  by 
Bill  Clinton.  "The  Right  is  very  happy 
with  Bush,"  says  David  A.  Keene,  chair- 
man of  the  American  Conservative 
Union.  "He  has  fired  up  our  base." 

A  victory  in  the  Ashcroft  battle  would 
be  an  early  display  of  might.  As  Rea- 
gan discovered  in  his  1981  showdown 
with  striking  air-traffic  controllers,  a 
splashy  victory  tends  to  magnify  Presi- 
dential authority.  "You  can  create  political 
capital  by  your  actions,"  says  Karl  Rove, 
Bush's  top  White  House  political  strate- 
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gist.  "You  can  also  lose  it  by  missteps, 
such  as  the  confusion  over  goals,  which 
huil  Jimmy  Carter." 

Rove's  plan  is  to  slowly  build  political 
chits  for  his  boss  through  a  series  of 
quick  wins  on  such  near-consensus  issues 
as  school  reform,  increased  defense 
spending,  and  a  drug  benefit  for  seniors. 
Once  Bush  gains  ground  on  these  more 
bipartisan  measures,  he  may  have  more 
clout  for  the  tougher  battles  ahead:  pre- 
serving the  big  rate  cuts  in  his  tax  plan, 


revamping  Medicare,  and  pushing  for  pri- 
vate Social  Security  accounts. 

"Details  of  these  plans  don't  matter 
as  much  as  the  perception  that  Bush  is 
driving  the  process,"  says  a  top  business 
lobbyist.  "Is  he  going  to  get  his  tax  cut 
the  way  he  campaigned  on  it?  Of  course 
not.  But  by  controlling  the  process,  he 
can  still  be  seen  as  a  leader."  Adds  ex- 
Reagan  Chief  of  Staff  Kenneth  M.  Du- 
berstein:  "On  a  handful  of  items, 
Bush  will  advance  the 


ball.  Like  Reagan,  he  will  benefit  fron  K 
being  underestimated." 

Whether  Bush  is  ultimately  perceived  a  v 
a  leader  on  a  par  with  Reagan  is  an  opei  1 1 
question.  Despite  Reagan's  reputation  as  E 
lightweight,  he  was  an  avid  student  c  w 
conservative  theory,  from  Edmund  Burk  ■ 
to  Milton  Friedman.  Bush,  who  some  allie  a 
politely  characterize  as  intellectually  ur 
curious,  has  crammed  for  his  big  job  bi  n 
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WHO  WILL  HAVE 
BUSH'S  EAR 

Access  is  power,  and  in  the  new  Administration, 
eight  primary  groups  will  have  a  direct  line 
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lacks  Reagan's  heft  and  intense  devotion 
from  movement  conservatives. 

Then  there's  "the  big  C"  problem. 
Even  his  top  advisers  concede  that  Bush 
lacks  the  Gipper's  gift  for  communicating 
via  television.  Without  it,  he  must  rely 
m  surrogates  to  make  the  case  for  his 
igenda.  Meanwhile,  he'll  play  the  inside 
jame,  using  his  one-on-one  magnetism  to 
sersuade  Washington  power  players  to 
lack  him.  In  that  sense,  he'll  be  more 
ike  John  F.  Kennedy  than  Reagan,  pre- 
dicts Rove. 

However  he  manages  it — via  Rea- 


ganesque  bravado,  JFK-like  charm,  or 
Clintonian  cunning — Bush  must  struggle 
to  overcome  a  weak  political  hand.  That's 
why  his  first  major  policy  address  to 
Congress,  expected  within  a  few  weeks 
of  his  swearing-in,  will  be  marked  by  a 
sweep  and  swagger  that  seems  out  of 
proportion  to  his  political  muscle.  The 
choice  between  genuflecting  before  Wash- 
ington's power  elite  and  hanging  tough 
was  no  choice  for  George  W.  Bush,  the 
President  who  would  be  Reagan.  Says 
ex-Reagan  imagemeister 
Michael      K.      Deaver: 


"Bush's  macho  may  be  a  posture,  but 
it's  also  his  best  shot  at  getting  things 
done.  He  has  to  lead." 

By  Lee  Walczak  and  Ridiard  S.  Dun- 
ham, with  Rich  Miller,  in  Washington 
and  Ann  Therese  Palmer  in  Chicago 


BusinessWeek  online 


For  more  on  Bush  policy  and  an  extended  inter- 
view with  Larry  Lindsey,  go  to  the  Jan.  29  issue 
online  at  www.businessweek.com. 
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Q&A 


LARRY  LINDSEY  ON  TAX  CUTS 
AND  FIGHTING  THE  SLUMP 

The  Bush  guru  doesn't  rule  out  using  the  Social  Security  surplus 


George  W.  Bush  won't  only 
become  the  nation's  chief  ex- 
ecutive on  Jan.  20,  he  will 
also  be  signing  on  as  stew- 
ard of  the  economy.  With 
the  economy  slowing,  the  new  President's 
early  moves  will  be  crucial,  and  no  one 
is  more  likely  to  influence  Bush's  think- 
ing than  chief  economic  adviser 
Lawrence  B.  Lindsey.  A  former  professor 
at  Harvard  University,  Lindsey  served  in 
the  White  House  under  Bush's  father 
and  spent  five  years  on  the  Federal  Re- 
serve Board  working  with  Chairman 
Alan  Greenspan.  Senior  Writer  Rich 
Miller  talked  with  Lindsey  on  Jan.  12. 
(The  full  text  appears  in  the  Jan.  29 
issue  of  BusinessWeek  Online  at 
www.businessweek.com.) 


proposed  to  do  about  it.  That's  reason 
to  be  optimistic. 

Q:  Wiat  about  making  tax  cuts  retroac- 
tive to  Jan.  1? 

A:  It's  a  possibility.  There  is  a  lot  of  dis- 
cussion on  it.  The  President  was  very 
clear  in  the  speech  that  introduced  [the 
tax  cut]  that  this  program  was  also  an 
insurance  policy.  It  looks  like  we  may 
have  to  activate  the  insurance  option. 

Q:  President  Bush  has  said  that  he 
wants  to  keep  Social  Security  surpluses 
off-limits  for  current  spending  and  tax 
cuts.  But  that  would  severely  limit  his 
options  for  stimulating  the  economy  in 
the  short  run.  With  the  economy  slowing 
sharply,  should  the  government  tem- 


porarily dip  into  the  Social  Security 
surplus  to  give  growth  a  boost? 
A:  It's  a  question  that  needs  to  be  asked 
The  best  thing  to  do  to  ensure  the  long 
run  health  of  the  Social  Security  systeri 
is  to  have  a  vibrant  economy. 

Q:  Your  tax  program  is  mostly  on  th 
individual  side.  What  about  busines 
leaders'  calls  for  corporate  tax  changet 
such  as  faster  write-offs  of  capital  equif 
ment  and  software? 
A:  The  key  here  is  to  underpin  the  cas! 
flow  of  the  consumer.  As  long  as  fins 
demand  stays  high,  we  think  the  bus, 
ness  sector  will  be  able  to  work  throug 
its  financial  problems.  Many  consumer 
are  quite  strapped  right  now. 


Q:  George  W.  Bush  sure 
sounds  worried  about  the 
economy.  Do  you  see  an 
imminent  recession? 
A:  The  economy  is  in  some 
trouble.  Whether  we  will 
end  up  meeting  the  tech- 
nical definition  of  recession 
or  not,  I  don't  know.  But 
certainly  it's  fair  to  say 
that  the  majority  of  the 
businessmen  [at  Bush's  re- 
cent economic  forum  in 
Austin]  thought  their  in- 
dustries were  already  in 
recession  in  the  fourth 
quarter  [of  2000].  I  tend  to 
think  that's  not  character- 
istic of  the  economy  as  a 
whole,  however. 


"  It's  fair  to  say  that 
the  majority  of 
businessmen 
[at  Bush's  economic 
forum]  thought 
their  industries 
were  already 
in  recession" 
LAWRENCE  B. 

LINDSEY 

Economic  Adviser 


Q:   What's   the  plan  for  fighting  a 
\        slump? 

A:  The  first  thing  that  has  to  hap- 
pen is  that  we  have  to  enact  the 
President's  tax  program.  Probably, 
some  acceleration  is  a  good  idea.  The 
program  was  thought  through  to  meet 
exactly  the  kinds  of  problems  we  are 
encountering  now.  Second,  the  Fed  has 
recognized  the  problem  and  will  be 
working  along  the  same  lines  that  we 
are.  Third,  I  think  we  have  a  real  reg- 
ulatory problem,  particularly  in  the  en- 
ergy sector.  When  he  was  a  candidate, 
George  Bush  said  explicitly  what  he 
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Q:  Hill  Republicans  say  chances  of  Sc 
cial  Security  privatization  are  fadin 
Do  you  agree? 

A:  The  first  priority  on  the  economi 
front  is  a  tax  cut.  But  the  Social  Seci 
rity  plan  solves  one  of  the  major  ur 
deriving  economic  problems  that  hav 
been  allowed  to  get  worse  in  the  1990 
which  is  our  low  savings  rate.  Reforr 
will  go  a  long  way  toward  rebuildin 
it.  So  I  don't  think  that  the  plan  reall 
can  wait  all  that  long. 


Q:  Is  Medicare  reform  a  priority? 
A:  One  of  things  that  is  a  priority 
the  President's  "immediate  helpin 
hand"  program  [of  Medicare  grani 
to  states].  He  wants  to  make  sui 
that  seniors  who  need  help  with  pr< 
scription  drugs  get  it  right  away. 


% 


Q:  U.  S.  trading  partners  are  su 

picious  that  tlie  Bush  team  mc 

pursue  a  cheap-dollar  poiic 

Your  response? 

A:  That's  absolutely  fals 

America  favors  a  stro: 

dollar.  We  want  the  re 

of  the   world   to   fe 

comfortable  investir 

in  the  U.S.  We  wai 

to  make  sure  that  pe 

pie  realize  we  are  n 

going    to    deprecia 

our  currency. 

Q:  Are  yon   irorri 

that  Japan's  econoi 

ic  troubles  could  dvt 

down     the     wort 

economy? 

A:  We  wish  the  .lapa 
ese  well.  But  ultimate 
it  is  the  Japanese  wl 
arc   going   to    have 

solve   their   problen 

and  niii  the  U.S 


Sod 


COMMENTARY 

By  Howard  Gleckman 

THE  LOCKBOX  HAS  GEORGE  IN  A  BOX 


Remember  that  Social 
Security  lockbox  that  Al 
Gore  kept  talking  about 
in  the  campaign?  Well, 
Gore  is  gone,  but  the 
lockbox  isn't.  And  it  may  be  about  to 
imprison  George  W.  Bush's  hopes  for 
a  big,  antirecessionary  tax  cut. 

Backed  by  a  huge  congressional 
majority  in  1999  and  embraced  by 
both  Bush  and  Gore  in  the  Presiden- 
tial campaign,  the  device  was 
created  to  keep  the  bud- 
get's Social  Security  ac- 
counts off-limits  to 
both  tax  cuts  and  new 
spending.  Now,  it  is 
going  to  force  the 
new  President  to 
make  a  tough  political 
choice:  Does  he  scale 
back  his  ambitious 
fiscal  agenda,  includ- 
ing his  plan  to  use 
tax  cuts  to  give  the 
economy  a  quick  boost? 
Or  does  he  take  the  po- 
litically and  economically 
risky  step  of  dipping  into 
the  Social  Security  funds 
he  promised  to  pro- 
tect? Says  top  eco- 
nomic adviser 
Lawrence  B.  Lindsey: 
"It's  a  question  that  needs  to 
be  asked." 

The  correct  answer  is:  "Don't 
mess  with  the  lockbox."  Tapping  into 
Social  Security  to  fund  a  short-term 
stimulus  package  in  the  face  of  a 
modest  slowdown  "would  be  a  very 
bad  idea,"  says  Robert  Bixby,  execu- 
tive director  of  the  Concord  Coali- 
tion, a  bipartisan  budget-reform 
group.  Such  a  move  would  rest  on 
the  dubious  theory  that  boosting 
short-term  consumption  is  better  for 
the  long-term  economy  than  savings 
and  investment.  And  it  would  make 
it  harder  for  Bush  to  pursue  his  plan 
to  create  Social  Security  private 
accounts. 

FLIP-FLOP.  But  there  is  an  even  more 
important  reason  not  to  touch  the 
Social  Security  surplus.  A  flip-flop  on 
the  lockbox  could  weaken  fiscal  disci- 
pline and  diminish  Wall  Street's  and 
the  public's  confidence  in  the  new 
President.  In  his  Aug.  3  acceptance 
speech  to  the  Republican  National 
Convention,  the  Texan  pledged: 


"George  W.  Bush  will  keep  the 
promise  of  Social  Security:  No 
changes,  no  reductions,  no  way."  Dip- 
ping into  Social  Security  funds,  says 
new  Senate  Finance  Committee 
Chairman  Charles  E.  Grassley  (R- 
Iowa)  "[would  look]  like  you're  play- 
ing games,  and  when  you're  playing 
games,  you  lose  credibility." 

Why  would  Bush  aides  even  con- 


sider tap- 
ping the 

lockbox?  Here's  the 
problem:  He  wants  a  big  tax  cut  this 
year  to  spur  consumer  spending. 
He's  also  likely  to  ask  for  a  quick 
shot  of  new  funding  for  defense,  edu- 
cation, and  prescription  drugs  for  se- 
niors. On  top  of  all  that,  he  will 
probably  have  to  grant  business 
some  tax  breaks  and  give  a  divided 
Congress  cash  for  its  own  priorities. 
What  will  all  that  cost?  Many  econo- 


SURPLUS-POOR 


If  he 

can't  dip  into  Social 
Security  money,  big  tax 
cuts  will  have  to  wait 


mists  figure  that  it  would  take  a 
$100  billion  tax  cut  this  year  alone  to 
stoke  the  economy.  And  figure  on  at 
least  $25  billion  in  new  spending. 

Trouble  is,  Bush  will  have  surpris- 
ingly little  non-Social  Security  money 
to  play  with — at  least  in  the  short 
run.  On  Jan.  16,  the  Clinton  Adminis- 
tration estimated  that  while  the  cu- 
mulative federal  surplus  over  the 
next  decade  could  hit  a  staggering  $5 
trillion,  money  will  be  relatively  tight 
over  the  next  few  years — the  period 
when  any  stimulative  tax  cut 
would  kick  in. 

In  the  current  fiscal 
year,  the  total  surplus 
will  likely  be  $256 
billion.  But  $160 
billion  of  that  is  re- 
served for  Social 
Security.  An  ad- 
ditional $27  bil- 
lion is  supposed 
to  help  prop  up 
the  troubled 
Medicare  pro- 
gram. That  leaves 
barely  $70  billion 
for  tax  cuts  and  oth- 
er new  spending.  In  2002, 
the  story  will  be  the 
same — only  about  $70  bil- 
lion will  be  available 
for  new  spending  or 
tax  cuts. 

Grassley,  who  will 
play  a  key  role  in  en- 
acting a  tax  cut  this 
year,  is  not  the  only  pol  who  is 
skeptical.  Conservative  Democrats, 
whose  votes  Bush  needs  to  pass  any 
quick-fix  tax  relief,  also  are  dead  set 
against  jimmying  the  lockbox.  Repre- 
sentative F.  Allen  Boyd  Jr.  (D-Fla.) 
says  Bush  should  "absolutely  not" 
mess  with  the  Social  Security  fund. 

With  $2.5  trillion  in  non-Social  Se- 
curity surpluses  projected  over  the 
next  decade,  voters  deserve  a  tax 
cut.  But  delivering  it  by  blowing 
what  little  budget  discipline  Wash- 
ington has  will  hurt  more  than  it 
helps.  Read  Grassley's  lips,  Mr. 
President:  The  price  in  lost  credibil- 
ity for  busting  the  lockbox  would 
greatly  outweigh  whatever  modest 
stimulus  you'd  get  from  a  tax  cut. 

Gleckman  covers  fiscal  policy 
from  Washington. 
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News:  Analysis  &  Commentary 


TRADE 


THE  NEW  TRADE  REP 
WONT  GET  MUCH  SLEEP 

Zoellick  will  tangle  with  Congress  as  well  as  Europe  and  Mexico 


Speaking  last  October  to  a 
luncheon  for  lobbyists  and 
policy  wonks  on  Capitol 
Hill,  Robert  B.  Zoellick 
didn't  hide  his  disdain  for 
President  Clinton's  record  on  interna- 
tional trade.  There  had  been  a  "pat- 
tern of  dereliction"  by  the  Clinton  team 
on  trade  liberalization,  he  charged.  "If 
the  U.  S.,  with  all  of  its  advantages,  is 
unwilling  to  liberalize  trade,  what  can 
we  expect  from  other  nations?" 

Now,  Zoellick  will  be  in  the  hot  seat 
as  he  tests  his  free-trade  theories,  as- 
suming he  is  confirmed  as  George  W. 
Bush's  choice  for  U.S.  Trade  Represen- 
tative. Zoellick  won't  be  able  to  ease 
into  his  new  role.  Instead,  he  will  con- 
front a  hornet's  nest  of  disputes  with 
Europe,  Canada,  Mexico,  and  Japan.  His 
first  order  of  business  will  be  defending 
U.S.  practices  against  foreign  charges  of 
protectionism.  At  stake:  billions  of  dol- 
lars in  potential  retaliatory  tariffs 
against  U.  S.  exports. 

When  he  isn't  playing  defense  (table), 
the  47-year-old  Harvard  University- 
trained  lawyer  will  be  waging  war  on 


two  other  fronts.  First,  he 
must  persuade  Congress 
to  hand  Bush  the  fast- 
track  authority  that  Clin- 
ton repeatedly  failed  to  se- 
cure. That  allows  the 
President  to  negotiate 
new  trade  agreements  and 
submit  them  to  Congress 
for  a  vote — with  no 
amendments  allowed.  Sec- 
ond, Zoellick  must  scram- 
ble to  resuscitate  stalled 
talks  over  establishing  a 
Free  Trade  Area  of  the 
Americas  (FTAA).  Those 
negotiations  are  expected 
to  resume  at  an  April  ~ 
summit  in  Canada,  which  is  likely  to  be 
President  Bush's  first  foreign  trip. 

Dealing  with  Congress  may  prove 
Zoellick's  biggest  first-year  challenge. 
"The  toughest  negotiations  are  the  ones 
you  do  here  at  home,"  says  Carla  A. 
Hills,  who  was  Trade  Rep  for  the  elder 
Bush.  Both  left  and  center  Democrats 
insist  that  trade  deals  address  two  is- 
sues dear  to  their  core  constituencies: 


AMERICAN  STEEL:  Hot  topic 


ZOELLICK  WILL  HAVE  TO  HIT  THE  GROUND  RUNNING 


BUSH  PRIORITIES 

free  trade  area  of  the  Americas  A  hemispheric  free-trade  zone  is  high 
priority.  Summit  is  set  for  April. 

fast  track  Bush  wants  Congress  to  grant  him  trade-negotiating  authority 
before  the  April  summit. 

UNRESOLVED  ISSUES 

byrd  amendment  Late  last  year,  Congress  authorized  payments  of 
antidumping  duties  directly  to  injured  U.S.  industries.  Europe  and  Japan 
say  the  law  violates  international  trade  rules. 

foreign  sales  corp.  WTO  panels  twice  ruled  that  a  $4  billion-a-year  tax 
break  to  U.S.  exporters  is  an  illegal  subsidy.  Europe  wants  retaliatory  tariffs. 

MEXICAN  trucking  The  U.S.  is  about  to  be  found  in  violation  of  NAFTA  for 
not  allowing  Mexican  trucks  to  deliver  goods  to  the  U.S. 

antidumping  A  WTO  court  ruled  illegal  a  1916  antidumping  law  used  to  pro- 
tect U.S.  steel.  Soon,  Europe  will  challenge  16  steel-dumping  cases. 

airbus  The  U.S.  is  protesting  aid  to  Airbus  from  Germany,  France,  Britain, 
and  Spain  for  a  new  superjumbo  jet  that  will  compete  with  Boeing's  747. 

beef  &  bananas  The  European  Union  has  ignored  WTO  rulings  that  its  ban 
on  U.S.  beef  and  its  quotas  on  U.S.  banana  exports  are  illegal. 


labor  rights  and  environmental  protec- 
tion. But  GOP  lawmakers  refused  to 
write  these  priorities  into  fast-track 
legislation.  Business  generally  backed 
the  Republican  approach.  But  the  re- 
sult was  gridlock  in  Congress  and 
stalled  talks  to  establish  the  FTAA  and 
to  strengthen  the  World  Trade  Organi- 
zation and  the  21 -member  Asia-Pacific 
Economic  Cooperation  forum. 

Zoellick  has  alreadj 
demonstrated  some  flexi- 
bility. He  helped  draft  pro- 
tections in  1993  for  Mexi- 
can labor  unions  and  foi 
the  environment  into  the 
NAFTA  trade  pact.  Those 
protections  aren't  very  dif 
ferent  from  those  in  i 
free-trade  deal  that  the 
Clintonites  reached  wit! 
Jordan. 

Zoellick  is  also  likely  tc 
be  more  influential 
White  House  policy  de 
bates  than  his  Democrat! 
predecessors,  who  lackec 
~  the  broad  foreign  experi 
ence  he  got  by  working  on  relations  witl 
China,  Taiwan,  and  Japan.  As  a  result 
trade  policy  should  be  better  integratee 
with  Bush's  diplomatic  strategy. 
NASTY  SURPRISE.  But  hemispheric  free 
trade  zones  may  have  to  wait.  As  soon  a 
Zoellick  takes  office,  he'll  have  to  im 
merse  himself  in  wto  disputes.  Rathe 
than  establishing  itself  as  a  forum  fo 
trade  liberalization,  the  WTO  has  become 
contentious  world  court  dominated  b 
battles  between  the  U.  S.  and  its  tradinj 
partners. 

Zoellick  has  at  least  one  nasty  sur 
prise  in  store.  The  Clinton  Administra 
tion  left  him  to  deal  with  the  thornies 
WTO  case  out  there.  The  Europeai 
Union  has  twice  won  WTO  rulings  that 
$4  billion-a-year  tax  break  for  U.  S.  ex 
porters  is  a  subsidy  that  violates  tradin 
rules.  The  Foreign  Sales  Corporatio 
law  had  allowed  U.S.  exporters  to  se 
up  sham  trading  companies  in  Caribbea 
tax  havens.  Congress  amended  the  la\ 
late  last  year,  but  lobbyists  who  large 
drafted  the  bill  managed  to  expan( 
rather  than  eliminate,  the  break.  Nov 
the  ru  is  petitioning  the  wto  to  levy  $ 
billion  in  retaliatory  tariffs  against 
wide  variety  of  U.S.  exports. 

Thanks  to  Zoellick's  experience,  he 
among  the  best  prepared  trade  ambas- 
sadors to  take  the  job.  But  none  of  hi 
predecessors  has  had  to  confront  th 
barrage  of  trade  challenges  Zoellick  \vi 
immediately    lace.    If  he   is   to  succeet 

his  first  six  months  will  be  crucial. 
By  Paul  Magnu88on  in  Washingto 
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COMMENTARY 

By  Mike  McNamee 


WANTED:  ANOTHER  INVESTOR-FRIENDLY  SEC  CHIEF 


We  won't  see  the  likes  of 
Arthur  Levitt  Jr.  any- 
time soon.  The  outgoing 
chairman  of  the  Seeuri- 
tics  &  Exchange  Com- 
mission took  on  Wall  Street,  Corpo- 
rate America,  and  Congress  in  his 
quest  to  become  the  investor's  cham- 
pion. As  the  '90s  bull  market  drew  in 
millions  of  newbie  investors,  Levitt's 
SEC  championed  lower  fees,  fuller 
disclosure,  and  crackdowns  on  insider 
games  and  Internet  fraud. 

No  one  expects  the  next  sec  chief 
to  match  Levitt's  populist  rhetoric  or 
activist  regulation.  President  George 
W  Bush's  pick,  ex- 
pected by  the  end  of 
January,  won't  set 
out  to  make  enemies 
on  Wall  Street.  After 
all,  the  securities  in- 
dustry was  the  gop's 
No.  1  source  of  cam- 
paign funds  in  2000, 
giving  Republicans 
$22.2  million.  In  re- 
turn, the  financial  in- 
dustry wants  one  of 
its  own  to  head  the 
sec.  But  even  if 
Bush  spurns  them, 
the  new  top  cop  is 
going  to  be  friendlier 
than  the  old  one. 

Still,  there's  plenty 
a  Bushite  regulator 
can  do  to  improve 
markets  without  risk- 
ing excommunication  from  the  Grand 
Old  Party.  What's  crucial  is  that  the 
new  sec  chair  focus  on  serving  the 
end  users  of  financial  markets:  the 
companies  that  depend  on  the  mar- 
kets to  raise  capital  and  the  in- 
vestors who  provide  it.  Those  con- 
stituents' needs  often  get  lost  as  the 
sec  is  besieged  by  pleas  from  the 
middlemen — exchanges,  brokers,  and 
investment  banks — who  want  mar- 
kets structured  to  preserve  and  in- 
crease their  slice  of  the  action. 
BIG  SQUEEZE.  The  stakes  will  be  es- 
pecially high  in  2001.  With  markets 
slowing,  the  middlemen  will  push 
harder  than  ever  to  squeeze  revenue 
out  of  issuers  and  investors.  And  on 
Capitol  Hill,  Senate  Banking  Com- 
mittee Chairman  Phil  Gramm  (R- 
Tex.)  is  promising  a  top-to-bottom 
study  of  U.  S.  securities  laws,  start- 


ing with  the  1933  and  '34  acts  that 
resurrected  America's  markets  after 
the  1929  crash.  More  than  ever,  the 
next  sec  chief  will  pick  whose  inter- 
ests get  priority. 

Levitt's  focus,  right  to  the  end, 
was  first  and  foremost  on  the  in- 
vestor. At  his  last  "investors'  town 
hall,"  in  Philadelphia  on  Jan.  16,  he 
laid  out  his  causes:  "plain  English" 
prospectuses  and  disclosure  forms, 
better  information  about  brokers'  in- 
centives to  push  products,  stricter 
rules  to  make  "growth"  or  "value" 
mutual  funds  stick  to  their  promised 
investment  style,  and  tools  to  make 


pecially  merger  accounting,  which^ 
Levitt  tightened.  "We  need  new  ac- 
counting to  measure  and  foster  the 
New  Economy,"  says  Brian  T.  Bor- 
ders, president  of  the  Association  of 
Publicly  Traded  Companies.  And 
Regulation  Fair  Disclosure,  a  three- 
month-old  rule  that  Levitt  designed 
to  stamp  out  "selective  disclosure"  of 
company  data  to  Wall  Street  ana- 
lysts, provides  too  many  companies 
with  an  easy  excuse  to  choke  off  in- 
formation. The  next  sec  chief  must 
tune  up  the  fair  disclosure  regs. 

Who  could  best  ensure  that  the 
SEC  doesn't  fall  captive  to  middle- 


A  TOUGH  ACT  TO  FOLLOW 


Here's  how  the  next  SEC  chairman 
can  make  markets  work  better: 

IM  Safeguard  investors,  strengthen  re- 
quirements for  disclosure  of  analysts' 
and  brokers'  conflicts  of  interest 
■  Improve  linkages  among  exchanges 
so  investors  can  seek  the  best  prices 
■  from  any  market  around  the  country 

■  Help  corporations  float  stock,  make 
registration  simpler,  and  provide  guide- 
lines for  clearer  SEC-required  financial 
reports 

■  Enable  brokers  to  communicate 
electronically  with  customers,  instead 
of  using  paper,  to  clear  and  settle 
trades  faster 


it  easier  to  calculate  mutual  funds' 
fees.  "It  is  your  knowledge,  your 
skepticism,  your  enduring  vigilance," 
Levitt  declared,  "that  will  do  more 
for  the  underlying  health  of  our  mar- 
kets than  any  other  force."  And,  he 
pointed  out,  there's  still  plenty  for 
the  sec  to  do  on  investors'  behalf 
(table). 

Unfortunately,  Levitt  wasn't  near- 
ly as  concerned  about  the  users  of 
capital,  Corporate  America.  His  SEC 
tried  to  streamline  registration  of 
stock  and  bond  issues.  But  its  ef- 
fort— dubbed  "the  aircraft  carrier" — 
laid  on  so  many  new  rules  that  it 
sank  under  its  own  weight.  To  cut 
the  cost  of  capital  formation,  a  new 
sec  chief  could  revive  the  useful 
parts  of  that  proposal. 

A  cop-led  sec  also  will  want  to 
take  a  look  at  accounting  rules — es- 


men?  Advocates  for  the  leading  Wall 
Streeter  on  Bush's  list,  Paine  Webber 
Inc.  ceo  Donald  B.  Marron,  say  he's 
an  independent  thinker  who  could 
rise  above  his  industry  ties — just  as 
Levitt,  a  former  American  Stock  Ex- 
change chairman,  did.  But  former 
sec  General  Counsel  James  R.  Doty, 
another  candidate,  has  a  leg  up  in  his 
record  of  representing  stock-issuing 
companies  as  a  securities  lawyer  at 
Houston's  Baker  &  Botts  LLP. 

The  Bush  team  isn't  tipping  its 
hand.  But  as  he  chooses,  W.  needs  to 
remember  that  the  best  capital  mar- 
kets in  the  world  exist  not  to  benefit 
Wall  Street  but  to  serve  issuers  and 
investors.  It's  those  constituents  a 
cop-led  sec  should  keep  its  eye  on. 

McNamee  covers  the  SEC  in 
Washington. 
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COMMENTARY 


By  David  Henry 


CONSUMER  DEBT:  A  BEAR  TRAP  FOR  THE  BUSH  ECONOMY? 


For  years,  doom- 
sayers  warned  that 
consumers'  building- 
burden  of  debt 
would  weigh  down 
the  economy.  For  years,  they 
were  wrong.  Growing  employ- 
ment, rising  home  prices,  and 
expanding  stock  portfolios 
helped  America's  households 
get  even  more  credit. 

Well,  the  threat  posed  by 
the  debt  has  finally  become  a 
real  danger.  And  that  poses 
yet  another  challenge  for 
George  W.  Bush  as  he  steps  up 
to  the  big  job.  The  credit  ex- 
pansion that  blessed  the  econo- 
my and  Bill  Clinton  with  addi- 
tional consumer  spending  in 
the  1990s  may  now  come  back 
to  haunt  Bush  if  it  helps  spur 
a  recession.  That  could  happen 
as  the  cushion  of  stock  market 
wealth  thins,  job  losses  mount, 
and  real  estate  markets  cool. 
Borrowers  are  more  lever- 
aged and  vulnerable  than  any- 
time since  the  1990-91  reces- 
sion. The  savings  rate  is  in 
decline.  And  more  lower-income 
people,  who  were  never  offered  credit 
before,  are  piling  up  debt.  The  most 
telling  increase  in  leverage  is  in  the 
home.  In  1990,  mortgages  amounted 
to  about  35%  of  the  value  of  houses. 
That  percentage  is  now  nearly  50%. 
REFINANCINGS.  The  worsening  ratio 
has  come  even  as  housing  prices 
have  soared.  Consumers  have  been 
taking  money  out  of  their  houses — 
whether  for  home  improvements,  va- 
cations, or  repayment  of  other  debt. 
Lower  interest  rates  that  prompted 
people  to  refinance  for  lower  monthly 
payments  have  also  encouraged  them 
to  risk  borrowing  more,  rather  than 
reducing  their  mortgage  debt.  More 
than  80%  of  refinancings  in  the  first 
nine  months  of  2000  resulted  in  at 
least  5%  bigger  mortgages,  notes 
bank  analyst  Charles  Peabody  of 
Mitchell  Securities. 

Leasing  cars  and  taking  out  sec- 
ond mortgages  have  also  helped 
drive  up  debts  faster  than  incomes. 
Total  consumer  debt  was  34.1%  of  in- 
come- in  2000,  up  from  28.2%  in  1990, 


estimates  Diane  C.  Swonk,  Bank  One 
Corp.  chief  economist.  Consequently, 
the  Federal  Reserve  estimates  debt- 
service  payments,  excluding  home- 
equity  loans  and  car  leases,  were 
13.7%  of  disposable  income  in  the 
second  quarter  of  2000,  the  most  re- 
cent reading,  and  the  highest  since 
late  1987. 

Another  force  behind  the  debt 
buildup  is  the  credit-card  industry. 

THE  BURDEN 
GETS  HEAVIER 
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To  replace  revenue  lost  in 
crackdowns  on  nuisance  fees, 
the  industry  increased  solicita- 
tions and  credit  lines.  Now, 
consumers  have  about  $2.4 
trillion  of  unused  credit  lines 
on  their  charge  cards,  five 
times  current  balances.  It 
wouldn't  be  surprising  if  bor- 
rowing on  those  lines  rises 
even  as  consumer  confidence 
falls.  People  with  no  other  way 
to  pay  a  mortgage  will  draw 
on  their  cards  before  risking 
their  homes. 

Meanwhile,  lenders  keep 
looking  for  growth  among 
higher-risk  borrowers.  From 
1989  to  1998,  when  the  Fed 
did  its  latest  survey  of  con- 
sumer finances,  the  percentage 
of  families  facing  payments  of 
more  than  40%  of  income  in- 
creased most  sharply  among 
the  elderly  and  families  with 
annual  incomes  of  less  than 
$50,000.  Nearly  14%  of  families 
with  incomes  of  $25,000  to 
$49,999  were  trying  to  make 
payments  of  more  than  40%  of 
income,  up  from  9.1%  in  1989. 
Only  5.7%  of  families  with  incomes  of 
$50,000  to  $99,999  were  in  so  deep. 

So  far,  delinquency  rates  have  not 
begun  to  climb  significantly.  But 
lenders  are  steeling  themselves  for 
higher  losses.  Bank  One,  for  instance, 
just  saw  its  nonperforming  consumer 
loans  rise  27%. 

For  a  real  indicator  of  what  may 
come,  watch  home  prices.  If  they  fall, 
they'll  thwart  refinancings  to  stretch 
out  house  payments  or  pay  other 
debts.  Then  it  will  be  like  the  early 
1990s  all  over  again:  families  in 
Southern  California  and  in  the 
Northeast  who  were  mired  in  debt, 
but  couldn't  sell  their  houses  for 
enough  to  pay  off  their  mortgages. 

Those  caught  in  the  downdraft  of 
the  early  '90s  eventually  dug  them- 
selves out  from  under  all  that  debt. 
The  problem  now  is  that  all  the  good 
times  in  recent  years  have  put  con- 
sumers right  back  in  the  hole. 


Associate    Editor    Henry   covers 
finance. 


To  grow  in  tomorrow's  e.conomy,  you  may 
have  to  find  some  new  partners. 

Building  greater  shareholder  value  in  the  growing  e.conomy 
may  call  for  learning  some  new  steps. 

Like  creating  virtual  networks.  Partnering  with  tech  companies. 
Setting  up  joint  ventures  with  your  suppliers  and  customers.  Even 
forming  alliances  with  your  competitors. 

That's  where  the  footwork  gets  a  little  complicated. 

Competitors  may  already  be  talking.  Technology  suppliers 
are  limited.  And  speed  is  critical. 

We'll  connect  you  to  all  the  people,  services  and  technology 
you'll  need  going  forward. 

Because  for  any  company,  this  is  absolutely  not  the  time  to 
be  a  wallflower. 

Network  the  world 


Morgan  Stanley  Dean  Witter 

Institutional  Securities  &  Investment  Banking 
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FOREIGN  POLICY 


A  TOUGH-GUY  APPROACH 
TO  AN  UNTIDY'  WORLD 

Bush  and  his  hawkish  team  are  raising  international  eyebrows 


It  was  the  opening  salvo 
for  the  new  Bush  Adminis- 
tration's foreign  policy,  and 
Donald  H.  Rumsfeld  opted 
for  heavy  artillery.  Sure, 
the  Soviet  Union  is  no  longer  a  super- 
power, the  prospective  U.  S.  Defense 
Secretary  told  senators  at  his  confirma- 
tion hearing  on  Jan.  11.  But  the  out- 
look remains  ominous,  and  the  Pentagon 
needs  far  more  money  to  prepare  for 
the  new  dangers  of  the  21st  century. 
Rumsfeld  sees  potential  challenges  from 
Iran,  Iraq,  North  Korea,  China,  Russia, 
and  growing  bands  of  global  ter- 
rorists. Wo  live,  he  declared,  in 
a  "dangerous  and  untidy"  world, 
of  "smaller  but  in  some  respects 
more  deadly  threats." 

Rumsfeld's  muscular  rhetoric 
hearkens  back  to  the  cold  war 
years  of  the  1970s,  when  he  was 
last  Defense  Secretary.  And  it 
reflects  his  new  boss's  wishes. 
President  George  W.  Bush  may 
know  more  about  education  and 
other  domestic  issues,  but  he  is 
expected  to  move  aggressively 
to  shift  foreign  policy  back  to  a 
more  traditional  focus  on  U.S. 
national-security  interests. 

At  the  core  of  the  Bush  for- 
eign policy  will  be  military 
strength.  The  new  President 
wants  to  spend  billions  to 
bankroll  defense-related  re- 
search, replace  aging  ships  and 
planes  with  next-generation 
technology,  and  finance  a  con- 
troversial national  missile  de- 
fense (NMD)  system  aimed  at 
protecting  the  U.S.  against  nu- 
clear attacks  by  rogue  states 
such  as  North  Korea  or  Iran. 
Bush  also  wants  to  bolster  al- 
liances in  Europe  and  Asia  to 
boost  America's  leverage  in 
dealing  with  two  key  powers  in 
transition — a  declining  Russia 
and  a  surging  China.  The  new 
President's  goal:  to  show 
Moscow  and  Beijing  they  will 
pay  a  price  if  they  threaten 

their  neighbors   

or  the  U.S.  and   CHINA: 

reap  benefits  if  Balancing  act 


they  become  full-fledged  members  of 
the  community  of  nations. 

Backing  up  Bush's  defense  strategy  is 
his  international  economic  agenda.  One 
priority:  the  crafting  of  a  free-trade 
agreement  for  the  Western  hemisphere, 
perhaps  as  early  as  2003.  But  what 
Bush  won't  do,  some  of  his  advisers  say, 
is  devote  as  much  time  as  Bill  Clinton 
did  to  fostering  nation-building  in  places 
like  the  Balkans.  This  game  plan  could 
have  flaws,  as  outgoing  Secretary  of 
State  Madeleine  K.  Albright  warns.  Bel- 
licose rhetoric  can  make  en- 


■  NATIONAL  MISSILE  DEFENSE 

Bush  wants  to  build  a  system  to  protect 
the  U.S.  from  warheads  launched  by  a 
rogue  state  such  as  North  Korea  or  accidentally 
launched  by  Russia  or  China. 

■  STRENGTHENING  ALLIANCES  Bolstering  relations 
with  NATO  and  allies  in  the  Pacific,  such  as  Japan  and 
South  Korea,  is  a  top  priority.  But  some  NATO  allies 
may  disagree  with  Bush  on  peacekeeping  and  missile 
defense.  Tokyo  might  balk  at  a  greater  security  role. 
And  Seoul  could  oppose  Bush's  tougher  line  with 
Pyongyang. 

■  BIG  POWERS  To  focus  on  relations  with  key 
countries  such  as  Russia  and  China,  Bush  will  down- 
play obscure  hot  spots  like  Haiti.  Both  Russia  and 
China  oppose  missile  defense. 

■  FREE  TRADE  A  free-trade  agreement  for  the 
Americas  would  need  fast-track  authority  from 
Congress.  But  Bush  won't  get  that  without  conces- 
sions on  labor  and  environmental  protection. 
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emies  when  a  more  nuanced  policy  is 
needed,  she  argues.  And  "it's  impossible 
for  the  U.S.  to  just  close  its  eyes  to 
what's  going  on"  in  places  such  as  Koso 
vo,  she  notes.  "It's  not  your  father's  for 
eign  policy." 

DARK  WARNINGS.  Bush  and  his  team 
are  hardly  likely  to  heed  that  advice 
But  if  they  maintain  a  hard-line  pos- 
ture, they  could  well  shake  up  America's 
allies,  as  well  as  its  foes.  Already,  politi 
cians  in  Europe,  Russia,  and  Asia  an 
reacting — mostly  negatively — to  Bush's 
missile  defense  program.  "NMD  can  be 
come  a  problem.  What  concerns  every; 
body  are  the  strategic  repercussions,' 
French  Foreign  Minister  Huber 
Vedrine  says.  Leaders  of  Russia  anc 
China  both  warn  darkly  about  a  sped-u} 
arms  race.  It's  also  possible,  though 
that  Bush  may  start  out  with  a  tougl 
stance  a  la  Reagan  but  end  up,  like  his 
father,  avoiding  conflict  with  America's 
allies.  On  NMD,  foi 
example,  Bus! 
could  quell  allies 
fears  by  offerinj 
to  protect  then 
with  the  shield  as 
well 
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who  has  rarely  even   Lra\ 
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Ever  heard  the  sound  a  stoplight  makes? 


Introducing  a  breakthrough  in  automotive  technology  from  Toyota.  Prius,  the  world's 
rst  production  car  to  combine  a  super-efficient  gasoline  engine  with  an  electric  motor 
feat  never  needs  to  be  plugged  in.  It  seamlessly  switches  between  gas,  electric  or  a 
ombination  of  both,  instinctively  choosing  the  most  efficient  way  to  drive  the  wheels. 
o,  it's  only  natural  that  when  the  wheels  stop,  the  engine  stops:  in  clean,  blissful  silence, 
rius.  It's  quietly  revolutionizing  the  way  the  world  drives. 

tarting  at  $19,995-  Delivery,  processing  and  handling  fee  $485.  Total  msrp  $20,480: 

%it  the  new  Prius  at  www.toyota.com/priusorcall800-GO-TOYOTA.  <S)  TOYOTA  PRIUS  I    genius 

Jased  on  manufacturer  s  suggested  retell  price.  Excludes  taxes,  Ucense,  tide  and  o^er  optional  or  regionally  required  equipment  Actual  dealer  price  may  vary  ©20OO  Toyota  Motor  Sales.  USA,  Inc 
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including  68-year-old  Rumsfeld  and  vet- 
erans of  the  earlier  Bush  Administra- 
tion, Secretary  of  State-designate  Colin 
L.  Powell,  63,  and  National  Security 
Adviser  Condoleezza  Rice,  46.  The  trick 
will  be  managing  this  group  of  powerful 
personalities.  That  job  is  likely  to  fall 
largely  to  Vice-President  Dick  Cheney. 
"Cheney  is  the  key  player  to  make  all 
this  work,"  says  Chester  A.  Crocker, 
professor  of  diplomacy  at  Georgetown 
University.  The  early  betting  is  that 
Cheney  will  side  more  often  with  Rums- 
feld, his  mentor  in  the  Ford  Adminis- 
tration, than  with  Powell,  his  colleague 
in  Bush  Sr.'s  Administration. 

One  key  issue  that  may  test  Cheney's 
diplomatic  skills  inside  the  Administra- 
tion is  policy  toward  China  and  Taiwan. 
Bush  is  likely  to  back  significant  arms 
sales  to  Taipei — a  position  that  Rums- 
feld would  probably  favor.  But  there  is 
likely  to  be  a  debate  inside  the  Admin- 
istration over  how  far  to  go  in  tipping 
the  military  balance  and  over  how  ex- 
plicit to  make  U.  S.  support  for  the  is- 
land nation  if  China  were  to  attack. 
FLEXIBILITY.  Powell  may  well  argue  for 
caution,  particularly  because  some  Chi- 
nese officials  and  analysts  have  indicated 
that  Beijing  is  willing  to  take  a  more 
flexible  approach  toward  Taiwan.  "We 
are  more  and  more  confident  about  our 
ability  to  solve  the  Taiwan  problem,"  says 
Li  Jiaquan,  a  research  fellow  specializ- 
ing in  Taiwan  at  the  Chinese  Academy  of 
Social  Sciences.  "If  the  U.  S.  stands  up 
and  says  that  if  there  is  a  war  it  will 
protect  Taiwan,  this  will  be  very  unwise," 
he  adds.  One  high-level  diplomat  in  pre- 
vious Republican  administrations  says 
the  Bush  team  may  postpone  the  April 
decision  on  sales  of  destroyers  and  other 
weapons  to  have  time  to  better  gauge 
Beijing's  level  of  accommodation. 

As  they  deal  with  Russia,  China,  or 
longtime  foes  like  Saddam  Hussein, 
there's  no  doubt  the  new  American  for- 
eign-policy team  wants  to  take  a  tough, 
pragmatic  approach  to  creating  a  more 
secure  world  for  America.  They  may 
succeed  in  diminishing  some  threats, 
just  as  Reagan  and  other  cold  warriors 
did  years  ago.  But  in  the  short  term,  it's 
likely  that  the  Republicans  will  learn  it 
was  far  easier  to  carp  at  the  Clinton 
Administration  from  the  sidelines  than 
to  make  progress  in  the  post-cold-war 
era.  Once  they  take  their  seats  in  pow- 
er, the  Republicans  may  quickly  find 
that  mastering  global  politics  in  the  21st 
century  will  be  a  lot  more  complex  than 
it  was  in  the  20th. 

/>'//  Stan  Crock  in  Washington,  with 
Catherine  Helton  in  Moscow,  Dexter 
Roberts  in  Beijing,  and  bureau  reports 
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POWER  TO 
THE  OIL  PATCH 

A  turned-up  thermostat  will 
comfort  the  energy  industry 

George  W.  Bush  tried  to 
make  it  big  in  the  oil  busi- 
ness in  the  1980s.  Tapping 
into  his  family's  network 
of  contacts,  he  enlisted  in- 
vestors by  arguing  that  even  if  a  well 
turned  up  dry,  they  could  always  take 
advantage  of  tax  write-offs.  Now  as 
President,  Bush  is  again  pushing  a  ma- 
jor energy  venture:  Selling  the  Ameri- 
can public  on  his  plan  to  reduce  prices 
and  ease  supply  shortages — and  maybe 
even  revive  some  of  those  tax  breaks 
for  his  Oil  Patch  buddies. 

Washington's  energy 
lobbyists  can't  believe 
their   gusher   of  good 
fortune.   Not  only   do 
they  have  new  friends 
in   the   White    House, 
but   OPEC   on  Jan.    17 
agreed  to  cut  produc- 
tion by  1.5  million  bar- 
rels a  day  (page  52). 
The   move   adds   to   the   pressure   on 
Washington  to  "do  something"  as  house- 
hold energy  bills  soar — in  some  cases 
100%  higher  than  a  year  ago — and  Cal- 
ifornia struggles  with  electricity  black- 
outs. "From  a  domestic  energy  point  of 
view,   we   are   at   crisis   level,"   says 
Lawrence  B.  Lindsey,  Bush's  chief  eco- 
nomic adviser.  "We  can't  afford  to  sit 
back  and  let  nature  take  its  course." 

High  on  Bush's  list  are  tax  credits 
to  boost  domestic  oil  production,  opening 
up  federal  lands  such  as  the  previously 
off-limits  Arctic  National  Wildlife  Refuge 
(anwk),  and  a  range  of  new  laws  to 


Bush 

gulf  war 

sway 


FAIR  GAME?  THE  ARCTIC 
WILDLIFE  REFUGE 

M 

speed  the  regulatory  process  for  con 
struction  of  generating  plants,  oil  re 
fineries,  pipelines,  and  electricity  trans- 
mission lines.  And  Bush  is  expected  to 
go  along  as  Hill  Democrats  seek  to  add 
$1.7  billion  to  the  Low  Income  Home 
Energy  Assistance  Program. 
JAWBONE.  Little  of  what  the  new  Presi 
dent  is  offering  will  ease  the  short-tern 
energy  crunch.  For  that,  Bush  hopes  tc 
use  his  clout  as  son  of  the  ex-Presidenl 
who  won  the  gulf  war  in  1991.  He  plans 
to  jawbone  opec  into  increasing  pro 
duction,  thus  reducing  crude  oil  prices 
worldwide.  Indeed,  Bush  says  he'll  ele 
vate  energy  from  a  domestic  concerr 
to  a  national-security  matter  under  Sec 
retary  of  State-designate  Colin  Powel 
and  National  Security  Adviser  Con 
doleezza  Rice. 

So  will  the  energy  lobby  get  every 

thing  it  wants?  Not  quite.  Topping  it: 

list  is  the  right  to  explore  in  areas  like 

Florida's  Gulf  Coast,  an  idea  Bush  op 

posed  during  the  campaign.  And  hi 

promise  to  open  8%  of  the  ANWR  t< 

drilling  has  already  se 

off  a   fierce    lobbyinj 

VmnPQ  campaign  by  environ 

liupca  mentalists.  Says  Franl 

plnnt  Will      O'Donnell,  executive  di 

rector  of  the  Clean  Ai 

Trust:  "You're  going  t 

see   pictures   of  bab; 

caribou   on   the   new 

every  night." 

But  much  of  Bush's  energy  plan  wi 

be  warmly  received  by  Democrats  fror 

oil-producing  states  and  by  those  in  th 

Northeast   and    Midwest   whose   cor 

stituents  are  feeling  the  pinch  of  skj 

high    heating   bills.    Republicans    an 

Democrats  are  already  gearing  up  to  o 

fer  tax  breaks  that  would  encourag 

companies  to  uncap  dormant  oil  well 

and  create  incentives  to  produce  alio 

native-fuel  vehicles.  Alter  being  froze 

out  during  the  past  eight  years,  now  it 

the  Big  Thaw  for  the  energy  industry. 
By  Laura  Cohn  and  Lorraine  WoelUn 
with  Rich  Miller,  in  Washington 
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What  if  you  could  deliver  training 

of  a  complex  ERP  system  to 

10,000  new  users  on  6  continents... 

simultaneously? 


Nicole  Gardner,  Partner 
PricewaterhouseCoopers'  Center  for  Perform) 
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That's  what  we  do 

for  our  clients  with  Centra. 


We  are  PricewaterhouseCoopers'  Center  for 

Performance  ImprOVeiTientj  a  global  practice  within  the  world's  largest  profes- 
sional services  organization.  We  train  end  users  of  complex  software  solutions  at  Fortune  500  companies  to  achieve 
dramatic  business  results  through  advanced  learning  solutions. 

We    neeQeQ   a  faster,  more  affordable,  and  more  powerful  way  to  deliver  customized  hands-on  training  to 
our  clients'  employees  around  the  world... using  software  that  anyone  can  use  and  understand. 

Vwe   eXpeCT   the  best  Internet  solution  available.  One  that  rivals  in-person  training,  without  compromising 
our  high  standards.  And  we  need  a  responsive  software  partner  who  is  accustomed  to  serving  the  demands  of 
large  global  organizations. 

VVe  CJOT  a  live,  interactive  eLearning  system  that  is  highly  effective,  easy  to  use,  and  drastically  reduces  the 
cost  of  training.  Bottom  line  -  Centra  delivers  for  us,  so  we  can  deliver  for  our  clients. 


We  chose  Centra 


as  a  solution. 


Solutions  for  live  eLearning  and 
Internet  business  collaboration. 


Centra 


Solutions  for  live  eLearning  and 
Internet  business  collaboration. 


At  Centra,  we  believe  that  live  eLearning  is  more  than 
education.  It's  a  way  to  connect  business  people  online 
using  a  Web  browser  to  interact  in  realtime,  delivering 
information  and  skills  more  efficiently  and  with  better 
results  than  ever  before.  And  without  the  time,  delays, 
and  expense  of  business  travel. 


Only  Centra  offers  a  complementary  suite  of  enterprise 


software  and  Internet  services  that  enable  the  delivery 
and  exchange  of  integrated  voice,  video,  presentations,  and  applications 
for  secure  virtual  classrooms,  online  presentations  and  Web  meetings. 
With  Centra,  your  workforce  is  more  knowledgeable,  your  customers  are 
more  loyal,  and  your  products  and  services  get  to  market  more  quickly. 


Centra  meets  every 
business  need  with 
software  products 
and  Web  services 
for  interactive  virtual 
classrooms,  online 
presentations  and 
Web  meetings. 


For  more  information,  visit  www.centra.com,  or  call  1-888-547-6300. 


And  deliver  some  big  results  of  your  own. 
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COMMENTARY 


By  Peter  Coy 

BUSINESS  AND  THE  GREENS  SHARE  COMMON  GROUND 


•  It's  hard  to  imagine  two 
Presidential  administra- 
tions further  apart  on 
issues  of  the  environ- 
"^^^^      ment  and  public  lands 
than  those  of  Bill  Clinton  and  George 
W.  Bush.  In  his  final  days  in  office, 
Clinton  infuriated  development  advo- 
cates in  the  West  by  effectively  ban- 
ning logging  on  60  million  acres  of 
national  forest — an  area  bigger  than 
all  the  national  parks  combined.  Now, 
Bush  is  horrifying  environmentalists 
by  reaffirming  his  campaign  promise 
to  permit  oil  and  gas  drilling  in  Alas- 
ka's pristine  Arctic  National  Wildlife 
Refuge.  Environmentalists  see  a  bat- 
tle of  green  vs.  greenbacks.  Their  op- 
ponents like  to  cite  a  bawdy  T-shirt 
slogan:  "If  two  kids  can  have  sex  in 
the  backseat  of  a  car,  why  does  the 
spotted  owl  need  50,000  acres?" 

But  despite  the  vitriol,  some  com- 
mon ground  exists  between  the  two 
camps.  Away  from  the  hot  lights  and 
the  sound  bites,  there  are  people  on 
both  sides  who  are  discovering  ways 
to  balance  the  priorities  of  the  econo- 
my and  the  environment  by  harness- 
ing market  forces  in  creative  ways. 
While  progress  is  being  made  on 
many  fronts,  from  acid  rain  to  subur- 
ban sprawl,  some  of  the  most  inter- 
esting ideas  deal  with  stewardship  of 
public  lands — issue  No.  1  in  the 
wrangle  over  Gale  Norton's  nomina- 
tion as  Interior  Secretary. 
FAIR  SHAKE.  Sure,  there  are  still 
wild-eyed  enviro-purists  like  the  vio- 
lent Earth  Liberation  Front.  But 
many  of  the  biggest  environmental 
groups,  such  as  the  Nature  Conser- 
vancy and  Environmen- 
tal Defense,  prefer  coex- 
istence, understanding 
that  heavy-handed  gov- 
ernment control  breeds 
resentment  and  evasion 
among  businesses.  There 
are  better  ways  to  pro- 
tect the  planet. 

Environmentalists,  for 
instance,  have  tradition- 
ally disliked  cattle  be- 
cause they  tend  to  de- 
stroy vegetation  and 
erode  stream  banks.  But 
in  New  Mexico,  the  Na- 
ture Conservancy  sold 
the  immense,  500-square- 
mile  Gray  Ranch  to  an 


Some  of  her  ideas 
were  actually 
endorsed  by  the 
Clinton  team 


organization  that  welcomes  grazing. 
The  ranch  serves  as  a  "grass  bank" 
for  neighboring  ranchers,  who  graze 
their  cattle  there  so  they  can  let 
their  own  grounds  rest  and  recover. 
In  Colorado  and  Montana,  the  Con- 
servancy has  worked  with  ranchers 
to  promote  grass-fed  cattle  raised  in 
a  way  that's  easy  on  the  land.  Says 
Jim  Petterson,  its  director  of  public 
affairs:  "We  recognize  that  there  is  a 
human  element  to  the  landscape 
we're  trying  to  conserve.  In  a  lot  of 
cases,  people  have  done  a  pretty 
good  job." 

Businesses,  too,  are  learning  to  re- 
spect the  environment  and  public 
lands — if  only  because  tough  cleanup 
*■  laws  and  the  weight  of 
public  opinion  leave  them 
no  choice.  Norton,  Bush's 
pro-business  nominee  at 
Interior,  has  come  under 
fire  for  favoring  more  self- 
policing  by  industry.  But 
her  idea  resembles  Project 
XL,  an  emissions-control 
program  developed  by 
Clinton's  own  Environmen- 
tal Protection  Agency. 
Under  it,  companies  set 
up  detailed,  but  flexible, 
environmental-manage- 
ment systems.  While 
much  of  the  decision-mak- 
ing is  left  to  corporations 
themselves,  it's  not  as  if 


they  can  ignore  their  duties:  Compa- 
nies caught  cheating  risk  heavy  fines. 
MARKETABLE  QUOTAS.  And  even 
though  Norton  has  been  a  lawyer  for 
polluters,  she  may  not  turn  out  to  be 
the  single-minded  despoiler  that 
many  environmentalists  fear  she  is. 
Terry  L.  Anderson,  a  conservative 
Montana  economist  who  recommend- 
ed Norton  to  the  Bush  team,  expects 
her  and  other  Bush  appointees  to 
use  markets  in  place  of  fiats  wherev- 
er possible.  Many  of  the  concepts  are 
even  supported  by  mainstream  envi- 
ronmental economists.  A  few  exam- 
ples: Set  sellable  quotas  on  fish 
catches  to  prevent  overfishing  in 
places  such  as  the  Gulf  of  Mexico. 
Allow  environmentalists  to  stop 
overgrazing  by  buying  grazing  leases 
from  ranchers.  Let  national  parks 
charge  more  user  fees  and  reinvest 
the  money  to  keep  overuse  from  de- 
grading their  natural  wonders. 

Environmentalists  and  the  Bush 
Administration  are  unlikely  to  link 
arms  and  sing  campfire  songs  togeth- 
er anytime  soon.  Nor  does  there 
seem  to  be  much  room  for  agree- 
ment on  lightning-rod  issues  like  log- 
ging bans  or  drilling  in  the  Arctic 
refuge.  Still,  disagreements  shouldn't 
prevent  advances  in  other  areas.  On 
many  issues,  the  two  sides  aren't  so 
far  apart. 

Coy  is  associate  economics  editor. 
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GENERAL  MALAISE 
AT  GENERAL  MOTORS 

MORE    BAD    NEWS   FROM   THE 

world's  largest  auto  maker. 
Though  it  was  its  second  best 
year  ever,  2000  earnings 
dropped  14%  at  General  Mo- 
tors, to  $5  billion.  Fourth- 
quarter  earnings  fell  51%,  to 
$609  million  from  $1.3  billion. 
In  Europe,  GM  suffered  $676 
million  in  losses.  It  also  in- 
curred losses  from  Japan- 
based  Isuzu  Motors,  of  which 
it  owns  49%.  Despite  record 
revenues  of  $183  billion,  net 
margins  in  North  America, 
its  most  profitable  market, 
slipped  to  3.9%,  from  4.1% 
last  year.  The  auto  maker 
took  a  $520  million  charge  in 
the  fourth  quarter  for  costs 
related  to  shuttering  its 
Oldsmobile  division,  cutting 


CLOSING    BELL 


A-0KATA0L 

Since  America  Online  and 
Time  Warner  closed  their 
$117  billion  merger  on  Jan. 
11,  the  stock  is  finally  look- 
ing up.  On  Jan.  17,  AOL  Time 
Warner  rose  4.5%,  to  $48.79. 
That's  a  51%  increase  from 
Jan.  2,  when  fears  that  the 
deal  would  take  longer  than 
expected  to  close  sent  the 
stock  down  to  $32.39.  It  still 
won't  be  easy  for  the  New 
Media  giant  to  reach  ambi- 
tious financial  targets  in  a 
softening  economy,  but  at 
least  its  prospects  are  be- 
ginning to  brighten. 


AOL  Time  Warner 

STOCK  PRICE 

0i  i  i  i  i  i  i  i  i  i  i  i  i  i  i  i 

DEC  22, '00  JAN.  17/01 

Data:  Bloomberg  Financial  Maikets 


plant  capacity  in  Europe,  and 
sacking  10%  of  its  salaried 
workers. 


TAKING  AIM  AT 
CELL-PHONE  SERVICE 

IRATE  ABOUT  THE  QUALITY  OF 

your  cellular  phone  service? 
You're  in  good  company.  A 
recent  Yankee  Group  study 
of  nearly  3,000  customers 
showed  that  30%  had  signifi- 
cant problems  with  their 
wireless  service.  Now,  after 
suffering  through  his  own  dif- 
ficulties, Congressman  An- 
thony D.  Weiner  (D-N.Y.) 
wants  to  do  something  about 
it.  Weiner  plans  to  introduce 
legislation  in  the  next  few 
weeks  that  would  require  the 
Federal  Communications 
Commission  to  compile  more 
detailed  information  about  the 
quality  of  wireless  service. 
Specifically,  Weiner  wants  the 
FCC  to  publish  information 
twice  a  year  on  the  number 
of  complaints,  the  nature  of 
the  problems,  and  the  re- 
sponsible carriers. 


A  POWERHOUSE 
IN  PET  FOOD 

KNOWN      MAINLY      FOR      ITS 

Crunch  Bars  and  Nescafe  in- 
stant coffee,  Zurich-based 
Nestle  took  a  bold  bid  to  be- 
come the  world's  largest  pet- 
food company  with  a 
$10.3  billion  agreement  to 
buy  Ralston  Purina.  The  com- 
panies agreed  on  the  $33.50- 
a-share  deal  to  combine 
Nestle's  Friskies  cat  food 
brand  with  Purina  Pet  Chow 
and  other  Ralston  brands. 
The  acquisition  would  create 
a  powerhouse  with  $6.3  bil- 
lion in  pet-food  revenues  and 
an  estimated  35%  of  the  U.  S. 
market.  Nestle  "has  consid- 
ered pet  care  a  strategic 
growth  area"  since  buying 
Friskies  in  1985,  the  company 
said.  Combining  the  two  com- 
panies will  save  $260  million, 
but  could  draw  scrutiny  from 
antitrust  regulators. 


HEADLINER:   LLOYD   WARD 


HEAVIER  METAL 


During  his  30-year  career, 
Lloyd  Ward  has  sold 
clothes  dryers,  soap,  and 
even  Doritos.  Now,  he  can 
add  used  cars  to  the 
list.  Two  months 
after  bolting  as 
chairman  and 
chief  execu- 
tive of  slump- 
ing appliance- 
maker 

Maytag,  Ward, 
51,  has  become 
chairman  and  CEO 
of  iMotors,  an  Inter- 
net car  dealer. 

For  now,  the  move  looks 
like  a  huge  step  down.  At 
Maytag,  Ward  ran  a  $4.2 
billion  corporation  with  a 
25,000-person  payroll.  Pri- 
vately held  iMotors  won't 
disclose  revenue,  but  the 
B2C  venture  has  just  700 


employees.  It  has  big 
plans,  however.  Launched 
in  September,  1999,  iMo- 
tors sells  used  cars  in  17 
states,  including  Cali- 
fornia, Illinois,  and 
Pennsylvania,  and 
aims  to  go  na- 
tional. "This  will 
be  a  multibillion- 
dollar  company," 
Ward  vows. 
Ward,  who 
spent  years  at 
PepsiCo  and  Procter 
&  Gamble,  confesses 
that  he's  "an  Old  Economy 
guy."  He's  in  good  compa- 
ny: iMotors  recently  hired 
Cummins'  chief  financial  of- 
ficer, Kiran  Patel,  as  CFO. 
And  if  iMotors  stalls?  Well, 
Ward  knows  what  it's  like 
to  go  through  the  wringer. 
Michael  Arndt 


LESS-THAN-STELLAR 
GLOBALSTAR 

DEFIANT     GLOBALSTAR     CEO 

Bernard  L.  Schwartz  sus- 
pended the  satellite  telecom 
operator's  debt  payments  and 
pretty  much  dared  investors 
to  force  the  company  into 
bankruptcy.  He  said  Jan.  16 
that  the  company  had  not 
made  a  $45  million  debt  pay- 
ment. Globalstar  hired  the 
Blackstone  Group  to  help  it 
restructure,  but  warned  that 
investors  will  get  nothing  if 
the  company  is  forced  into 
bankruptcy.  Schwartz  claims 
that  Globalstar  can  still  de- 
velop a  viable  business,  but 
that  won't  be  easy  with  just 
40,000  subscribers. 


SILICON  VALLEY 
TAKES  A  BREATHER 

WELL,  IT'S  OFFICIAL.  SILICON 
Valley  has  finally  come  down 
to  earth.  After  years  of  job 
growth  of  4%  or  more,  the 


Valley  logged  just  3%  growth 
in  2000,  according  to  a  study 
commissioned  by  Joint  Ven- 
ture: Silicon  Valley  Network. 
But  there  is  a  silver  lining  to 
the  bad  news:  The  slowdown 
could  stem  the  decline  in  the 
area's  quality  of  life.  Thirty 
percent  of  the  area's  high- 
ways got  an  F  rating  from 
the  group,  up  from  15%  in 
1991.  With  a  deficit  of  160,000 
homes,  many  commuters 
have  to  drive  for  hours  each 
day  from  outlying  suburbs. 
Now,  analysts  say  the  region 
must  close  the  housing  gap 
and  improve  education. 


ETCETERA... 

■  Genomics  company  Cura- 
Gen  announced  a  $1.3  billion 
deal  with  aspirin  king  Bayer. 

■  Rolling  blackouts  were  or- 
dered in  Northern  California 
to  avert  a  power  shutdown. 

■  Vector  Group  hopes  to  have 
a  nicotine-free  cigarette  mi 
the  market  early  next  year. 
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We're  one  of  the 


100  Best  Companies  To  Work  For 
three  years  in  a  row! 

(You  might  think  we'd  take  this  for  granted.) 

Winning  the  same  award  three  years  in  a  row  is  anything  but  ordinary  at 
Capital  One.  We're  head-over-heels  delighted  to  be,  once  again,  "One  of  the  100 
Best  Companies  to  Work  For,"  according  to  a  survey  in  FORTUNE'  magazine. 
We  think  it  says  a  lot  about  our  company -our  open  opportunity,  outstanding 
benefits  and  competitive  compensation.  This  honor  also  says  a  lot  about  our 
people,  and  their  sense  of  teamwork,  trust  and  fun.  If  you  can't  say  as  much  about 
the  place  you  work,  give  your  career  a  lift  and  go  to  www.capitalone.com. 
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International  Business 


CHINA 
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BUYING 
BINGE 

An  M&A  wave  breaks  over  China 

F 


|  or  early  risers  in  China's  capital  it 
is  a  familiar  sight:  Beijing 
Sanyuan  Food's  trucks  and  three- 
wheeled  bicycle  carts  tooling 
around  the  city,  delivering  milk,  yogurt, 
and  other  dairy  products  door-to-door. 
In  recent  years,  Sanyuan  has  come  to 
dominate  Beijing's  $120  million  dairy 
market.  Now  the  company  has  national 
ambitions.  But  to  get  there,  it  needs 
to  boost  capacity.  So  in  September 
Sanyuan  offered  $9.3  million  for  the 
Beijing  dairy  operations  of  New  York- 
based  Kraft  Food  International. 

The  acquisition,  which  should  be  ap- 
proved soon,  will  buy  Sanyuan  a  seven- 
year-old,  state-of-the-art  plant  in  Bei- 
jing. That  will  enable  the  company  to 
boost  annual  production  by  40%,  to 
350,000  tons.  Sanyuan  also  has  a  re- 
newable license  to  sell  Kraft  dairy  prod- 
ucts, which  will  allow  it  to  target  richer 
customers.  To  Lei  Kunshi,  Sanyuan's 
vice-general  manager,  buying  Kraft's 
money-losing  operation  is  a  matter  of 
survival.  "We  have  to  prepare  for  WTO," 
says  Lei.  "If  you  want  to  dance  with 
wolves,  you  must  act  like  one." 

For  China,  membership  in  the  World 
Trade  Organization  is  perhaps  six 
months  away — which  means  that  a  raft 
of  trade  barriers  will  fall,  forcing  prices 
down  and  luring  new  foreign  competi- 
tion into  Asia's  fastest-growing  market. 
How  do  you  survive  wto?  Bulking  up 
is  an  obvious  strategy. 
"MARKET  PRESSURE."  That's  why  an  un- 
precedented wave  of  mergers  and  ac- 
quisitions is  sweeping  the  nation.  The 
number  of  M&As  is  expected  to  grow 
by  as  much  as  40%  in  2001,  to  $40  bil- 
lion worth  of  deals.  In  some  cases,  state- 
owned  companies  are  taking  over  other 
state-owned  companies.  In  others,  they 
are  buying  the  local  operations  of  a  for- 
eign multinational.  For  the  most  part, 
companies  are  financing  the  acquisitions 
themselves.  Says  Fred  Hu,  executive 
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director  of  Asian  Economic 
Research  at  Goldman,  Sachs 
&  Co.  in  Hong  Kong:  "There 
is  tremendous  market  pres- 
sure for  companies  to 
merge." 

This  m&a  boom  is  some- 
thing of  a  departure  from 
previous  waves  of  consolida- 
tion. In  the  past,  Beijing  has 
engineered  combinations  in 
such  strategic  industries  as 
steel,  aluminum,  and  finance 
by  government  fiat.  Often 
Beijing's  shotgun  marriages 
were  more  political — to  save 
jobs,  say — than  commercial. 
Beijing  is  still  encouraging 
consolidation  in  industries 
ranging  from  food  to  phar- 
maceuticals to  transport.  But 
now  many  Chinese  compa- 
nies are  merging  and  acquir- 
ing for  competitive  reasons 
and  trying  to  do  it  right. 

It's  about  time.  Most  busi- 
nesses are  woefully  ineffi- 
cient, and  many  have  not 
achieved  sufficient  economies 
of  scale  to  compete  against 
foreign  rivals.  As  it  is,  too 
many  players  are  chasing  too 
few  customers.  The  result  is 
vicious  competition  and  price 
cutting.  Consider  the  air- 
lines. Over  the  past  few 
years,  the  nation's  10  largest 
carriers  have  been  engaged 
in  debilitating  price  wars 
that  have  forced  fares  down 
by  as  much  as  60%  and 
pushed  many  of  them  into  the  red.  To 
keep  the  industry  from  self-destructing, 
Beijing  has  ordered  the  companies  to 
put  in  place  old-fashioned  price  floors. 

In  some  cases,  Chinese  companies  are 
seeking  national  heft.  One  is  beer  brew- 
er Tsingtao.  It  lacked  a  large  customer 


BIG  MOVE 

Sanyuan  is  buying 
Kraft's  local  dairy 
operation,  in  a 
typical  deal 
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base  near  its  main  production 
facility  in  Shandong  province 
To  get  the  beer  closer  to  its 
customers,  Tsingtao,  over  the 
past  year,  has  acquired  eight 
breweries  around  the  country. 
Among  the  buys:  a  75%  stake 
in  Copenhagen-based  Carls- 
berg's  Shanghai  brewery  and  a  639E 
stake  in  Beijing's  Five  Star  BreweryA, 
Now  Tsingtao  is  China's  largest  brewer, 
with  8%  of  a  highly  fragmented  market 
In  other  cases,  companies  are  buy 
ing  entree  into  foreign  markets.  In  Au 
gust,  for  example,  Shenzhen-based  San- 


" 


u  Enterprise  Group  paid  $36  million 
jr  a  68%  stake  in  Sichuan-based  Long 
larch  Pharmaceutical  Co.  At  a  stroke, 
■anjiu  grabbed  Long  March's  $22  million 
l  annual  hard-currency  exports  to  the 
■S.,  Europe,  and  Australia. 

While  Chinese  companies  have  made 
roeful  acquisitions  in  the  past,  they  are 
icreasingly  savvy  about  what  busi- 
esses  to  buy.  Before  Sanjiu  acquires 
nother  company,  for  example,  it  hires 
idependent  Chinese  auditors  to  evalu- 
te  the  target's  assets.  "If  it  isn't  trans- 
arent,"  says  a  Sanjiu  official,  "we  won't 
>uy  it."  The  company  has  learned  from 


Behind 
The  M&A  Boom 


CHALLENGES 


•  As  China  prepares  to  join  the 
WTO,  its  inefficient  companies  are 
ill-prepared  for  foreign  competition 

•  Too  many  players  are  chasing  too 
few  customers  in  such  industries 
as  airlines  and  electronics 


•  Overcapacity  in  such  sectors  as 
television  manufacturing  and  auto 
parts  is  sparking  price  wars 


SOLUTIONS 


•  Beijing  is  encouraging — and  in 
some  cases  forcing — mergers  with 
low-interest  loans  and  quick 
approvals 

•  Chinese  companies  increasingly 
are  being  allowed  to  buy  their  ri- 
vals and  even  foreign  companies' 
local  operations 

•  The  government  is  abandoning  its 
long-standing  resistance  to  foreign 
takeovers  in  nonstrategic  sectors 


past  mistakes.  During  the  1990s,  Sanjiu 
bought  several  factories  in  western  Chi- 
na— in  part  to  heed  Beijing's  exhorta- 
tions to  develop  the  impoverished  re- 
gion. The  company  found  the  factories 
were  losing  money  and,  besides,  were 
hundreds  of  miles  from  their  markets. 
The  upshot  is  that  more  Chinese  com- 
panies are  going  into  mergers  and  ac- 
quisitions with  their  eyes  open,  not  be- 
cause Beijing  tells  them  to.  For  its  part, 
Sanyuan  hired  Ernst  &  Young  to  audit 
Kraft's  Beijing  dairy  operation,  as  well 
as  a  Beijing-based  asset  evaluation  com- 
pany. It  did  so  despite  the  fact  that 


Kraft's  China  operations  adhere  to  su- 
perior accounting  practices.  Sanyuan 
also  hired  Beijing's  Gonghe  Law  Office, 
to  help  negotiate  with  Kraft. 
SAVING  JOBS.  The  government  is  not 
taking  an  entirely  hands-off  approach, 
especially  in  such  strategic  industries 
as  air  transport.  In  July,  it  called  for 
the  consolidation  of  the  top  10  state- 
owned  carriers  into  three  groups.  And 
even  though  Beijing  understands  the 
need  to  allow  market  forces  to  shake 
out  the  industry,  it  can't  stop  meddling. 
While  Shanghai's  China  Eastern  Air- 
lines has  already  agreed  to  merge  with 
Ningbo-based  Great  Wall  Airlines  and  is 
negotiating  with  other  carriers,  Beijing 
is  determined  to  have  final  say  over 
which  mergers  are  allowed.  Again,  its 
main  aim  is  to  save  jobs. 

In  fact,  official  interference  still  hurts 
many  Chinese  M&As.  Sanjiu,  the  phar- 
maceutical company,  wanted  to  lay  off 
two-thirds  of  Sichuan-based  Long  March's 
workers  when  it  bought  the  company.  It 
ended  up  keeping  all  1,500.  "Local  gov- 
ernments face  great  pressure  from  un- 
employed workers,"  says  the  Sanjiu  offi- 
cial. "They  always  want  us  to  keep  as 
large  a  staff  as  possible."  Onerous  gov- 
ernment regulations  can  hang  up  the 
process  and  limit  the  kind  of  restructur- 

UNION 

China's  top  10 
airlines  are  to  be 
combined  into 
three  groups 

ing  allowed.  Local 
governments  often 
want  to  interfere  in 
management  deci- 
sions. Sometimes 
they  expect  quick 
profits.  And  while 
the  central  govern- 
ment is  increasingly 
f*  S^SP  Siting  outside  com- 
<ZmJ)k2  panies  to  buy  Chi- 
nese ones,  bureaucrats  continue  to  re- 
sist foreign  takeovers. 

Government's  meddling  hands  will 
continue  to  distort  the  process.  Still, 
the  growing  m&a  boom  eventually  will 
force  mainland  companies  to  become 
more  efficient.  "It  will  give  the  next 
boost  to  productivity,"  says  Jonathan 
Woetzel,  principal  and  general  manager 
for  Chinese  corporate  finance  at 
McKinsey  &  Co.  in  Shanghai.  With  wto 
membership  around  the  corner,  consoli- 
dation is  not  a  choice.  It's  a  necessity. 

By  Dexter  Roberts  in  Beijing,  with 
Alysha  Webb  in  Shangtiai 
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COMMENTARY 


By  Chester  Dawson 


WHAT  JAPANS  CEOs  CAN  LEARN  FROM  BRIDGESTONE 


Bridgestone  chief  Yoichiro  Kaizaki 
has  never  been  one  to  bow  out 
when  the  going  gets  tough.  Im- 
mediately after  the  Japanese  tiremak- 
er  took  over  money-losing  Firestone 
Tire  &  Rubber  Co.  in  1988,  General 
Motors  cut  its  long  supplier  relation- 
ship with  Firestone.  A  few  years  lat- 
er, Firestone  was  hit  with  a  28-month 
strike  over  Kaizaki's  bid  to  lengthen 
work  shifts  and  tie  pay  to  productivi- 
ty. Kaizaki  never  flinched.  He  broke 
the  strike  by  bringing  in  2,000  re- 
placement workers,  restored  Fire- 
stone to  profitability  by  slashing  costs, 
and  ended  up  in  gm's  good  graces 
again  in  1995  when  it  was  named  the 
carmaker's  supplier  of  the  year. 

It  therefore  came  as  a  surprise 
when,  on  Jan.  11,  Kaizaki  announced 
that  in  March  he  would  step  aside  as 
Bridgestone  Corp.'s  chairman,  presi- 
dent, and  ceo — while  the 
company  is  still  struggling  to 
recover  from  last  year's  mas- 
sive recall  of  Firestone  tires. 
Until  then,  Kaizaki,  67,  had 
been  handling  the  crisis  as 
stoically  as  he  had  previous 
challenges.  He  defiantly  re- 
fused to  resign,  even  though 
he  was  due  to  retire,  in  or- 
der to  defend  Firestone's 
reputation  after  its  tires 
were  blamed  for  contributing  to 
some  148  roll-over  deaths,  mostly  in- 
volving Ford  Motor  Co.'s  Explorer 
sport-utility  vehicles. 
CIRCLE  THE  WAGONS.  So  why  leave 
now?  Because  the  times  are  changing 
for  executives  such  as  Kaizaki  who 
rely  on  a  circle-the-wagons  style  of 
crisis  management.  Rather  than  act- 
ing promptly  to  control  the  damage 
when  the  news  first  broke,  he  fell  into 
the  Japan  Inc.  habit  of  refusing  to  en- 
gage his  critics  until  the  firestorm 
was  raging.  Then  he  came  out  swing- 
ing. That  did  nothing  to  halt  the 
stock's  60%  slide  since  August.  Al- 
though Bridgestone  insists  his  depar- 
ture has  nothing  to  do  with  Firestone, 
it's  hard  not  to  view  Kaizaki's  hastily 
announced  retirement  as  proof  that 
he  had  become  a  liability. 

Japanese  executives  should  learn 
from  Kaizaki's  fall  from  grace.  Lesson 
One  has  to  do  with  public  relations. 
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Had  it  publicly  released  its  own  data 
on  tire  problems  when  U.  S.  authori- 
ties began  a  probe  in  May — months 
before  the  crisis  exploded — Bridge- 
stone could  have  shown  it  was  on  the 
case.  But  Tokyo  headquarters  stayed 
silent,  a  tactic  many  Japanese  man- 
agements believe  conveys  an  image  of 
calm  deliberation.  Today,  when  even 
Japan's  media  are  suspicious  and 
quick  to  criticize,  that  invites  disaster. 
Lesson  Two  is  that  Japanese  con- 
sumers and  investors  are  shedding 
their  long-suffering  ways.  They  are 
more  attuned  to  product  liability 
problems — and  doubt  nonchalant  de- 
nials. So  Japanese  ceos  now  face  po- 
tential RR.  blow-ups  at  home  as  well 
as  in  the  West. 

Lesson  Three  is  that  Japanese 
companies  cannot  escape  global 
forces.  In  Bridgestone's  case,  foreign- 


UNDER  FIRE 

Kaizaki's  clumsy  effort  to 
sweep  the  controversy  under 
the  rug  only  served  to 
draw  more  attention 


ers  own  22%  of  its  Tokyo- 
traded  shares.  And  these 
investors  trade  on  their 
own  perception  of  man- 
agement competence,  not 
assurances  from  headquar- 
ters. "Investment  decisions 
are  increasingly  guided  by 
the  freer  flow  of  corporate 
information  and  greater 
participation  by  foreign  in- 
vestors," says  Tokyo-Mit- 
subishi Securities  analyst 
Hideaki  Aonuma. 

Bridgestone  had  a  low  re- 
gard for  R  R.  and  financial 
disclosure  long  before  the 
Firestone  crisis.  Its  arro- 
gance cost  it  dearly.  For 
example,  Kaizaki  tried  to 
pin  blame  on  Ford  by  pro 
ducing  an  in-house  study 
exonerating  Firestone's 
tire  design  of  responsibil- 


ity for  the  accidents.  But  that  effort 
just  drew  more  attention,  especially 
after  knowledge  to  the  contrary 
emerged  and  Bridgestone  settled  a 
U.  S.  lawsuit  with  one  victim.  Two  in- 
dependent studies  due  this  year  could 
be  even  more  devastating. 

In  recent  weeks,  Kaizaki  seemed 
finally  to  wake  up.  He  started  show- 
ing unprecedented  willingness  to  dis- 
close key  financial  data  about  Bridge- 
stone's  long-shrouded  U.S. 
operations.  But  this  has  come  after 
incalculable  damage  to  Bridgestone's 
image.  Indeed,  some  analysts  believe 
it  may  have  to  withdraw  the  Fire- 
stone brand  from  the  U.S.,  where 
sales  to  consumers  have  plunged. 

It  would  be  a  sad  irony  if  new  evi- 
dence shows  concerns  over  Firestone 
tire  safety  are  not  warranted.  If  so, 
the  damage  caused  by  Kaizaki's  slip- 
ups will  have  been  needless.  Japa- 
nese managers  should  use  Bridge- 
stone as  a  case  study  in  how  not  to 
handle  crisis  in  a  global  environment. 

Dawson  covers  the  Japanese  auto 
industry  from  Tokyo. 


Could  the  Mid-Cap  Stock  Fund  be  our  best  kept  secret? 


Much  attention  is  paid  to  the  hot 
new  start-up  companies  and  the 
established  blue  chips.  But,  some- 
times the  best  opportunities  may  be 
right  in  the  middle.  The  Fidelity  Mid- 
Cap  Stock  Fund  generally  invests  in 
companies  with  market  capitalization 
between  1  and  15  billion.  Mid-caps 


hold  a  unique  position  in  the  market 
—  around  long  enough  to  be  fairly 
stable,  but  still  having  the  potential  for 
significant  growth  —  you  may  want  to 
consider  them  as  part  of  a  diversified 
portfolio.  Put  the  expertise  and  service 
of  Fidelity  to  work  for  your  portfolio 
to  help  you  see  yourself  succeeding. 


Fidelity 
Mid-Cap 
Stock  Fund 

Yesterday's  start-ups.  Tomorrow's  blue  chips? 

1  year  5  year  Life  of  Fund1 


32.07%         26.14%        25.46% 


Returns  as  of  12/31/00.2  Past  performance  is  no  guarantee  of  future  results.  Mutual  fund  performance  changes  over  time,  sometimes  significantly. 
Most  recent  performance  data  is  published  online  at  each  month  end.  Please  visit  Fidelity.com  for  current  performance  figures.  The  securities  of 
smaller,  less-known  companies  may  be  more  volatile  than  those  of  larger  companies. 
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1-800-FIDELITY    Fidelity.com 


or  more  information  on  any  Fidelity  fund,  call  for  a  free  prospectus  and  read  it  carefully  before  investing. 
tDD  SERVICE:  1 -800-544-01 1 8  for  the  deaf  and  hearing  impaired  9am-9pm  ET. 

Life  of  fund  is  as  of  inception  date:  3/29/94. 2Average  annual  total  returns  for  the  period  ending  12/31/00  include  changes  in  share  price,  reinvestment  of 
ividends  and  capital  gains.  Share  price  and  return  may  vary  and  you  will  have  a  gain  or  loss  when  you  sell  your  shares.  Fidelity  Distributors  Corporation. 
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THE  MIDDLE  EAST 


THE  SAUDIS  DEFEND 
THEIR  SLIPPERY  TURF 

But  keeping  oil  prices  high  for  the  long  term  may  be  difficult 


When  Saudi  Oil  Minister  Ali  Naimi 
arrived  in  Vienna  two  days  ahead 
of  the  Jan.  17  OPEC  meeting,  he 
was  as  blunt  as  any  straight-talking 
Texan:  He  told  journalists  that  OPEC 
would  be  taking  1.5  million  barrels  per 
day  of  oil  off  the  market.  In  December, 
oil  prices  fell  almost  $10  per  barrel,  dip- 
ping below  the  $22  that  opec  says  is 
the  bottom  of  its  range  for  its  own  mar- 
ket basket  of  crudes.  That  plunge 
prompted  fears  of  a  return  to  the  $10  oil 
of  two  years  ago.  And  so  Saudi  Ara- 
bia, which  is  trying  be  a  kind  of  central 
banker  of  oil,  decided  to  send  a  strong 
signal  to  the  markets  that  it  would 
shore  up  the  price  of  crude.  "This  is 
the  first  big  test  of  whether  they  can 
defend  a  relatively  high  price,"  says 
Gary  N.  Ross,  ceo  of  pira  Energy 
Group,  New  York-based  consultants. 

It  is  likely  to  be  an  easy  test  in  the 
short  run.  But  keeping  prices  so  high 
could  eventually  undermine  opec  by 
helping  to  depress  world  economic 
growth  and  encouraging  investment  in 
non-oPEC  production.  And  it  is  far  from 
clear  that  the  oil  markets  can  be  micro- 
managed  to  the  extent  that  the  Saudis 
are  attempting. 


But  if  the  Saudis  and  other  OPEC 
players  are  worried  about  such  even- 
tualities, they  are  not  saying  so.  They 
think  that  the  experience  of  last  year, 
when  the  world  economy  showed  strong 
growth  despite  an  average  of  $28.40  per 
barrel  for  the  benchmark  Brent  crude, 
proves  that  the  global  economy  can  han- 
dle stepped-up  prices.  "The  goal  is  now 
to  keep  the  price  at  $25  at  least,"  says  a 
Gulf  source  at  the  meeting,  referring 
to  opec  prices.  Western  consumers  will 
be  paying  several  dollars  more. 

Working  in  the  Saudis'  favor  are  tight 
crude  and  product  inventories — the  lega- 
cy of  strong  economic  growth  around 
the  world  and  underin-  _^_____ 
vestment  in  new  pro- 
duction capacity.  That 
means,  says  Ross,  who 
is  observing  the  confer- 
ence, that  a  little  bit  of 
OPEC  trimming  should 
go  a  long  way  to  keep 
prices  close  to  current 
levels  for  the  rest  of 
the  year. 

The  big  danger,  of 
course,  is  that  this  lat- 
est gambit  will  further 
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HIT  OPEC  HARDER 
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STRAIGHT  depress    an    already 

TALKER:  Naimi  faltering  world  econo- 
was  quick  to  my.  But  the  Saudis 
announce  a  cut  don't  see  it  that  way. 
in  output  They  blame  the  eco- 

~  nomic  jitters  that  the 
U.S.  is  experiencing  on  stock-market 
speculation,  not  high  fuel  prices.  And 
they  view  the  fact  that  oil  consumption 
didn't  grow  in  the  U.S.  last  year  as  a 
reason  to  cut  production,  not  add  supply. 
They  wave  off  suggestions  that  contin- 
ued high  prices  could  tip  the  U.S.  into 
recession.  "The  U.  S.  economy  got  used 
to  these  prices  last  year,"  says  one  Sau- 
di. "They  aren't  likely  to  go  higher." 

And  the  Saudis  are  not  reaping  as 
hefty  rewards  from  today's  oil  as  Amer- 
ican consumers  might  think.  The  differ- 
ential has  widened  between  West  Texas 
Intermediate,  the  benchmark  American 
crude,  and  the  crudes  that  big  OPEC 
producers  pump  out.  WTI  is  usually  a 
few  dollars  more  than  the  Arab  crudes 
because  it  is  easier  to  refine.  But  now 
that  gap  has  expanded  to  $8-$9  per  bar- 
rel because  of  bottlenecks  in  the  U.  S. 
and  higher  freight  costs.  The  Saudis 
now  are  getting  only  in  the  high  teens 
to  low  $20s  per  barrel  for  their  crudes. 
THE  IRAQ  CARD.  The  wild  card  is  Iraq. 
The  Saudis  are  assuming  that  Iraq, 
which  is  now  holding  more  than  1  mil- 
lion barrels  per  day  off  the  market  in  a 
dispute  with  the  U.  N.,  will  resume  nor 
mal  production.  But  if  the  Iraqis  con- 
tinue to  be  difficult  and  opec  goes  ahead 
with  production  cuts,  there  could  be  a 
crunch.  The  Saudis  say  in  that  case  they 
will  add  production.  The  Saudi  camp  is 
also  already  discussing  increasing  output 
in  June  if  the  U.  S.  and  Asian  economies 
prove  resilient. 

The  high  prices  could  be  laying  the 
foundation  for  an  eventual  crash  in  de- 
mand.  High  oil  prices  could  further 
quash  Asian  growth  that  is  already  be 
ing  dampened  by  the  U.  S.  slowdown.  If 
so,  opec  would  lose  the  main  sources 
of  new  demand.  At  the  same  time,  there 
are  finally  signs  that  high  prices  are 
prompting  an  increase  in  investment  in 
■■■HHIM   finding  new  oil.  Long- 
depressed    drilling-rig 
counts  are  beginning  to 
rise,  and  companies  are 
on  the  hunt  in  non-OPEG 
countries.      For      the 
Saudis  and  other  pro 
ducers,  that  is  too  fa: 
away  to  worry  about 
Better  to  focus  on  spin 
ning  out  the  big  profit! 
as  long  as  they  can. 
By  Stanley  Rett 
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Web  Language  by  2007 
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HONG  KONG:  ANOTHER  BODY  BLOW 
TO  THE  RULE  OF  LAW? 


The  resignation  of  61-year-old  Chief  Secretary  Anson  Chan, 
Hong  Kong's  top  civil  servant,  dealt  another  blow  to  the 
stumbling  administration  of  Chief  Executive  Tung  Chee 
Iwa.  Chan  is  well-regarded  for  her  forceful,  public  defense  of 
long  Kong's  judicial  independence  and  press  freedom.  Her 
•arly  exit,  announced  on  Jan.  12,  is  a  vivid  reminder  of  just 
low  rocky  the  transition  to  Chinese  rule  remains  for  the 
•ity  of  7  million  people.  Chan  said  she  was  resigning  for 
>ersonal  reasons.  That  explanation  was  rejected  by  politicians 
ind  analysts  of  all  stripes  in  Hong  Kong,  many 
if  whom  worry  that  the  departure  of  a  woman 
cnown  as  the  conscience  of  the  city  reflects 
rict  ion  with  the  more  pro-Beijing  Tung. 

Although  Chan  is  heading  for  the  door,  Tung's 
>roblems  aren't  over — and  neither  will  friction 
-tetween  Hong  Kong  and  Beijing  go  away.  Tung 
nust  convince  Hong  Kongers  and  the  interna- 
ional  community  that  he'll  fight  for  what  sepa- 
ates  Hong  Kong  from  the  mainland,  especially 
he  rule  of  law  and  freedom  of  the  press.  Tung, 
irho  has  talked  about  political  reform  in  only  the 
aguest  of  terms,  will  have  to  contend  with 
long  Kongers  who  are  pushing  for  more  au- 
onomy  and  democracy,  and  who  fear  Tung  will 
.ow  pack  his  administration  with  pro-Beijing 
ypes  or  local  pals.  Chan's  exit  "is  the  beginning 
f  the  changing  of  the  guard,"  says  former  leg- 
ator Christine  Loh,  who  is  now  chief  execu- 
j  ive  of  a  nonprofit  reform  group,  Civic  Exchange. 
BBING  SUPPORT.  Chan's  abrupt  resignation  also  focused  at- 
ention  on  the  degree  to  which  Tung  has  lost  the  support  of 
•oth  the  public  and  the  city's  nearly  200,000  civil  servants 
ince  he  took  office  on  July  1,  1997.  His  approval  ratings 
onsistently  have  been  in  the  30%  range,  says  Michael  De 
lolyer,  director  of  the  respected  Hong  Kong  Transition  Proj- 
ct.  That's  only  about  half  that  enjoyed  by  Chan  and  her  like- 
/  successor,  Finance  Secretary  Donald  Tsang.  Hong  Kong- 


CHAN:  Friction  with  Tung 


born  Tsang,  56,  has  won  high  marks  from  the  international  fi- 
nancial community,  but  he  has  yet  to  show  he  has  anything 
like  Chan's  spine  when  it  comes  to  defending  the  rule  of 
law  and  press  freedom. 

Coincidentally,  Chan's  resignation  occurred  just  as  the  con- 
troversial Falun  Gong  sect  held  an  unprecedented  interna- 
tional meeting  in  Hong  Kong.  The  group  is  prohibited  in 
mainland  China,  where  it  has  been  the  subject  of  a  crackdown 
that  has  seen  many  of  its  members  arrested,  tortured,  and 
even,  according  to  the  group,  killed  by  author- 
ities while  in  detention.  Pro-Beijing  forces  at- 
tacked the  meeting,  with  the  Ta  Kung  Pao 
newspaper  accusing  the  Falun  Gong  of  "using 
Hong  Kong  for  anti-China  activities."  The 
group's  ability  to  hold  future  events  in  Hong 
Kong  will  be  a  key  test  of  Tung's  commitment 
to  preserving  the  city's  independence. 

Tung's  supporters  hope  that  Chan's  depar- 
ture will  mean  an  end  to  the  bickering  within 
the  Administration.  They  contend  that  Chan, 
who  was  appointed  by  British  Governor  Chris 
Patten  in  1993  as  the  first  ethnic  Chinese  Chief 
Secretary,  was  divisive.  "I  think  the  majority  of 
the  government  service  people  are  quite  happy 
about  [the  resignation]  because  Anson  always 
put  up  a  fight  with  C.  H.  [Tung],"  says  a  busi- 
nessman with  close  ties  to  Tung.  Pro-Beijing 
forces  had  seen  Chan  as  too  pro-British — the 
kind  of  colonial  hangover  Hong  Kong  needed  to  banish. 

Chan  may  not  be  gone  for  good.  De  Golyer  thinks  that  she 
would  stand  a  good  chance  of  winning  in  a  secret  ballot 
among  the  800-strong  Election  Committee  that  will  choose  the 
new  Chief  Executive  when  Tung's  term  is  up  next  year.  She 
has  said  she  will  not  run.  Still,  with  many  concerned  that 
Tung  is  out  of  touch  with  modern  Hong  Kong,  Chan  could  yet 
change  her  mind  and  take  another  turn  on  the  political  stage. 
By  Mark  L.  Clifford  in  Hong  Kong 


GLOBAL  WRAPUP 


KEEPING  YUGOSLAVIA  TOGETHER 

►  Three  months  after  defeating 
strongman  Slobodan  Milosevic  in  elec- 
tions and  taking  office,  Yugoslavia's 
new  President,  Vojislav  Kostunica,  is 
making  a  bold  bid  to  keep  his  troubled 
country  together.  In  a  Jan.  17  meeting 
with  newly  elected  Serb  Prime  Minis- 
I  ter  Zoran  Djindjic  and  Montenegro 
!  President  Milo  Djukanovic,  Kostunica 
proposed  talks  to  draft  a  new  constitu- 
tion for  the  federation — a  move  aimed 
at  persuading  Montenegro  to  drop 
!  plans  for  a  referendum  on  indepen- 


dence. Polls  show  that  43%  of  Mon- 
tenegrins support  independence  for 
the  tiny  republic,  which  together  with 
Serbia  constitutes  what's  left  of  the 
Yugoslav  federation. 

Kostunica  is  calling  for  rolling  back 
the  federal  government's  power.  He 
would  shrink  its  size  from  14  min- 
istries to  5  and  guarantee  Montene- 
grins— who  are  outnumbered  10  to  1 
by  Serbs  in  Yugoslavia — one  of  the  top 
two  federal  positions,  either  President 
or  Prime  Minister,  as  well  as  a  dispro- 
portionate number  of  seats  in  the  fed- 
eral Parliament. 


If  Djukanovic  and  Djindjic  go  for  the 
proposal,  it  could  also  enhance  chances 
for  eventual  peace  in  Kosovo,  the  eth- 
nically divided  region  inside  Serbia  that 
is  now  under  U.N.  administration  and 
patrolled  by  40,000  NATO  troops.  Most 
Kosovar  Albanians  want  independence, 
and  radicals  may  resort  to  more  vio- 
lence to  get  it — even  against  nato 
troops.  Another  Yugoslav  divorce 
would  only  encourage  the  Kosovars'  in- 
dependence demands,  so  Kostunica  is 
under  more  pressure  than  ever  to  keep 
Montenegro  in  the  fold. 
By  Christopher  Condon  in  Budapest 
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Entertainment 


THEME  PARKS 


NOW  DISNEYLAND  WONT  SEEM 
SO  MICKEY  MOUSE 

By  expanding  its  original 
theme  park  into  a  full 
resort,  Disney  hopes  to  reap 
Orlando-style  profits 


It's  almost  as  much  a  part  of  Walt 
Disney  Co.  folklore  as  the  1928  birth 
of  Mickey  Mouse.  To  raise  the  $17 
million  he  needed  to  build  Disney- 
land, company  founder  Walt  Disney 
mortgaged  his  house  and  sold  off  a  one- 
third  stake  to  the  ABC  network.  Still, 
he  could  only  afford  182  acres  in  a  cit- 
rus grove  in  Anaheim,  Calif.  When 
tacky  T-shirt  shops  and  cheapie 
motels  sprung  up  around  Disney- 
land's gates,  Walt  looked  to  Orlan- 
do, Fla.,  surreptitiously  buying 
28,000  acres  to  buffer  his  second 
park  from  the  neighbors. 

Now,  nearly  half  a  century  later, 
Walt's  company  is  at  it  again  in 
Anaheim.  Sprawled  alongside  the 
original  Disneyland,  the  55-acre, 
$1.4  billion  Disney's  California  Ad- 
venture theme  park,  due  to  open 
Feb.  8,  is  designed  to  create  a 
mini-version  of  the  Orlando  resort. 
Delayed  for  five  years  by  pOliti- 
Sfi    UiiOnoccWooLr    /     lanuarw    OQ      OOOl 


cal  wrangling  and  the  early  1990s  slow- 
down, the  park  opens  at  a  crucial  time 
for  Disney.  The  company  is  counting 
on  the  $6.8  billion  theme-park  unit  to 
generate  $1  billion  in  free  cash  by  2002. 
New  parks  planned  for  Tokyo  and 
Paris  will  bring  in  even 
more  cash  later.  Those 
added  revenues  will  be 
welcome  as  Disney 
faces  slower  ad- 
vertising sales  at 
ABC  while  trying  to 
revamp  its  under- 
performing  stores. 
But  tighter  pocket- 


TICKET  TO  RIDE 


Theme  parks'  contribution 

to  Disney's  revenues  keeps  rising 

30 


Data:  BusinessWeek,  Mernll  Lynch  &  Co. 


books  in  a  slower  economy  could  hurt 
the  grand  plan. 

The  idea  is  for  California  Adventure, 
roughly  two-thirds  the  size  of  Disney- 
land next  door,  to  become  a  stronger 
magnet  for  tourists.  Visitors  at  Dis 
ney's  Florida  parks  stay  an  av- 
erage of  seven  days,  compared 
with  scarcely  two  days  in  Ana- 
heim. And  folks  tend  to  spend 
nearly  twice  as  much  per| 
person  in  Orlando,  given  al 
the  attractions,  meals,  andj 
hotel  stays.  That's  why  Dis 
ney  went  hunting  for  mon 
acreage  in  Anaheim,  where 
it  now  has  three  hotels  and  a 
800,000-square-foot  Downtown 
Disney  shopping  and  restaurant 
complex.  "The  Orlando  philosophy 
is   to  get  you   there,  keep  you 
there,  and  to  make  sure  you  spend 
all  your  money  with  them,"  says 
Kerry  Hunnewell,  a  former  Walt 
Disney    Co.    vice-president    who 
once  headed  the  project.  "In  Ana- 
heim, we  needed  a  reason  for  folia 
to  stick  around." 

As  envisioned  by  Disney,  you 
can  stay  at  the  new  7.r>0  roOa 
Grand   Californian,   where   r.ilc 
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1,345,622  e-businesses. 
And  not  one  that  runs  by  itself 
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Ever  seen  a  computer  deliver  anything?  Close 
a  deal?  Go  with  its  gut?  It's  people  -  your 
customers,  employees,  and  suppliers  -  that 
run  your  company.  And  we've  designed 
PeopleSoft's  new  generation  of  e-business 
applications  to  help  your  people  turn 
e-business  into  e-profits. 
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People  power  the  internet: 


www.peoplesoft.com        1.888.773.8277 


run  from  $250  for  most  rooms  to  $3,000 
for  the  2,300-square-foot  presidential 
suite.  At  night,  you  can  hit  the  House 
of  Blues  or  Rainforest  Cafe,  both  par- 
tially owned  by  Disney.  The  park  fea- 
tures roller  coasters,  a  ferris  wheel, 
and  attractions  based  on  California  life. 
The  ticket  price:  $43  for  adults,  $33 
for  kids — but  Disney  is  pushing  a  $99 
three-day  pass  for  both  parks.  The  ad- 
dition of  California  Adventure  is  likely 
to  boost  Disneyland's  attendance  next 
year  by  50%,  to  20  million,  figures 
Merrill  Lynch  &  Co.  analyst  Jessica 
Reif  Cohen. 

But  the  bigger  question  is  what  hap- 
pens down  the  road.  While  Disney  over- 
all boasted  a  stronger  financial  perfor- 
mance in  2000,  resulting  in  an  $11.5 
million  bonus  for  ceo  Michael  D.  Eisner, 
a  slowing  economy  could  hurt,  even  at 
the  solid  performing  theme  park  unit. 
Parents  on  tighter  budgets  later  in  the 
year  could  put  big  Disney  vacation 
plans  on  hold,  says  Sanford  C.  Bern- 
stein &  Co.  analyst  Tom  Wolzien. 

Disney  wasn't  thinking  about  a  slow- 
down when  it  began  what  turned  out  to 
be  an  epic  slog  to  get  to  opening  day. 
Started  in  1990  as  a  West  Coast  version 
of  the  education-heavy  Epcot  Center 
in  Orlando,  the  project  suffered  from 
local  opposition  and  an  often  tense  re- 
lationship with  the  Anaheim  municipal 
government,  which  worried  about  get- 
ting stuck  with  too  much  of  the  bill. 
After  ditching  the  project  in  1994,  Dis- 
ney came  back  a  year  later  with  a  less 
expensive  version.  The  company  finally 
broke  ground  for  its  Anaheim  park  in 
early  1997. 

MARKETING  BLITZ.  In  the  end,  Anaheim 
officials,  eager  to  add  the  5,000  jobs, 
buckled  under  Disney  pressure  and  of- 
fered more  than  $200  million  in  tax  sub- 
sidies. The  city  also  issued  $517  mil- 
lion in  revenue  bonds,  some  backed  by 
Disney,  to  reduce  interest  rates.  And 
Anaheim  agreed  to  demands  that  hotels 
outside  the  gates  upgrade  landscape 
and  get  rid  of  their  gaudy  signs.  "Dis- 
ney is  Disney,  they  like  to  do  things 
their  way,"  says  Anaheim  Deputy  City 
Manager  Tom  Wood.  Still,  he  figures 
the  city  will  collect  $6  million  annually 
in  new  taxes  even  after  paying  debt 
on  the  bonds. 

That's  if  everything  goes  according  to 
plan.  During  the  early  '90s,  attendance 
fell  by  4%  at  Orlando  and  by  8%  in 
Anaheim,  recalls  Wolzien,  cutting  over- 
all theme-park  earnings  by  30%.  Ana- 
lysts don't  expect  that  to  happen  this 
time  around.  But  to  make  sure,  the 
company  is  spending  about  $60  million 
on  a  marketing  blitz.  Then,  the  compa- 
ny hopes,  folks  will  not  only  come,  but 
stick  around  for  awhile. 

By  Ronald  Grover  in  Anaheim,  Calif. 


Working  Life 


LABOR  MARKETS 


A  DOT-CALM  FALLS 
OVER  THE  OFFICE 

Burned-out  workers  are  bucked  up  by  the  slowdown 


With  the  slowdown  in  the  New 
Economy,  you  might  think  the 
workforce  would  be  filled  with 
dread  over  trimmed-down  bud- 
gets or  coming  layoffs.  But  for  many, 
there's  an  interim  phase — perhaps  short- 
lived— that's  eliciting  not  fear-filled  cries 
so  much  as  a  collective  sigh. 

That's  because  many  professionals, 
from  venture  capitalists  on  Silicon  Val- 
ley's Sand  Hill  Road  to  headhunters  in 
New  York  to  lawyers  in  the  Midwest, 
are  taking  secret  pleasure  in  the  In- 
ternet boom's  bust.  True,  there's 
nothing  fun  about  shriveled  portfo- 
lios and  gloomy  talk  from  George 
W  Bush  of  a  looming  recession. 
But  many  of  those  who 
were  supporting  the 
economy's  sizzling  pace 
were  doing  so  by  work- 
ing the  equivalent  of 
three  jobs,  putting  up 
with  clients  barking  that 
they  want  it  now,  and 
missing  out  on  vaca 
tions,  family  dinners, 
even  sex  lives. 
They're  exhaust- 
ed— and  so  far, 
anyway,  they're 
not  missing 
their  former 
workaholic  ways. 
"People  are 
happier  and  in 
better  moods 
than  they  were 
six  months 
ago,"  says  Mark 
Tanoury,  chair- 
man of  the  business  department  at  Sili- 
con Valley  law  firm  Cooley  Godward. 

Another  big  relief:  the  evaporation  of 
Internet  envy.  Tanoury  says  lawyers  who 
stayed  at  the  firm  over  the  past  two 
years  often  had  to  fend  off  doubts — and 
spousal  pressure — that  they  might  have 
blown  their  chances  for  easy  millions  at  a 
dot-com.  "Now  they  are  able  to  say, 
'Aren't  you  happy  I'm  not  over  there 
with  a  puny  salary  and  zero  stock  op- 


tions?'" says  Tanoury,  who  adds  that  the 
firm  has  already  seen  its  25%  turnover 
settle  down  to  the  more  typical  10%. 

No  one  would  dispute  that  the  pace 
was  grueling:  Americans  were  working 
a  month  more  per  year  than  they  did  a 
decade  ago  and  clocking  more  hours 
than  any  other  workforce  in  the  world. 
The  situation  reached  absurd  heights  at 
some  companies:  Ernst  &  Young  had  to 
set  out  a  policy  discouraging  employ- 
ees from  checking  voice  and  e-mail  on 
weekends.  At  Hewlett 
Packard,  the  24/7  ethos 
had  gained  such  sway  that] 
some  employees  were  re 


quired  to  set  goals  not  just  for  advanc- 
ing their  careers  but  also  for  leisun 

Even  some  headhunters  are  lappinj 
up  the  lull.  "I  can  tell  you,  I'm  ab 
solutely  enjoying  that  I  don't  hav 
someone  dialing  me  every  two  days  I 
hurry  up,"  says  Susan  K.  Bishop,  pres- 
ident of  New  York  City-based  even 
tive  search  firm  Bishop  Partners  Mil 
which  specializes  in  new  and  tradition) 
media   hires.  What's  mure,  rather  tha 
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In  the  global  oil  and  gas  business, 

it  helps  to  recognize 

the  negotiating  table. 


Cultural  awareness  workshops  teach  our 
employees  sensitivity  to  local  cultures.  Our  goal 
is  to  build  respectful  relationships  with  the 
communities  where  we  work.  Acting  responsibly 
creates  stability,  which  ensures  long-term  profits. 
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Wharton  West 

Now  Accepting  Applications 

for  Inaugural 

San  Francisco  Class 


Earn  the  Best 
The  Wharton  MBA 

While  Continuing  Your  Career 

Acclaimed  Wharton  curriculum 
and  faculty. 

Classes  meet  in  San  Francisco 
every  other  Friday  and 
Saturday  for  two  years. 
Residential  program — 
housing  and  meals  included. 
Designed  for  experienced 
executives  from  both  from  the 
private  and  public  sectors. 
All  candidates  must  be  nomi- 
nated by  their  organizations. 

Applications  due  by  April  16,  2001 


Please  visit  our  website 

or  call  for  more  information. 

www.wharton.upenn.edu/wemba 


phone:  866-WHARTON  or  215-898-5887 
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Headhunters  welcome  the  humbling  of  modestly 
talented  under-30  types  with  CEO  aspirations 


facing  an  anxious  clientele,  she's  find- 
ing that  the  economic  slowdown  is  mak- 
ing freshly  laid-off  workers  more  dis- 
criminating about  their  next  opportunity, 
not  less.  "They  are  all  happy  not  to  be 
working  70  hours  a  week." 

Bishop  isn't  hiding  her  glee  with  the 
slow  rhythm  of  business,  but  others  are 
keeping  such  sentiments  under  wraps. 
After  all,  there's  something  almost 
heretical  about  delighting  in  a  down- 
turn. And  it  can  always  get  worse.  In- 
deed, the  slowing  economy  is  expected 
to  spike  the  level  of  new  layoff  an- 
nouncements this  winter  and  spring. 
Surprisingly,  layoffs  in  the 


PHEW,  ITS  OVER 

Why  some  workers 

are  delighting 

in  the  downturn 


first  three  quarters  of 
1999 — the  last  hurrah  of 
irrational  exuberance — 
were  11%  higher  than  the 
first  three  quarters  of 
2000,  according  to  the  Bu- 
reau of  Labor  Statistics.  ^  Easier  workloads  previously  swollen-ego, 
But  what  remains  to  be  ^.  ^Q  necessity  for  under-30  types  who  felt 
seen  is  if  this  year's  fir-  nostDOnine  vacations  ^ne^  deserved  to  be  CEOs 
ings  will  outpace  those  of     even  though  they  were 


tycoons  started  saying  things  like 
"wheels  up  at  7"  when  talking  about 
the  etds  of  their  Gulfstreams,  many 
felt  things  had  gotten  out  of  hand. 

The  way  in  which  so  many  became 
so  obscenely  wealthy  so  fast  didn't  just 
infect  the  world  of  work  but  also  real 
estate,  competition  for  schools,  even 
traffic.  "We  created  a  monster  class," 
says  Richard  M.  Avalos,  director  of 
technical  staffing  for  Sunnyvale  (Califs- 
based  Web-hosting  company  Global- 
Center. He's  referring  to  the  bane  of 
many  a  recruiter:  the  spoiled  high- 
school  dropouts  who  never  had  a  whiff 
^^^^^^^  of  recession  and  demand- 
ed— and  got — raises  and 
promotions  after  three 
months  on  the  job.  Also 
a  welcome  change  for 
headhunters  and  co-work- 
ers: the  humbling  of  the 


►  Evaporation  of 
stock-option  envy 

►  The  return  of 
old-fashioned 


last  year. 

STEADY  DEMAND.    To    be 

sure,  for  those  vulnerable 
to  pink  slips,  like  the 
workers  who  could  soon 

be  laid  off  from  Motorola,  ...J.u.n.da.m.ent.aJ.s..... 
General  Motors,  and  nbc,  ».  Comeuppance  of 
the  "aahhh"  effect  is  no  tne  arrogant 

doubt  wearing  off  quickly. 
Overall,  though,  thanks  in  part  to  de- 
mographics and  new  job  creation,  the 
labor  market  for  skilled  workers  is  ex- 
pected to  remain  tight  for  the  next  20 
years,  according  to  Helen  Handfield- 
Jones,  a  senior  practice  consultant  at 
McKinsey  &  Co.:  "For  companies  to 
think  the  war  for  talent  is  over  is  just 
not  right."  By  2008,  demand  for  skilled 
workers,  she  notes,  will  have  grown  27% 
since  1988,  while  the  growth  in  skilled 
jobs  will  have  outstripped  supply  by  al- 
most double  that  rate.  This  is  one  reason 
why  unemployment  is  still  hovering  at 
30-year  lows  and  why  castoffs  are  get- 
ting quickly  reabsorbed  into  new  jobs. 

And,  let's  face  it,  even  for  those  who 
aren't  given  to  schadenfreude,  the 
greatest  wealth-creation  boom  in  his- 
tory— in  which  few  buyers  of  multimil- 
lion-dollar homes  in  Silicon  Valley  ever 
bothered  with  a  mortgage — did  get  a 
little  annoying,  especially  for  the 
majority  left  on  the  sidelines  of 
nouveau  riches.  When  New  Economy 


missing  crucial  skills.  "A 
year  ago  there  was  a 
shortage  of  average  tal- 
ent, even  poor  talent," 
says  Jeff  Christian,  chair- 
man and  CEO  of  head- 
hunting firm  Christian  & 
Timbers.  "Now  [the 
search]  is  about  talent 
that's  actually  talented." 

The  burned-out  ranks  are  also  grate- 
ful, at  least  for  now,  for  the  return  of 
some  old-fashioned  business  fundamen- 
tals, which  are  purging  the  posers  and 
making  it  easier  to  analyze  which  com- 
panies are  solid.  Take  Stewart  Alsop,  a 
general  partner  at  venture-capital  firm 
New  Enterprise  Associates,  headquar- 
tered on  Silicon  Valley's  Sand  Hill  Road 
in  Menlo  Park.  "I'm  more  confident  now 
than  I  was  when  my  own  portfolio  was 
up  70%,"  says  Alsop,  whose  public  com 
panies  include  TiVo,  Netcentives,  and 
Egreetings.  "This  is  a  much  better  time 
to  be  a  venture  capitalist  and  an  entre 
preneur.  Now  I  understand  how  to  mea- 
sure myself,  whereas  six  months  ago, 
nobody  could." 

Maybe — at  least  for  the  moment 
not  all  things  about  a  slowing  economy 
are  bad.  Then  again,  no  one  would  bt 
feeling  this  way  If  things  hadn't  been 
so  good 

By  Michelle  Conlin  in  New  York 
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Accenture 

www.accenture.com 

Acura 

www.acura.com 

Agilent  Technologies 

www.agilent.com 

American  Institute  of 
Architects 

www.aia.org 

Audi 

www.audiusa.com 

Biman  Bangladesh  Airlines 

wwwbimanair.com 

Cap  Gemini  Ernst  &Young 

www.capgemini.com 

Capital  One 

www.capitalone.com 

Centra  Software 

www.centra.com 

Chevron 

www.chevron.com/ 

Chicago  6SB 

www.gsb.uchicago.edu/ 
programs/  exec 

Chrysler 

www.chrysler.com 

CIT 

www.cit.com 

Commerce  One 

www.commerceone.com/ 

Compaq 

www.compaq.com 


Computer  Associates 
International 

www.ca.com 

Dell  Computer  Corporation 

www.dell.com 

Deloitte  &  Touche 

www.us.deloitte.com 

Digex 

www.digex.com 

Empire  State  Development 

www.empire.state.ny.us 

Ernst  &  Young 

www.ey.com 

Fidelity  Investments 

www.fidelity.com 

GlobalOne 

www.globalone.net 

Hilton  Hotels 

www.hilton.com 

Huawei  Technologies 

www.huawei.com 

Hyundai  Heavy  Industries 

www.hhi.co.kr 

IBM 

www.ibm.i2-ariba.com 

ITU  TELECOM 

www.itu.int/itutelecom 

Janus 

www.janus.com 

Jeep 

www.jeep.com 

LeadersOnline 

www.leadersonline.com 


(-» 

address 

srs  on  the  We 

b: 

directory 

Lexus  Certified  Pre-Owned 

www.lexuscpo.com 

SAS  Institute 

www.sas.com 

LG  Electronics 

www.lge.com 

Savin 

www.savin.com 

LGT  Bank  in  Liechtenstein 

www.lgt.com 

SG  Cowen 

www.sgcowen.com 

Lucent  Technologies 

www.lucent.com 

Sheraton  Hotels  &  Resorts 

www.sheraton.com 

Manugistics 

www.manugistics.com 

Siemens  ICN 

www.ic.siemens.com 

Microsoft  W2K  Server 

www.microsoft.com 

SilverStream 

www.silverstream.com 

Morgan  Stanley  Dean  Witter 

www.msdw.com 

Sprint 

www.sprint.com 

NEC 

www.nec.com 

Sun  Microsystems 

www.sun.com 

Net  2  Phone,  Inc. 

www.net2phone.com 

NetVendor  Inc. 

www.netvendor.com 

Nortel  Corporate 

www.nortelnetworks.com 

NTT  DoCoMo 

www.nttdocomo.com 

Omron 

www.omron.com 

Oracle 

www.oracle.com 

Prudential 

www.prudential.com 

Samsung  Group 

www.samsung.com 


The  Asian  Wall  Street  Journal 

www.WSJ.com 

The  Unites  States  Postal  Service 

www.usps.com 

Toshiba  America  Information 
Systems 

www.toshiba.com 

Toyota  and  the  Environment 

www.toyota.com/ecologic 

Toyota  Motor  Sales 

www.toyota.com 

Wells  Fargo  Bank 

www.wellsfargo.com 

Wharton  Executive  MBA 
Program 

www.wharton.upenn.edu/wemba 


BusinessWeek 


You've  already  joined  the  club. 


BusinessWeek  online 


So  why  not  use  all  the  facilities? 


www.businessweek.com 


AOL  Keyword:  BusinessWeek    Internet  Keyword:  BusinessWeek 
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How  does  Janus  spot  a  good  investment?  Janus  peers  deep  inside  a  company,  looking 
for  important  details  others  might  miss.  Beyond  the  books.  Past  the  projections. 


Janus  Growth  and  Income  Fund 


29.51%        27.70% 


FIVE  YEAR 

29.05% 


22.94% 


What  could  a  little  detective  work 

from  Janus  do  for  you? 
Peer  deep  inside  these  numbers. 
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id  a  period  of  exceptional  performance,  including  ft  significant  !      however  current  performance  may  l><  lowerdu 


Janus  spends  time  with  employees,  suppliers,  even  consumers.  Then  studies 
the  company's  patterns  carefully.  Until  signs  of  a  great  investment  are  revealed. 
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Subject  to  change  every  month,  a  fund 


Sports  Business 


COMMENTARY 


By  David  M.  Carter 


AND  YOU  THOUGHT  YOU  WERE  WATCHING  FOOTBALL 


Wagstaff:  . . .  Wliere  would  this  col- 
lege be  without  football?  Have  we  got 
a  stadium"? 

The  Professors  (in  unison):  Yes. 

Wagstaff:  Have  we  got  a  college? 

The  Professors  (in  unison):  Yes. 

Wagstaff:  Well,  we  can't  support 
both.  Tomorrow  we  start  tearing 
down  the  college. 

The  Professors  (in  unison):  But 
Professor.  Where  will 
the  students  sleep? 

Wagstaff:  Where 
they  always  sleep.  In 
the  classroom. 

— From  the 
1932  Marx 
Brothers  movie 
Horse  Feathers 

With  the  holi- 
days and  that 
crush  of  college 
bowl  games  behind  us, 
it  might  be  instructive 
to  reflect  on  just  what 
we  were  watching  all 
those  afternoons  in 
front  of  the  TV. 

The  National  Col- 
legiate Athletic  Assn. 
says  its  purpose  is  to 
maintain  college 
sports  as  an  integral 
part  of  the  educational 
process  and  the  athlete  as  an  inte- 
gral part  of  the  student  body.  By  do- 
ing so,  the  ncaa  seeks  to  maintain  a 
clear  line  between  intercollegiate 
athletics  and  professional  sports.  But 
over  the  past  decade,  the  already 
thin  line  between  college  sports — es- 
pecially big-time  football — and  the 
pros  has  all  but  disappeared. 
LOSS  LEADERS.  In  pro  sports,  the 
'90s  saw  a  significant  trend  in  corpo- 
rate ownership  of  big-league  fran- 
chises. Large  media  and  entertain- 
ment companies  in  particular  sought 
to  exploit  the  promotional  value  of 
franchises  and,  in  some  cases,  to  ac- 
quire relatively  cheap  TV  program- 
ming. By  using  their  teams  as  mar- 
keting vehicles  to  increase  the  worth 
of  their  primary  holdings,  corporate 
owners  allowed  their  franchises  to  be 
"loss  leaders":  Profits  or  losses  mat- 
less  than  the  overall  value  the 


teams  added  to  their  parents'  portfo- 
lio of  assets. 

Over  the  same  time  and  for  many 
of  the  same  reasons,  schools  became 
more  aggressive  in  using  their  ath- 
letic departments  to  accomplish  a 
similar  goal.  That's  why  profits  and 
losses  at  the  athletic  departments  of 
jock  factories  matter  so  little:  Sports 
at  such  schools  are  simply  high-pro- 


College  sports:  "The 

level  of  cynicism... has 

reached  epidemic 

proportions" 


file  programming  designed  to  lure 
and  keep  customers.  It's  eerily  simi- 
lar to  how  Time  Warner  views  its 
ownership  of  the  Atlanta  Braves  or 
Fox  looks  at  sports  properties  such 
as  the  Los  Angeles  Dodgers. 

But  much  like  a  corporation,  a  uni- 
versity's value  is  determined  by  the 
success  of  its  departments,  programs, 
and  operations.  And  the  media  and 
sports  fans,  especially  alumni  and 
boosters,  have  such  an  insatiable  ap- 
petite for  sports  that  some  schools — 
particularly  "football  factories" — have 


gone  overboard  in  emphasizing  them. 
This  is  not  a  new  phenomenon.  Some 
50  years  ago,  Dr.  George  L.  Cross, 
president  of  the  University  of  Okla- 
homa— home  of  this  year's  Bowl 
Champion  Sooners — remarked  to  his 
football  coach,  Bud  Wilkinson:  "We're 
trying  to  build  a  university  our  foot- 
ball team  can  be  proud  of." 

While  success  on  the  gridiron 

may  stoke  interest  in 
enrollment,  there  can 
be  a  detrimental  side 
effect — an  excessive 
"college  experience"  in 
which  a  focus  on 
sports  leads  to  a  party 
atmosphere  and  ne- 
glect of  academics.  But 
many  universities  are 
not  above  marketing 
their  athletic  prowess 
and,  by  extension,  par- 
ty atmosphere  to  im- 
pressionable high 
school  students  and 
placement  offices.  Af- 
ter all,  it  is  through 
televised  sports  that 
many  high  school  kids 
discover  colleges  out- 
side their  communi- 
ties. Parents,  con- 
vinced by  their  teens 
and  by  marketing- 
savvy  sports  universities,  spend  bil- 
lions to  send  their  kids  to  such  col- 
leges without  ever  recognizing  that 
sports  has  closed  the  sale. 

In  his  State  of  the  Association  ad- 
dress on  Jan.  7,  NCAA  President 
Cedric  Dempsey  cautioned:  "The  level 
of  cynicism  over  the  commercializa- 
tion of  our  most  visible  athletic  pro- 
grams has  reached  epidemic  propor- 
tions." It's  only  likely  to  grow  as  the 
hunt  for  student-customers  becomes 
more  intense  and  as  the  public  in- 
creasingly realizes  that  college  foot- 
ball games  have  become  little  more 
than  carefully  packaged  infomercials 
brought  to  you  by  the  marketing  ge- 
niuses of  higher-  education. 

Carter  teaches  The  Business  of 
Sport  ai  the  University  of  Southern 
California  Graduate  School  of 
Business. 
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We  applied  for  numerous  patents  on  it.  Fortunately, 
you  don't  have  to  wait  for  government  approval  to  enjoy  it. 


TOWN  &  COUNTRY 

The  next  generation  Town  &  Country.  Filled  with  ingenious  ideas 
in  safety,  performance  and  comfort.  Call  1.800. CHRYSLER  or  log 
on  to  www.chrysler.com.  Town  &  Country,  the  best  minivan  ever.' 


•Based  on  AMCI  overall  weighted  evaluations  of  2001  Town  &  Country  versus  Similarly  equipped  2000  lZdeUelHT7!^n^aim37^ROVI^Ho7 


GOOD  MORNING 


'$&£03i 


Once  again,  today  has  arrived.  And  it  brings  with  it  the  same 
meetings,  the  same  problems,  and,  in  many  cases,  the  same 
solutions.  Unfortunately,  many  of  those  same  solutions  aren't 
working.  Because  business  has  been  transformed  by  the  little 
letter  e.  And  the  technology  that  was  once  the  domain  of 
twentysomethings  with  a  website  and  a  warehouse  in  their 
garage  is  now  an  integral  part  of  every  business.  Fortunately, 
however,  the  same  principles  that  made  for  good  management 
before  still  make  good  eBusiness  sense.  Of  course,  that's  a  lot 
more  difficult  now  that  your  business  isn't  contained  by  four 
walls  and  needs  to  be  accessible  anywhere,  anytime,  for 
anyone.  That's  why  it's  more  important  than  ever  to  have  the 
very  best  software.  Software  that  manages  your  business 
processes- integrating  all  parts  of  your  company,  including 
suppliers  and  partners,  to  make  sure  that  they're  working 
together  seamlessly.  Software  that  manages  information - 
storing,  accessing,  and  utilizing  the  vast  wealth  of  knowledge 
that  you  continually  gather  about  yourself  and  your 
customers.  Software  that  manages  your  infrastructure- 
maintaining  and  securing  your  assets  while  letting  you  see 
the  big  picture  to  ensure  that  everything  keeps  running 
smoothly.  There's  no  doubt  about  it.  Things  have  changed. 
But  that  just  means  there  will  be  new  solutions  to  the 
old  problems.  And  we  think  that's  a  change  for  the  better. 

HELLO  TOMORROW 

WE  ARE  COMPUTER  ASSOCIATES 

THE  SOFTWARE  THAT  MANAGES  eBUSINESS 


ca.com  ComputerAssociates 

SJ001  Comput.i  AttOdUM  !nl<iin»tion«l.  Ira   (CAI.  All  tmdimarkt,  "•<(•  nom.«.  wivic.  morkv  »nd  logo»  te(«r«ncod  hernm  belong  to  ih»ii  to«p»ctiv»  compinlu. 


THE  BEST 

MUTUAL 
FUNDS 

Our  ratings  tell  you  who 
gave  the  best  return-with 
the  least  amount  of  risk 

Investors  didn't  have  to  dig  too  deep  to  unearth  winning  mutu- 
al funds  during  the  bull  market.  But  nowadays,  excavating 
good  returns  means  breaking  out  the  heavy  machinery.  There's 
a  heap  of  rubble  to  pick  through. 
The  stock  market's  skittish  21st  century  debut  left  most  mu- 
tual funds  in  a  shambles:  Equity  funds  posted  an  average  3.6% 
loss,  respectable  considering  the  9.1%  loss  of  Standard  &  Poor's 
500-stock  index  last  year.  Yet  42%  lost  shareholders  even  more 
than  an  index  fund  tracking  the  S&P.  The  tech  funds'  33.2%  tum- 
ble put  them  on  the  ropes.  Hot-shot  rookie  fund  managers  got 
clobbered,  while  value  managers — who  bank  on  corporate  financial 
health,  free  cash  flows,  and  real  earnings — are  back  on  top. 

It  all  underscores  a  forgotten  investing  truism:  Chasing  the  flashiest 
new  fund  or  a  performance  streak  is  a  loser's  game  fraught  with  per- 
il. Better  to  buy  tried-and-true  funds  with  low  expenses  and  a 
proven  track  record.  But  where  to  start?  The  BusinessWeek  Mutual 
Fund  Scoreboard,  that's  where.  This  16th  edition  of  the  Scoreboard, 
prepared  for  BusinessWeek  by  Standard  &  Poor's  Corp.  (both  are 
owned  by  The  McGraw-Hill  Companies),  draws  on  a  database  of 
3,198  equity  funds. 

We  use  a  proprietary  system  that  measures  the  performance  of 
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each  of  these  funds  by  the  amount  of  risk  its  manager  took  to 
achieve  the  results.  These  risk-adjusted  returns  are  calculated  over  a 
five-year  period.  Our  analysis  shows  that  only  134  funds  meet  our 
standards  for  the  highest-quality  A  rating  (table,  page  70). 

This  analysis  won't  point  to  superstar  funds  that  swept  the  markets 
in  2000  or  even  1999.  That's  information  too  easily  found  in  almost  any 
newspaper,  business  magazine,  or  online  tally.  What  we  are  giving  you 
is  performance  adjusted  for  risk.  Investors  are  becoming  painfully 
aware  that  minimizing  risk  is  the  most  important  element  in  prudent 
investing.  Consider  1998  and  1999,  blowout  years  for  technology 
stocks  and  the  mutual  funds  that  loaded  up  on  them.  Sure,  they  de- 
livered triple-digit  returns,  but  we  simply  deemed  them  too  risky: 
Only  one  tech  fund  made  the  A  list  in  the  two  years:  the  33-year-old 
Franklin  DynaTech  Fund. 

The  Scoreboard  is  an  invaluable  guide  to  savvy  investing.  Youll  find 
total  returns,  both 
pretax  and  aftertax, 
for  the  past  year, 
plus  3-,  5-,  and  10- 
year  periods  where 

available.  And  you'll  get  a  good  look  under  a  fund's  hood:  cash  levels, 
turnover,  and  largest  holdings.  A  bonus  Scoreboard  feature  this  year 
tells  how  much  of  the  fund's  assets  are  in  the  top-10  stock  holdings. 
That'll  let  you  know  if  your  fund  is  betting  on  relatively  few  stocks. 
Look  for  even  more  useful  fund  data  in  the  pages  that  follow:  assets 
under  management,  sales  charges,  and  operating  expenses.  Another  vi- 
tal Scoreboard  feature  is  aftertax  returns.  A  fund  full  of  unrealized 
past  gains  bears  watching:  Not  only  could  investors  get  saddled  with 
market  losses,  but  they  could  also  face  a  capital-gains  tax  bill  (see  re- 
lated story,  page  78).  It's  one  of  those  picky  details  fund  companies  and 
trackers  don't  always  carefully  report.  We  do. 
RISK  RESOURCE.  The  equity  fund  Scoreboard  (page  84),  features  605 
funds  drawn  from  the  entire  database;  it  represents  almost  90%  of  the 
assets  of  all  the  Scoreboard  funds.  Visit 
our  Web  site,  www.businessweek.com/mu- 
tual  fund/  and  you'll  find  those,  plus  an 
additional  2,500  or  so  more,  in  an  inter- 
active version  of  the  Scoreboard.  If 
you're  not  familiar  with  the  online  Score- 
board, there's  no  better  time  than  the 
present  to  study  it.  It's  a  resource  you 
should  bookmark  on  your  computer,  since 
returns — and  ratings — are  updated  every 
month.  The  magazine's  list  ranges  from 
the  $92.6  billion  Fidelity  Magellan  Fund 
(which  once  again  overtook  Vanguard's 
500  Index  fund  to  become  the  nation's 
largest,  despite  shedding  $7  billion  in  a 
year)  to  the  Fidelity  Select  Brokerage  & 
Investment  Management  Fund,  with  just 
$590  million  in  assets. 

How  do  we  adjust  for  risk?  For  each 
fund,  we  look  at  every  month's  return  for 
the  last  five  years  and  match  it  against 
the  comparable  month's  return  on  Trea- 
sury bills.  Each  time  a  fund  underper- 
forms  Treasury  bills,  it  earns  negative  marks.  And  the  greater  the  mag- 
nitude of  negative  results,  the  higher  the  risk  of  loss.  The  risk 
calculation  is  not  reduced  when  the  fund  outperforms  Treasuries  be- 
cause that  in  no  way  has  offset  the  erratic  performance  behavior  of  the 
portfolio.  We  then  re-rank  the  funds  and  score  them  on  a  curve.  Of  the 
rated  funds,  7.5%  get  As,  our  highest  rating. 

The  pick  of  the  litter  is  the  Dresdner  rcm  Global  Tech  Fund, 
with  a  five-year  average  annual  return  of  44.2%.  It  is  one  of  two  tech- 
sector  funds  worthy  of  an  A  rating  this  year.  While  the  fund  stumbled 
in  2000,  losing  14.3%,  that's  less  than  half  the  loss  of  most  tech 
funds.  Credit  an  experienced  San  Francisco-based  management  team 
with  more  than  a  decade  of  high-tech  stock-picking  experience.  Bring- 
ing up  the  rear  is  a  tempered  "hybrid"  fund,  which  mixes  stocks  and 


As  many 
investors  have 
recently 
learned, 
chasing  the 
hottest  fund  is 
a  good  way 
to  get 
burned 


BusinessWeek  /  January  29,  2001  69 


"Ours  is  the  best  of  a 
growth  strategy,  with  a  lot  of 
sensitivity  to  valuation" 

HEIDI  HU 

Transamerica  Prrm  ier  Balanced  Fund 


bonds:  The  Gabelli  Investor 
ABC  fund  has  a  five-year 
average  of  10.3%. 

In  between  the  overall 
A-rated  Dresdner  and 
Gabelli  funds,  you'll  find  a 
wide  range  of  investment  styles  and  returns  to  peruse  among 
the  top-rated  funds.  Large-cap  funds  have  turned  up  in 
spades — no  surprise,  considering  most  large-cap  stocks  have 
outperformed  the  market  since  1996.  Yet  S&P  index  funds  are 
conspicuously  absent  after  nearly  a  dozen  made  the  A  list  last 
year.  What's  more,  16  of  the  A-rated  large-cap  funds  are  value 
funds,  up  from  only  four  last  year.  "Providence  is  on  your 
side  when  you're  in  a  stock  that's  out  of  favor,"  William  V.  Fries 
says  of  the  $1.6  billion  Thornburg  Value  Fund,  which  boasts  a 
five-year  annualized  return  of  26%. 

Managers  like  Fries,  whose  risk  rating  is  "low,"  pay  attention 
to  how  much  they  pay  for  a  stock  and  whether  or  not  the 
company  they  buy  is  making  money.  Thirty-two-year  veteran 
Robert  Olstein  of  the  $515  million  Olstein  Financial  Alert  Fund 


explains  that  buying  ex- 
pensive stocks  in  a 
hyped  market  is  finally 
catching  up  to  aggres- 
sive growth  managers. 
"These  momentum  guys 
have  been  out  of  their  minds,"  he  says.  "The  only  thing  that 
matters  is  the  company's  financial  statement;  knowing  how  to 
read  it  is  an  ancient  art."  Olstein's  A-rated  fund  has  been  lifted 
with  the  bull  market  and  posts  a  five-year  return  of  24%.  Still, 
Olstein  views  the  performance  as  unsustainable:  "111  be  happy  to 
get  12%  in  the  next  five  years." 

UNSUSTAINABLE?  Even  unabashed  growth  stock-pickers  concede 
that  the  market's  exceptional  recent  performance  is  unsus- 
tainable. Claire  Young,  of  the  $5.3  billion  Janus  Olympus  Fund 
(which  closed  to  new  investors  in  March  at  $8.5  billion),  is 
undaunted  by  a  21.6%  free  fall  in  2000  after  a  101.6%  gain  the 
previous  year.  "I  never  expected  to  do  a  triple-digit  return  in 
my  life  as  a  portfolio  manager,"  remarks  Young,  who  took 
over  from  Scott  W  Schoelzel  when  he  moved  to  Janus  Twenty 


The  A  List 

These  equity  Rinds  have  earned  As  lor  delivering  the  best  risk-adjusted  total  returns  over  the  past  live  years. 


FUND 


AVERAGE  ANNUAL 
TOTAL  RETURN  (%)* 


ADVISORS  INNER  CIRCLE  FMC  SELECT**         18.5 
ALLEG HANY/CH ICflG 0  BALANCED  W*  16.0 

ALLEGHANY/CHICAGO  GROWTH  &  INCOME  N**  22.1 
ALLIANCE  UTILITY  INCOME  B**  18.1 

AMCAPA  20.5 


All  Cap 

Domestic  Hybrid 
Large-cap  Growth 
Utilities 
Large-cap  Blend 


Low 

Very  Low 
Low 

Very  Low 
Low 


AMERICAN  CENTURY  EQUITY  INCOME  INV.**  16  8  All  cap  Very  Low 

AMERICAN  CENTURY  INTL.  discovery  inv.  24.1  Foreign  Average 

AMERICAN  gas  INDEX  A**  18.8  Natural  Resources  Low 

AMERIST0CK**  22.5  Large-cap  Blend     Low 

amsouth  large  CAP  EQUITY  A**  20.7  Large-cap  Growth   Low 


ARTISAN  INTERNATIONAL 
AXP  UTILITIES  INCOME  A 
BERGER  SMALL  CAP  VALUE  INSTL. 
BRIDGEWAY  AGGRESSIVE  GROWTH* 
BUFFALO  EQUITY** 


24.4 
18.2 
20.4 
36.0 
19.8 


Foreign 
Utilities 

Small-cap  Value 
Small-cap  Growth 
Large-cap  Blend 


Average 
Very  Low 
Low 
High 
Low 


BUFFALO  USA  GLOBAL** 

CALAM0S  GROWTH  A** 

CALAM0S  MARKET  NEUTRAL  A* 

CLIPPER 

COUNTRY  GROWTH** 


21.3 
37.4 
11.2 
20.1 
19.8 


Large-cap  Growth 
Mid-cap  Growth 
Domestic  Hybrid 
Large-cap  Value 
Large-cap  Value 


Average 
High 
Very  Low 
Very  Low 
Low 


DAVIS  FINANCIAL  A**  23.2 

DRESDNER  RCM  GLOBAL  TECHNOLOGY  I**  44.2 

DREYFUS  GROWTH  ft  VALUE  EMERG.LDRS.  24  8 

EATON  VANCE  WLDWD.  HEALTH  SCI.  A*  *  29.5 

EVERGREEN  CAPITAL  GROWTH  A**  21.7 


EXCELSIOR  VALUE  ft  RESTRUCTURING 
FIDELITY  DIVIDEND  GROWTH 
FIDELITY  EXPORT  ft  MULTINATIONAL** 
FIDELITY  MID  CAP  STOCK 
FIDELITY  NEW  MILLENNIUM 


FIDELITY  NORDIC** 

FIDELITY  SELECT  BROKERAGE  ft  INVESTMENT 


22.9 
22.5 
24.7 
26.1 
30.9 
24.6 
32.0 


Financial 
Technology 
Small-cap  Blend 
Health 

Large-cap  Blend 
Large-cap  Value 
Large-cap  Value 
Small-cap  Growth 
Mid-cap  Growth 
Small-cap  Growth 
Europe 
Financial 


Average 

High 

Average 

Average 

Low 

Average 

Low 

Average 

Average 

High 

Average 

High 


FUND 

FIDELITY  SELECT  HEALTH  CARE 
FIDELITY  SELECT  INSURANCE** 
FIFTH  THIRD  QUALITY  GROWTH  A** 
FIRST  GROWTH  ft  INCOME  I 
FIRSTAR  MICROCAP  RETAIL  A** 
FIRSTHAND  TECHNOLOGY  VALUE 
FLEX-FUND  TOTAL  RETURN  UTILITIES** 
GABELLI  ASSET 

GABELLI  EQUITY  INCOME  AAA** 
GABELLI  GLOBAL  TELEC0MM.**  AAA 
GABELLI  GROWTH 
GABELLI  INVESTOR  ABC** 
GABELLI  WESTW00D  BALANCED  AAA** 
GABELLI  WESTW00D  EQUITY  AAA** 
GAMERICA  CAPITAL  A** 
GATEWAY 

GROWTH  FUND  OF  AMERICA  A 
HERITAGE  CAPITAL  APPRECIATION  A** 
HERITAGE  GROWTH  EQUITY  C** 
IDEX  JCC  BALANCED  B** 

INVESCO  LEISURE  INV.** 
INVESCO  TELECOMMUNICATIONS  INV. 
JANUS  ASPEN  INTL.  GROWTH  INSTL. 
JANUS  ASPEN  WORLDWIDE  GROWTH  INSTL 
JANUS  BALANCED 

JANUS  GROWTH  ft  INCOME 

JANUS  MERCURY 

JANUS  OLYMPUS 

JB  INTL.  EQUITY  A** 

JENSEN** 

LEGG  MASON  VALUE  TRUST  PRIM 

LEUTH0LD  CORE  INVESTMENT** 


AVERAGE  ANNUAL 
TOTAL  RETURN  (%)* 


23.2 
25.0 

20.4 

23.3 

35.4 

40.8 

18.0 

17.9 

15.6 

21.5 

23.7 

10.3 

14.4 

19.0 

23.5 
.......... 

24.6 
24.7 
27.0 
16.1 

22.2 

30.8 
23.5 
23.0 
17.4 
25.1 
25.9 
30.6 
22.9 
19.5 
27.0 
14.0 


Health 

Financial 
Large-cap  Growth 
Large-cap  Blend 
Small-cap  Growth 


(Si 

m 

LlfN 
IIUfT 

Low     rm 

Avera^im 

Low 

Low 

High 


Technology 
Utilities 
All  Cap 

Large-cap  Value 
Communications 


Si;, 
> 

m 


Very  H 
Low 
Low 
Very  L 
Averaj  I 


Large-cap  Growth 
Small-cap  Value 
Domestic  Hybrid 
Large-cap  Value 
Small-cap  Value 

Domestic  Hybrid 
Large-cap  Growth 
Large-cap  Growth 
Large-cap  Growth 
Domestic  Hybrid 
Miscellaneous 
Communications 
Foreign 
World 

Domestic  Hybrid 
Large-cap  Growth 
All  Cap 
All  Cap 
Foreign 

Large-cap  Growth 
Large-cap  Blend 
Domestic  Hybrid 


Averaj  jjj| 

Very  L 
Very  L 
Low 


Averaj  »,- 

Very  L|r«nii, 
Avera 
Low 
Avera 
Very  Lk;.  / 


Low 
High 
Avera 
Avera 


Hi* 

Lin 


luu 
Inn 


h 

Si 


VeryL  „v 
Avera 
High 
High 


Avera  ,, 

low  i 

Avera  ,r  „ 

V„v  I  „    , 
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Tiese  momentum 
rs  have  been  out  of 
ir  minds" 

ERTOLSTEIN 

///  Financial  Alert  Fund 

in  1997.  The  Olympus  Fund  is  among 
the  top  10  A-rated  Scoreboard  gems. 
You'll  see  from  the  tables  that  the 
fund's  concentrated  style  of  investing 
in  tech  earns  it  a  high  risk  rating, 
which  for  some  investors  is  a  fair 
trade-off  for  an  average  30.6%  annual  five-year  return. 

Young  and  her  value-style  counterparts  are  unanimous  in 
their  belief  that  the  market  will  be  more  treacherous  to  navigate 
in  the  future,  which  makes  our  Scoreboard  list  more  valuable  to 
investors  searching  for  long-term  success  stories.  More  stock- 
pickers  are  expected  to  shine  in  the  next  five  years.  The  Score- 
board highlights  repeat  performers  such  as  Michael  C.  San- 
dler, manager  of  the  $1.37  billion  Clipper  Fund,  who  won't  buy 
a  stock  unless  it's  selling  at  a  70%  discount  to  its  intrinsic  value. 
Again,  the  usual  yardsticks  apply:  dominant  companies  with 
good  management  and  excess  cash  flow.  The  average  price-to- 
earnings  ratio  of  the  Clipper  Fund's  portfolio — which  includes 
stocks  such  as  Freddie  Mac,  Philip  Morris,  and  Sara  Lee — is  14 
times  earnings.  "The  multiple  of  earnings  that  the  s&p  sells 


"We're  not  rapid  traders.  We 
keep  the  portfolio . . .  tight" 
SAMUEL  ISALY 


Eaton  Vance  Worldwide 
Health  Sciences  Fund 

for  today  is  close  to  previous  market  peaks, 
not  bear  market  bottoms,"  he  cautions.  "We 
had  better  be  in  a  different  environment  to 
justify  these  valuations— but  of  course  that's 
the  biggest  lie  on  Wall  Street,  that  things  are 
different  this  time." 
Small-,  mid-,  and  large-cap  growth  funds — 28  in  afl — make 
the  Scoreboard's  top  grade.  Still,  the  bulk  of  these  A-rated  man- 
agers temper  their  portfolios  with  slow-growth  stocks.  And  if 
they  favor  tech  at  all,  they  dabble  in  the  sector  with  trepida- 
tion. "I  have  as  much  fear  as  I  do  greed,"  confesses  Robert 
Gardiner  of  the  $200 
million  Wasatch  Micro 
Cap  Fund,  which  closed 
in  March  to  new 
investors.  Gardiner 
slashed  his  tech  holdings  in  half,  to  23%  of  assets  last  January. 
A  "back-door"  tech  player,  he  buys  tiny  companies  like  Micrel 
Semiconductor  and  hangs  on  while  they  grow  into  superstars. 
He  picked  up  Micrel  in  1995  when  it  was  an  obscure  $200 
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THE   BEST   MUTUAL  FUNDS 


AVERAGE  ANNUAL 
TOTAL  RETURN  (%)* 


AVERAGE  ANNUAL 
TOTAL  RETURN  (%)* 


1RTY  GROWTH  I  INCOME  B  19.4 

RTY  UTILITIES  B  16.6 

GLEAF  PARTNERS  SMALL  CAP  17.4 

D  ABBETT  MID  CAP  VALUE  A"  20.5 

WAY  MAP  EQUITY  INSTl.  *  *  21.0 

W  A  POWER  BALANCED"  16.0 

IS  &  POWER  GROWTH"  19.2 

MI0  CAP  VALUE  INSTL  25.1 

S.  INVESTORS  GROWTH  STOCK  A  26.8 


Large-cap  Value 
Utilities 

Small-cap  Value 
Mid-cap  Value 


Low 

Very  Low 
Low 
Low 


SCUDDER  GREATER  EUROPE  GROWTH 

20.7 

Europe 

Low 

SELECTED  AMERICAN 

22.4 

Large-cap  Value 

Low 

SENTINEL  SMALL  COMPANY  A** 

20.3 

Small-cap  Value 

Low 

SMITH  BARNEY  AGGRESSIVE  GROWTH  A 

28.3 

Large-cap  Growth 

High 

Mid-cap  Value 
Domestic  Hybrid 
Large-cap  Value 
Mid-cap  Value 
Large-cap  Growth 


Very  Low 
Very  Low 
Low 

Average 
Average 


oer  advisors  utility  growth  C"  17.5  Utilities  Low 

ger  12.3  Mid-cap  Blend  N/A 

IDIAN  VALUE"  29.4  Small-cap  Value  Low 

RILL  lynch  EUR0FUND  B"  18.3  Europe  Low 

RILL  LYNCH  HEALTHCARE  B"  22.2  Health  Low 


UTILITIES  B 
W  GLOBAL  UTILITIES  B 
UAL  DISCOVERY  Z 
THERN  SELECT  EQUITY 
MARK  EQUITY  A  INCOME  I* 


20.2 
19.8 
16.6 
26.3 
16.2 


Utilities 
Utilities 

Small-cap  Value 
Large-cap  Growth 
Domestic  Hybrid 


Very  Low 
Low 

Very  Low 
Average 
Very  Low 


FEIN  FINANCIAL  ALERT  C"  24.0  All  Cap  Low 

ENHEIMER  GLOBAL  A  21.6  World  LOW 

■NHEIMER  GLOBAL  GROWTHS  income  A  24.4  Internatl.  Hybrid  Average 

ENHEIMER  quest  BALANCED  VALUE  A  18.9  Domestic  Hybrid  Very  Low 

WORLD  balanced  16.3  Domestic  Hybrid  Very  Low 

rim  INTL.  small  cap  growth  A"  27.3  Foreign  Average 

;o  renaissance  C"  22.6  Mid-cap  Value  Low 

:ERRED  asset  ALLOCATION"  14.0  Domestic  Hybrid  Very  Low 

JWE  PRICE  capital  appreciation  13.4  Domestic  Hybrid  Very  Low 

JWE  price  HEALTH  SCIENCES  24.9  Health  High 


DENTIAL  UTILITY  A 

MM  INTERNATIONAL  VOYAGER  A 

UM  RESEARCH  A 

«E  TRUST  S  GIFTSHARES  INV." 

RETIREMENT  VALUE  EQUITY" 


EX  0TC  INV. 
If  HWN  BROTHERS  CAPITAL  0* 


19.6 

24.8 

21.5 

24.5 

21.3 

32T 

25.2 


Utilities 
Foreign 

Large-cap  Blend 
Small-cap  Value 
Large-cap  Value 
Large-cap  Growth 
All  Cap 


Low 

Average 

Low 

Low 

Low 


SMITH  BARNEY  FUNDAMENTAL  VALUE  A  19.5  Large-cap  Value  Low 

SSGA  GROWTH  A  INCOME"  20.7  Large-cap  Blend  Average 

STATE  STREET  RESEARCH  AURORA  A  28.9  Small-cap  Value  Low 

STRONG  GROWTH  &  INCOME  INV.  22.1  Large-cap  Blend  Average 

STRONG  OPPORTUNITY  INV.  19.5  Mid-cap  Blend  Low 

THOMPSON  PLUMB  GROWTH"  22.8  Large-cap Blend  Average 

TH0RN8URG  VALUE  A  25.9  Large-cap  Blend  Low 

TOUCHSTONE  GROWTH/VALUE  A"  27.7  Large-cap  Growth  High 

TRANSAMERICA  PREMIER  BALANCED  INV."  20.5  Domestic  Hybrid  Low 

TWEEDY  BROWNE  global  VALUE  18.2  World  Very  Low 

U.S.  global  leaders  growth"  20.7  Large-cap  Blend  Low 

VAN  KAMPEN  COMSTOCK  A  20.9  Large-cap  Value  Low 

VAN  kampen  EQUITY  INCOME  A  17.2  Domestic  Hybrid  Very  Low 

VAN  kampen  growth  &  income  A  18.5  Large-cap  Value  Low 

VAN  KAMPEN  GROWTH  B"  30.6  All  cap  High 

VANGUARD  asset  ALLOCATION  15.3  Domestic  Hybrid  Very  Low 

vanguard  HEALTH  CARE  30.4  Health  Very  Low 

VANGUARD  PRIMECAP  24.6  Mid-cap  Growth  Average 

WADDELL  &  REED  ADV.  ACCUMULATIVE  A  21.9  Large-cap  Value  Low 

WAD0ELL&  REED  ADV.  CORE  INVESTMENT  A  19.4  Large-cap  Growth  Low 

WARBURG  PlNCUS  CAPITAL  APPREC.  CAM.  23.4  Large-cap  Growth  Average 

WASATCH  MICRO  CAPITAL"  27.3  Small-cap  Growth  Average 

WEITZ  HICKORY"  23.2  Small-cap  Value  Average 

WEin  PARTNERS  VALUE  26.1  Large-cap  Value  Very  Low 

WEITZ  VALUE  25.2  Large-cap  Value  Very  Low 

wells  fargo  growth  balahceo  I  15.4  Domestic  Hybrid  Very  Low 

WELLS  FARGO  LARGE  COMPANY  GROWTH  I  26.0  Large-cap  Growth  Average 

WELLS  fargo  moderate  balanced  I"  12.0  Domestic  Hybrid  Very  Low 

white  oak  growth  29.0  Large-cap  Growth  High 

WHITEHALL  growth  SERVICES"  22.3  Large-cap  Growth  Average 


High 
Low 


*  1996-2000,  pretax  return,  appreciation  plus  reinvestment 
"Fund  data  in  BusinessWeek  Online 


of  dividends  and  capital  gains 

Data:  Standard  &  Poor's 
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million  company  below  Wall  Street's  radar;  today  it  is  a  $3  bil- 
lion outfit  followed  by  some  dozen  analysts. 

In  keeping  with  a  theme  of  moderation,  18  funds  in  the 

Scoreboard  are  do- 
mestic hybrids,  a 
breed  of  fund  that 
mixes  stocks, 

bonds,  and  a  bit  of 
cash.  Such  concoctions  smooth  out  the  bumps  of  the  market's 
volatility:  Every  one  of  the  18  hybrid  funds  listed  sport  a 
"low"  or  "very  low"  risk  rating. 


Special  Report 


THE  BEST  MUTUAL  FUNDS 


These  best-of-breed  hybrid  funds  aren't  necessarily  passive. 
They  use  an  approach  that  strikes  a  balance  between  value  and 
growth  stockpicking.  "We  invest  opportunistically,"  says  Heidi 
Hu,  co-manager  of  the  $108  million  Transamerica  Premier  Bal- 
anced Fund,  which  blends  convertibles,  bonds,  and  stocks  ac- 
cording to  how  the  market  is  behaving.  Hu  continues  to  favor 
convertibles  and  the  bond  market.  "Ours  is  the  best  of  a  growth 
strategy,  with  a  lot  of  sensitivity  to  valuation,"  she  explains. 
Many  of  these  hybrid  managers  operate  to  the  beat  of  their  own 
drummers,  ignoring  outside  noise  about  a  slowing  economy  or 
earnings  shortfalls.  "We  really  don't  think  Wall  Street  research 


The  Best  Performers  in  Their  Categories 

Rated  against  their  peers,  these  funds  earn  A's  for  five-year,  risk-adjusted  total  returns.  Not  all  categories  have 
ratings,  since  some  lack  enough  funds  with  enough  history  to  perform  a  ratings  review. 


AVERAGE  ANNUAL 

FUND                                                             TOTAL  RETURN (%)* 

ALL  CAP 

SALOMON  BROTHERS  CAPITAL  0** 

25.2 

DIVERSIFIED  EMERGING  MARKETS 

PILGRIM  EMERGING  COUNTRIES  A** 

5.4 

SSGA  EMERGING  MARKETS** 

0.3 

DIVERSIFIED  PACIFIC/ASIA 

MERRILL  LYNCH  PACIFIC  B** 

6.6 

DOMESTIC  HYBRID 

ALLEGHANY/CHICAGO  BALANCED  N** 

16.0 

CALAMOS  MARKET  NEUTRAL  A** 

11.2 

GABELLI  WESTW00D  BALANCED  AAA** 

14.4 

GATEWAY 

10.9 

IDEX  JCC  BALANCED  B** 

16.1 

JANUS  BALANCED 

17.4 

LEUTHOLD  CORE  INVESTMENT** 

14.0 

MAIRS  ft  POWER  BALANCED** 

16.0 

OAKMARK  EQUITY  ft  INCOME  1** 

16.2 

OPPENHEIMER  QUEST  BALANCED  VALUE  A 

18.9 

PAX  WORLD  BALANCED 

16.3 

PREFERRED  ASSET  ALLOCATION** 

14.0 

T.  ROWE  PRICE  CAPITAL  APPRECIATION 

13.4 

TRANSAMERICA  PREMIER  BALANCED  INV.** 

20.5 

VAN  KAMPEN  EQUITY  INCOME  A 

17.2 

VANGUARD  ASSET  ALLOCATION 

15.3 

WELLS  FARGO  GROWTH  BALANCED  1 

15.4 

WELLS  FARGO  MODERATE  BALANCED  1 

12.0 

EUROPE 

FIDELITY  NORDIC** 

24.6 

FOREIGN 

AMERICAN  CENTURY  INTL.  DISCOVERY  INV. 

24.1 

ARTISAN  INTERNATIONAL 

24.4 

FIDELITY  DIVERSIFIED  INTERNATIONAL 

16.5 

JANUS  ASPEN  INTERNATIONAL  GROWTH  INSTL 

23.5 

JANUS  OVERSEAS 

21.8 

JB  INTERNATIONAL  EQUITY  A** 

22.9 

NATIONS  INTL.  VALUE  INV  A** 

19.4 

PILGRIM  INTL.  SMALL  CAP  GROWTH  A** 

27.3 

PILGRIM  INTERNATIONAL  VALUE  A 

18.9 

PUTNAM  INTERNATIONAL  VOYAGER  A 

24.8 

UMB  SCOUT  WORLDWIDE** 

14.8 

HEALTH 

VANGUARD  HEALTH  CARE 

30.4 

INTERNATIONAL  HYBRID 

OPPENHEIMER  GLOBAL  GROWTH  ft  INCOME  A 

24.4 

LARGE-CAP  BLEND 

AMCAPA  20.5 

AMERISTOCK**  22.5 

BUFFALO  EQUITY**  19.8 


AVERAGE  ANNUAL 
TOTAL  RETURN  (%)* 


EVERGREEN  CAPITAL  GROWTH  A**  21.7 

FIRST  GROWTH  ft  INCOME  I  23.3 

LEGG  MASON  VALUE  TRUST  PRIM  27.0 

SSGA  GROWTH  ft  INCOME**  20.7 

STRONG  GROWTH  ft  INCOME  INV.  22.1 

THOMPSON  PLUMB  GROWTH**  22.8 

THORNBURG  VALUE  A  25.9 

U.S.  GLOBAL  LEADERS  GROWTH**  20.7 

LARGE-CAP ''GROWTH 

ALLEGHANY/CHICAGO  GROWTH  ft  INC.  N**  22.1 

BUFFALO  USA  GLOBAL**  21.3 

GABELLI  GROWTH  23.7 

GROWTH  FUND  OF  AMERICA  A  24.6 

HERITAGE  CAPITAL  APPRECIATION  A**  24.7 

HERITAGE  GROWTH  EQUITY  C**  27.0 

JANUS  GROWTH  ft  INCOME  25.1 

JENSEN**  19.5 

MASS.  INVESTORS  GROWTH  STOCK  A  26.8 

NORTHERN  SELECT  EQUITY**  26.3 

RYDEX  OTC  INV  32.3 

SMITH  BARNEY  AGGRESSIVE  GROWTH  A  28.3 

TOUCHSTONE  GROWTH/VALUE  A**  27.7 

WARBURG  PINCUS  CAP.  APPREC.  CMN  23.4 

WELLS  FARGO  URGE  COMPANY  GROWTH  I  26.0 

WHITE  OAK  GROWTH  29.0 


LARGE-CAP  VALUE 

CLIPPER 

COUNTRY  GROWTH** 

EXCELSIOR  VALUE  ft  RESTRUCTURING 

FIDELITY  DIVIDEND  GROWTH 

GADELLI  WESTWOOD  EQUITY  AAA** 

GADELLI  EQUITY  INC.  AAA** 

MAIRS  ft  POWER  GROWTH** 

RSI  RETIREMENT  VALUE  EQUITY** 

SELECTED  AMERICAN 

SMITH  BARNEY  FUNDAMENTAL  VALUE  A 

VAN  KAMPEN  COMSTOCK  A 

VAN  KAMPEN  GROWTH  ft  INCOME  A** 

WADDELL  ft  REED  ADV.  ACCUMULATIVE  A 

WEITZ  PARTNERS  VALUE 

WEITZ  VALUE 


20.1 
19.8 
22.9 
22.5 
19.0 
15.6 
19.2 
21.3 
22.4 
19.5 
20.9 
18.5 
21.9 
26.1 
25.2 


MID-CAP  BLEND 


MERGER 


12.3 


MID-CAP  GROWTH 

CALAMOS  GROWTH  A** 
CITIZENS  EMERGING  GROWTH  RETAIL** 
FIDELITY  MID  CAP  STOCK 
VANGUARD  CAPITAL  OPPORTUNITY 


37.4 
26.2 
26.1 
26.3 


;  1996-2000,  appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes     **Fund  data  in  BusinessWeek  Online 


VANGUARD  PRIMECAP 


24.6 

AVERAGE  ANNUAL 
TOTAL  RETURN  (%)* 


MID-CAP  VALUE 


MAINSTAY  MAP  EQUITY  INSTL. 
MAS  MID  CAP  VALUE  INSTL. 
PIMCO  RENAISSANCE  C** 


21.0 
25.1 
22.6 


NATURAL  RESOURCES 
AMERICAN  GAS  INDEX  A**  18.8 

PACIFIC/ASIA  EX-JAPAN 

MATTHEWS  ASIAN  GROWTH  ft  INCOME**  6 . 5 

PRECIOUS  METALS 
FIDELITY  SELECT  CHEMICALS**  7 . 9 


REAL  ESTATE 
DELAWARE  REAL  ESTATE  INV.  TRUST  A** 


16.0 


SMALL-CAP  BLEND 
DREYFUS  GROWTH  ft  VALUE  EMERGING  LDRS.24 .8 

WASATCH  CORE  GROWTH**  19.9 

SMALL-CAP  GROWTH 

AMERICAN  CENTURY  HERITAGE  INV.  19.5 

BRIDGEWAY  AGGRESSIVE  GROWTH**  36.0 

FIDELITY  EXPORT  ft  MULTINATIONAL**  24.7 

FIDELITY  NEW  MILLENNIUM  30  9 

FIRSTAR  MICROCAP  RETAIL  A**  35.4 

FREMONT  U.S.  MICRO  CAP  27.4 

RS  EMERGING  GROWTH  A  31.3 

TOUCHSTONE  EMERGING  GROWTH  A**  22.5 

VALUE  LINE  SPECIAL  SITUATIONS**  22.6 

WASATCH  MICRO  CAP**  27.3 


SMALL-CAP  VALUE 

BERGER  SMALL  CAP  VALUE  INSTL.  20  4 

GABELLI  INVESTOR  ABC**  10.3 

MERIDIAN  VALUE**  29.4 

ROYCE  TRUST  ft  GIFTSHARES  INV.**  24.5 

STATE  STREET  RESEARCH  AURORA  A  28.9 

WEITZ  HICKORY**  23.2 


TECHNOLOGY 

DRESDNER  RCM  GLODAL  TECHNOLOGY  I**  44.2 

UTILITIES 

MFS  UTILITIES  D  20.2 

MSOWGLBL  UTILITIES  B  19.8 

WORLD 

CAPITAL  WORLD  GROWTH  ft  INC.  A  16.6 

JANUS  ASPEN  WLDWD.  GROWTH  INSTL.  23.0 

JANUS  WORLDWIDE  21.2 

OPPENHEIMER  GLODAL  A  21.6 

TWEEDY  BROWNE  GLOBAL  VALUE  18  2 


Data:  Standard  &  Pool's 
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CHANGE  WHAT  YOUR  SOFTWARE  IS  CAPABLE  OF  DOING  AND 
YOU  CHANGE  WHAT  YOUR  PEOPLE  ARE  CAPABLE  OF  DOING. 

There's  one  in  every  office.  Someone  who's  always  busy,  always  going,  always  productive.  And  now 
there's  a  business  PC  operating  system  just  as  reliable.  Microsoft*  Windows'  2000  Professional  was 
designed  for  today's  always-on,  Internet-based  technology.  Perfect  for  that  never-say-die  attitude. 
For  information  on  upgrading  your  business,  talk  to  your  IT  professional  or  visit 
microsoft.com/windows2000/pro  Software  for  the  Agile  Business. 


_51^Windows2ooo 

Professional 


©2000  Microsoft  rorpnmiioii  All  rights  rested  Microsoft.  Windows,  and  the  Windows  logo  arc  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  „,  the  United  States  and  or  other  countries 


ASSETS 

OVERALL 

ANNL  TOTAL 

INVESTMENT 

CATEGORY 

FUND 

(BILLIONS) 

RATING 

RETURN  (%)* 

CATEGORY 

RATING 

FIDELITY  MAGELLAN 

$92.58 

C 

16.3 

Large-cap  Growth 

C 

VANGUARD  500  INDEX 

89.39 

B  + 

18.3 

Large-cap  Blend 

B 

INVESTMENT  COMPANY  OF  AMERICA  A 

54.35 

B  + 

18.2 

Large-cap  Value 

B+ 

WASHINGTON  MUTUAL  INVESTORS  A 

45.41 

B 

16.1 

Large-cap  Value 

B 

JANUS 

40.08 

B+ 

20.6 

Large-cap  Growth 

B+ 

FIDELITY  GROWTH  &  INCOME 

39.76 

B+ 

16.8 

Large-cap  Blend 

B+ 

FIDELITY  COHTRAFUND 

39.24 

B 

18.1 

Large-cap  Growth 

B 

GROWTH  FUND  OF  AMERICA  A 

36.10 

A 

24.6 

Large-cap  Growth 

A 

JANUS  WORLDWIDE 

33.95 

B+ 

21.2 

World 

A 

AMERICAN  CEHTURY  ULTRA  IHV. 

33.73 

C- 

16.4 

Large-cap  Growth 

D 

EUROPACIFIC  GROWTH 

31.24 

c 

14.1 

Foreign 

B+ 

NEW  PERSPECTIVE  A 

30.62 

B+ 

17.6 

World 

B+ 

FIDELITY  GROWTH  COMPANY 

29.14 

B+ 

24.3 

Large-cap  Growth 

B+ 

FIDELITY  BLUE  CHIP  GROWTH 

26.72 

B 

17.0 

Large-cap  Growth 

C 

JAHUS  TWENTY 

26.19 

B+ 

26.2 

Large-cap  Growth 

B+ 

VANGUARD  WINDSOR  II 

23.49 

B 

16.1 

Large-cap  Value 

B 

VAHGUARD  WELLIHGTON 

22.52 

B+ 

13.1 

Domestic  Hybrid 

B+ 

FIDELITY  EQUITY-INCOME 

21.43 

B 

15.5 

Large-cap  Value 

B 

PUTNAM  VOYAGER  A 

21.32 

C- 

18.0 

Large-cap  Growth 

C- 

VANGUARD  PRIMECAP  A 

21.00 

A- 

24.6 

Mid-cap  Growth 

A 

*  1996-2000,  appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes 

Data:  Standard  &  Poor's 


is    very    good,"    says 
Frank     Mastrapasqua, 

portfolio  manager  of  the 
$155  million  Touchstone 
Growth/Value  Fund. 
Mastrapasqua  runs  his 
stock  targets  through  a 
custom  screen  that  mea- 
sures whether  three-to- 
five-year  growth  rates 
are  higher  than  risk-ad- 
justed price-to-earnings 
ratios.  There  are  no 
price  targets,  and  he 
doesn't  buy  companies 
without  profits.  "Obvi- 
ously, we  never  owned 
any  dot-com  companies, 
and  that  wasn't  fashion- 
able," he  says.  "For  a 
while  there,  it  didn't  look 
good,  but  we  avoided 
unmitigated  disaster." 
LOW  ON  TCCH.  Few  sec- 
tor funds  are  on  the 
Scoreboard's  A  list.  Al- 
though technology  con- 
tinues to  be  the  top-per- 
forming category  of 
funds  over  the  past  3-, 
5-,  and  10-year  periods  (table,  page  72),  only  two  appear:  the 
Dresdner  fund  and  the  Firsthand  Technology  Value  Fund, 
which  has  a  five-year  return  of  40.8%.  Both  management  teams 

took  considerable 
risk  to  make  the 
grade,  yet  both 
are  also  known  to 
buy  little-known 
companies  that  they've  held  for  the  long  term.  As  these  hold- 
ings mature  and  grow  into  market  leaders,  trading  volumes 
have  increased,  subjecting  the  stocks  to  more  volatility.  Stocks 
such  as  PMC-Sierra  Inc.  also  ac- 
count for  a  larger  share  of  the 
fund's  assets.  Only  three  financial 
funds  and  two  telecom  funds 
show  up  this  year,  while  nine  util- 
ity and  natural-resource  funds — 
including  the  mfs  Utilities  B 
Fund,  up  an  average  20.2%  since 
1996 — make  an  appearance. 

Although  health-care  and 
biotech  funds  were  hopping  in  the 
past  18  months,  only  the  $1.34  bil- 
lion Eaton  Vance  Worldwide 
Health  Sciences  Fund's  30%  five- 
year  return  earned  it  an  overall  A 
rank.  Manager  Samuel  D.  Isaly, 
who  has  run  the  fund  for  more 
than  a  decade,  "fuel-injects  big- 
cap  returns"  with  smaller  compa- 
nies in  the  early  stages  of  drug 
discovery.  And  even  though  this  is 


The  Largest  Funds 

Here's  how  BusinessWeek  rates  the  largest  equity  funds 


Special  Report 


a  concentrated  fund  of 
35  to  45  stocks,  the  33% 
turnover  rate — one  stock 
change  per  month — 
earns  the  fund  an  "aver- 
age" risk  rating.  "We're 
not  rapid  traders,"  Isaly 
says.  'We  keep  the  port- 
folio pretty  tight." 

A  handful  of  funds 
sought  better  returns  in 
resurging  global  mar- 
kets. Six  foreign  funds, 
which  do  not  include 
U.S.  stocks,  ranked  high, 
while  only  three  world 
funds,  which  include 
U.  S.  stocks  in  their  port- 
folios, made  the  cut. 
There  are  also  three 
funds  that  concentrate 
on  European  stocks,  and 
one  international  hybrid 
that  mixes  stocks  and 
bonds.  None  of  the  di- 
versified emerging-mar- 
kets funds  made  it  to 
the  A  list  this  year:  The 
sector  has  registered 
losses  in  the  last  1-,  3- 
and  5-year  periods.  Although  there  have  been  pockets  of  revival  I 
here  and  there,  emerging-market  funds  have  turned  in  anj 
abysmal  10-year  average  performance  of  less  than  1%. 

You  may  be  one  of  many  investors  sitting  on  the  sidelines] 
right  now.  You're  not  alone:  Money-fund  assets  gained  a  re- 
markable $88.16  billion  in  the  week  ended  Jan.  9.,  bringing  mon- 
ey-market assets  to  a  record  $1.89  trillion.  If  you're  wondering 
how  to  put  some  money  into  equities,  turn  to  page  86  and  readl 
on.  Next  week,  the  Scoreboard  will  turn  its  analysis  to  bond| 
funds,  and  in  two  weeks,  closed-end  funds. 

By  Mara  Der  Hovanesian  in  New  Yorkl 


The  Fund  Categories 

Biotech  and  energy  stocks  boost  health  and  natural  resource  sectors. 
Tech's  12-month  downturn  spoils  an  otherwise  stellar  long-term  record. 


BusinessWeek  online 


Go  to  our  Web  site  at  www.busi- 

nessweek.com/mutual  funds/  for 

Scoreboard  ratings  for  3,200 

other  mutual  funds. 

i.ie'isWeek  /  Januarv  29.  2001 


CATEGORY 

HEALTH 

NATURAL 

FINANCE 

REAL  ES 

MID-CAP 

SMALL-G 

UTILITIE 

MID-GAP 

LARGE-C 

SMALL-C 

DOMESTI 

MISCELL 

MID-CAP 

ALL  CAP 

INTERNA 

LARGE-CAP  BLEND 

EUROPE 


AVERAGE  ANN0AL  TOTAL  RET0RN  (%)* 

2000  1998-2000  1996-2000  1991-2000 

51.5  29.0  21.5 
33./  9.0  127 
29.3  10.1  20.6 
25.0  0.4  10.8 
15.8  8.0  13.8 

15.6  5/  13.5 
9.1  13.4  15.2 
8.0  12.9  157 

"6.6 8.6  14.5 

4.9  12.1  12.6 

1.6  8.2  11.4 

1.3  9.4  15.2 

-2.9  20.6  18.3 

-2.9  14.5  18.0 

-3.0  Z.6        9.4 

-4.5  11.9  167 

-87  11.0  16.4 


NATURAL  RESOURCES 

33.7 

9.0 

127 

10.6 

FINANCIAL 

29.3 

10.1 

20.6 

237 

REAL  ESTATE 

25.0 

0.4 

10.8 

11.4 

MID-CAP  VALUE 

15.8 

8.0 

13.8 

15.1 

SMALL-CAP  VALUE 

15.6 

57 

13.5 

15.6 

UTILITIES 

9.1 

13.4 

15.2 

13.3 

MID-GAP  BLEND 

8.0 

12  9 

157 

16.0 

LARGE-CAP  VALUE 

6.6 

8.6 

14.5 

15.5 

SMALL-CAP  BLEND 

4.9 

12.1 

12.6 

15.4 

DOMESTIC  HYBRID 

1.6 

8.2 

11.4 

12  2 

MISCELLANEOUS 

1.3 

9.4 

15.2 

17.2 

MID-CAP  GROWTH 

-2.9 

20.6 

18.3 

18.9 

ALL  CAP 
INTERNATIONAL  HYBRID 

-2.9 
-3.0 

14.5 
7.6 

18.0 
9.4 

15.4 
10.9 

21.5 
10.6 
23.7 
11.4 
15.1 
15.6 
13.3 
16.0 
15.5 
15.4 
12.2 
17.2 
18.9 
15.4 
10.9 
16.4 
12.9 


CATEGORY 

AVERAGE  ANNUAL  TOTAL  RETURN  (%)' 
2000       1998-2000    1996-2000  1991-2000 

SMALL-CAP  GROWTH 

-9.1 

16.8 

15.1 

17.6 

WORLD 

-10.4 

12.5 

12.6 

12.1 

LARGE-CAP  GROWTH 

-127 

16.3 

18.3 

17.3 

FOREIGN 

-15.4 

10.6 

10.0 

9.9 

PRECIOUS  METALS 

-16.2 

-7.9 

-9.0 

0.2 

LATIN  AMERICA 

-16.7 

-6.3 

5.5 

N/A 

PACIFIC/ASIA  EX-JAPAN 

-27.0 

3.0 

-2.4 

7.9 

DIVERS.  EMERG.  MKTS. 

-29.0 

-3.8 

-2.3 

0.9 

COMMUNICATIONS 

-33.0 

22.7 

19.7 

21.5 

TECHHOLOGY 

-33.2 

36.0 

26.2 

26.5 

DIVERSIFIED  PACIFIC/ASIA 

-33.9 

8.1 

-2.4 

5.4 

JAPAN 

-37.5 

11  / 

11 

1.1 

U.S.  DIVERSIFIED  EQUITY 

I  1 

13.0 

16.0 

16.5 

INTERNATIONAL  EQUITY 
ALL  EQUITY 

-17.1 
-3.6 

8.4 
11.7 

8.5 
13.9 

10.3 
15.4 

12.3      18.3       17.4 


•Appreciation  plus  reinvestment  ol  dividends  and  capital  jams  before  taxes 


Data:  Standaid  &  Pool's 
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You  know  who  you  can  count  on.  They're  the  first  in  the  office  and  the  last  to  go  home.  They  need  the 
reliability  of  Microsoft®  Windows®  2000  Professional.  Based  on  NSTL  test  results,  it's  13  times 
more  reliable  than  Windows  98*  That  means  less  time  calling  the  help  desk,  and  more  time  being 
productive.  For  information  on  upgrading  your  business,  talk  to  your  IT  professional  or  visit 
microsoft.com/windows2000/pro  Software  for  the  Agile  Business. 
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CAUTION:  YOUR  FUND  MAY  BE  TOP-HEAVY 

Many  mutual  funds  are  a  lot  less  diversified  than  you  think 


James  McCall  had  the  wind  at  his 
back  just  over  a  year  ago  when 
Merrill  Lynch  &  Co.  wooed  him 
from  a  competitor  to  manage  a 
new  "focused"  mutual  fund.  The  mar- 
ket was  on  fire,  and  McCall's  reputa- 
tion helped  to  attract  $1.1  billion  in 
assets  to  the  new  fund,  which  invests 
in  just  20  fast-growing  companies.  But 
the  Focus  Twenty  Fund's  debut  has 
been  far  from  auspicious:  The  tech- 
heavy  fund  sank  28%  in  2000  as  the 
Nasdaq  recoiled.  "It's  a  painful  thing," 
McCall  says.  "When  you  go  through 
a  lot  of  uncertainty,  these  types  of 
portfolios  don't  do  well." 

But  don't  think  you've  escaped  just 
because  you  steered  clear  of  focused 
funds  and  bought  instead  a  diversified 
equity  mutual  fund.  Funds  holding  100 
or  more  stocks  can  be  just  as  poten- 
tially risky.  The  reason:  Many  mutual 
fund  managers  favor  their  top  10  stock 
picks  and  allot  a  big  chunk  of  their 
fund's  assets  to  them. 

In  this  year's  Mutual  Fund  Score- 
board, we've  introduced  a  feature  to 
help  investors  figure   out  whether 

their  fund  is  top-heavy:  the  percentage  of  assets  in  the  10 
largest  holdings.  These  funds  can  do  well  when  the  markets 
get  rough,  but  it's  important  to  know  if  your  manager  has 
the  stuff  to  pull  it  off.  "It's  the  format  that  tends  to  ampli- 
fy a  stock  man- 
ager's abilities 
or  lack  of  abili- 
ties," says  Rus- 
sel  Kinnel,  direc- 
tor of  fund  research  for  Chicago's  Morningstar  Inc.,  a 
financial  research  company. 

D  RATING.  The  roiling  stock  market  is  an  especially  acute  chal- 
lenge for  fund  managers  who  run  con- 
centrated growth  funds.  "Growth 
stocks'  prospects  change  more  rapidly, 
making  the  funds  more  volatile,"  Kin- 
nel says.  Many  growth  managers  of 
diversified  and  focused  funds  alike  rode 
the  bull  market  to  soaring  returns 
with  an  elite  group  of  large-cap  stocks 
such  as  Microsoft,  General  Electric, 
Intel,  and  mci  WorldCom,  to  name  a 
few.  Some  of  those  same  stocks,  how- 
ever, turned  losers  last  year  and  have 
crippled  the  returns  of  diversified 
funds.  For  instance,  a  good  long-term 
performer,  the  Domini  Social  Equity 
fund,  lost  15.1%  by  banking  39%  of 
its  assets  in  a  few  names.  Similarly, 
the  Strong  Blue  Chip  100  Fund  lost 
18.6%  by  following  the  same  strategy 
I  the  Nationwide  Growth  Fund, 
i  30.3%  last  year  (table). 
Some  managers  who  concentrate 
investment  in  a  few  stocks  get 
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GABELLI  VALUE  A 
SMITH  BARNEY  DIVERSIFIED 
LARGE-CAP  GROWTH 
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low  grades  from  BusinessWeek.  Among 
them  are  the  mfs  Emerging  Growth 
Fund,  a  large-cap  fund  with  an  overall 
D  rating.  The  $7.6  billion  fund— with 
62%  of  its  assets  in  its  10  largest  hold- 
ings such  as  Oracle,  Cisco,  and  bmc 
Software — lost  26%  last  year.  Both  the 
American  Century  Vista,  a  $1.9  billion 
small-cap  growth  fund,  and  the  $856 
million  Alliance  Fund,  a  mid-cap  blend, 
are  graded  D  for  risk-adjusted  returns. 
Each  has  about  46%  of  assets  in  their 
top  10  stocks. 

But  that  doesn't  mean  investors 
should  steer  clear  of  concentrated  mu- 
tual funds.  Some  do  well  even  in  tough 
markets  and  have  superb  records  over 
the  long  haul.  Wells  Fargo  Large  Com- 
pany Growth  Fund  earns  an  overall  A 
rating  with  58%  of  assets  in  the  top  10, 
as  does  Firsthand  Technology  Value, 
with  a  55%  concentration. 

Manager  Scott  W  Schoelzel  of  the 
popular  Janus  Twenty  Fund  (which,  in- 
cidentally, has  34  stocks  and  two  bonds) 
lost  32.4%  last  year.  Still,  the  Janus 
Twenty's  annualized  five-year  return  is 
an  impressive  26.2%,  and  its  Business- 
Week risk-adjusted  rating  is  a  B+,  the  second  highest.  The 
fund  has  about  60%  of  its  assets  in  its  top  10  holdings. 
Schoelzel  believes  that  holding  more  stocks  is  far  more  risky, 
since  he  can't  know  100  companies  as  well  as  he  knows  20. 

And  then  there  are  also  some  diversified  gems.  Michael 
Sandler,  a  15-year  veteran  manager  of  the  A-rated  Clipper 
Fund,  had  the  best  performance  among  all  large-cap  value 
funds  that  we  rank.  Sandler  invests  in  a  handful  of  blue 
chips  and  piles  49%  of  the  fund's  assets  into  his  top  10  picks. 
The  fund  has  a  low  risk  rating  and  19.7%  risk-adjusted  return 
for  the  past  decade.  What  could  sideswipe  the  fund,  says 
Sandler,  who  co-manages  with  Bruce  Veaco,  is  a  bear  market; 
"I  can't  say  we'll  be  immune." 

John  G.  Davenport,  fund  manager 
for  the  $550  million  Evergreen  Capital 
Growth  Fund,  also  earns  an  overall 
A.  His  fund  concentrates  38%  to  40% 
of  assets  in  10  of  the  30  to  35  stocks 
in  which  he  invests.  Davenport  argues 
that  the  fund  is  well  diversified  be- 
cause his  stocks  represent  most  eco 
nomic  sectors.  "There's  very  little  risk 
reduction  that  occurs  from  going  from 
30  to  100  names,"  he  adds.  Plus,  he's 
not  exposing  investors  to  "valuation 
risk"  by  holding  high  p-e  stocks  and 
instead  pegs  his  returns  to  big  posi 
tions  in  the  likes  of  Tyco  International, 
Sysco,  and  First  Data. 

Concentrated  funds  can  be  a  cost  ef- 
fective way  to  invest  in  a  small  baskel 
of  slocks.  But  investors  should  focus 
on  who's  running  the  show. 

By  Mara  Der  IIorancsi<ui 
in  New  York 
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62% 
52 


-25.9% 
-7.9 
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-18.0 

46 

-19.9 

46 

-15.0 

45 

-19.0 

45 

-15.9 

43 

-3.6 

39 

-18.6 

39 

-15.1 

36 
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FUNDS  THAT  CAN  DODGE  TAX  DULLETS 

Mutual-fund  investors  should  also  be  shopping  for  tax  efficiency 


Special  Report 


THE  BEST  MUTUAL  FUNDS 


Keeping  mutual  fund  profits  out  of  Uncle  Sam's  hands  is 
tough.  Even  a  new  breed  of  "tax  managed"  fund — aim- 
ing to  do  just  that  by  minimizing  the  taxable  capital 
gains  they  pass  on  to  shareholders — can  miss  the  mark. 
Consider  Standish  Small  Cap  Tax-Sensitive  Equity  Fund. 
Last  year  it  distributed  a  huge  $17.88  a  share  to  investors  be- 
cause redemptions  and  a  portfolio  revamp  forced  it  to  take 
unrealized  gains  from  1999.  That  turned  a  nasty  13.8%  pretax 
loss  into  a  more  painful  19.2%  loss  after  taxes. 

To  find  a  truly  tax-efficient  fund,  you  have  to  look  beyond 

the  label  and 
weigh  the  fund's 
track  record  and 
its  underlying 
portfolio.  Busi- 
nessWeek's Mutual  Fund  Scoreboard  is  a  good  place  to  start. 
The  stats  investors  need  to  focus  on  are  pretax  and 
aftertax  returns,  untaxed  gains,  turnover,  and  percent  change 
in  assets. 

Comparing  pretax  and  aftertax  returns  shows  how  good  a 
fund  has  been  at  keeping  the  tax  bite  low.  The  closer  the  two 
numbers  are,  the  better.  Vanguard  Tax-Managed  Capital  Ap- 
preciation Fund,  for  example,  has  a  five-year  annualized  re- 
turn of  18.8%  before  and  18.6%  after  taxes.  Dividing  18.6 
by  18.8  reveals  that  the  fund  is  98.9%  tax-efficient.  The  ra- 
tio can  highlight  gems 
that  aren't  marketed  as 
tax  efficient  but  are,  "We're  not 
such    as    White    Oak  .  «  , 

Growth  Stock  Fund  and    JUSt  IOCUSefl  On  a 
IPS  Millennium      Fund.     STjock'S  next 
Both  have   99.7%   effi- 
ciency ratios. 

How  do  they  do  it? 
White  Oak's  managers, 
Douglas  MacKay  and 
Jim  Oelschlager,  avoid 
distributions  by  keeping 
trading,  or  portfolio 
turnover,  low.  When  stocks  are  held  for  long 
periods,  there  are  fewer  realized  gains — and 
taxes  are  lower  than  on  short-term  gains. 

The  fund  turned  over,  or  sold,  just  6%  of  its  

portfolio  in  the  past  year.  "We're  not  just  fo-  ^^^^^ 

cused  on  a  stock's  next  quarter,  like  some  funds," 
Oelschlager  says.  "Our  typical  holding  period  is  three  to  five 
years."  What  managers  sell,  however,  can  be  more  important 
than  how  often  they  sell.  IPS  Millennium  has  a  52%  turnover 
but  is  just  as  efficient  because  manager  Robert 
Loest  dumps  his  losing  stocks  at  year-end  to  off- 
set gains  on  winners.  So,  while  low  turnover  is 
usually  good,  high  turnover  isn't  always  bad. 

Both  White  Oak  and  IPS  Millennium  had  an 
easier  time  because  buyers  came  flocking  in. 
Funds  that  attract  lots  of  new  assets  are  inher- 
ently more  efficient  because  the  growth  in  assets 
dilutes  existing  gains  in  the  portfolio,  thus  re- 
ducing each  investor's  potential  tax  liability.  That's 
why  White  Oak  could  keep  distributions  down 
last  year:  On  the  Scoreboard,  you'll  see  that  its 
assets  grew  125%.  "We've  never  had  a  real  huge 
redemption  in  our  funds,"  says  MacKay. 
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quarter,  like 
some  funds" 

JIM  OELSCHLAGER 

White  Oak  Growth 


The  catch  is  that  the  process  works  in  reverse  for  funds 
that  lose  assets.  A  dwindling  portfolio  painfully  magnifies 
the  tax  liabilities  of  investors  who  stay  in  the  fund.  So  in- 
vestors need  to  stay  alert  for  funds  that  pile  up  large 
amounts  of  undistributed  capital  gains  (table).  There's  no 
hard  and  fast  rule,  but  untaxed  gains  should  raise  red  flags  if 
they  top  25%  of  total  assets.  The  risk  is  that  funds  with  big 
gains  in  previous  years  can  be  forced  to  sell  appreciated 
stock  if  they  face  shareholder  redemptions,  landing  holders 
with  a  big  tax  bill,  as  in  the  case  of  Standish  Small  Cap.  Some 
funds,  such  as  Smith  Barney  Telecommunications  Income 
and  Armada  Tax  Managed  Equity,  have  unrealized  gains  in 
excess  of  80%  (table).  Any  big  redemptions  here  will  likely 
cause  large  distributions  and  sizable  tax  bills. 
ARRIVE  LATE.  Tax  efficiency  can  also  be  an  unintended  conse- 
quence of  poor  performance.  Funds  that  plunged  in  2000  are 
now  tax  shelters- — with  loads  of  losses  that  can  offset  gains  far 
into  the  future  (table).  Fidelity  Emerging  Markets  has  declined 
so  much  over  the  years  that  its  unrealized  losses  equal  181.2% 
of  assets.  Some  new  tech  and  Internet  funds  launched  last 
year  are  now  tax-efficient  vehicles.  Jacob  Internet  Fund,  for 
instance,  has  losses  equaling  429.4%  of  its  assets,  so  it  won't  be 
making  a  distribution  anytime  soon. 

A  fund's  investment  style  also  impacts  its  effi- 
ciency rating.  Value  and  small-cap  funds  can  be 
inherently  inefficient:  Value  managers  sell  ap- 
preciated stocks  that  no  longer  fit  their  value 
criteria;  small-cap  managers  sell  companies 
that  grow  too  big.  Both  strategies  tend 
to  produce  more  gains  than  losses. 
Of  course,  having  no  taxable 
distributions  doesn't  mean  a 
whit    if   the    fund's    per- 
formance is  bad.  "It's  not 
about   being    100%   tax 
efficient,"  says  manager 
Duncan  Richardson  of 
Eaton  Vance  Tax-Man- 
aged Growth  Fund.  "It's 
about  maximizing  aftertax 
returns."  But  funds  that 
both    perform     badly 
and  make  big  distrib- 
utions can  be  a  very 
serious   pain  in  the 
pocketbook. 

By  Lewis  Brain  tin 
in  New  York 
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Weighing  Funds'  Tax  Baggage 


POTENTIAL  TAX  BOMBS 

UNREALIZED 
FUND                                                               GAINS  %' 
SMITH  BARNEY  TELECOMM.  INCOME            99.3% 
ARMADA  TAX  MANAGED  EQUITY                   83.4 
CENTURY  SHARES                                     65.7 
GALAXY  GROWTH  II  TRUST                         65.7 
WELLS  FARGO  EQUITY  INDEX                       60.5 
*Biggest  gains  and  losses  as  a  percentage  of  total  asset 
Data:  Stan 

POTENTIAL  TAX  SHELTERS 

UNREALIZED 
FUND                                                             LOSSES  %' 

JACOB  INTERNET 
INVESC0  GOLD 
PR0FUNDS  ULTRASHORT  0TC 
AM.  CENTURY  GLOBAL  GOLD 
FIDELITY  EMERGING  MARKET 

s  tor  funds  with  more  than  $50  million 
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Introducing  Sprint  Evolutions. 

Back  when  E  was  just  a  letter  in  the  alphabet 

we  were  building  the  world's  most  advanced 

communications  network.  As  the  new 

economy  grew,  so  did  our  capabilities.  With 

little  fanfare,  we  evolved  as  the  economy 

evolved.  Now,  as  Sprint  Evolutions,  we  are 

ready  to  take 

our  place 

as  one  of 

the  best 

E-business 

enablers  in 

the  industry. 

From  this 

moment, 

from  this 

single  source, 

you  can 

get  every 
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you  need  to 

pull  all  the  parts  of  your  E-business  together 

One  of  the  most  reliable 
IP  backbones  —  anywhere. 

Welcome  to  Internet  transport.  Web  hosting. 
Collocation.  Security.  VPN.  Consulting. 
A  space  where  everything  is  digital  and 


riding  on  one  of  the  best-performing,  most 
reliable,  most  secure  backbones — anywhere. 
This  is  the  Sprint  Evolutions  edge.  This  is 
what  makes  us  a  leading  provider  of  global  IP 
and  a  leading  ISP 

Just  snap  your  fingers. 

Picture  a  team  of  Technical  Solutions  Consultants, 

900  strong. 
Expect  the 
responsiveness 
of  E,  not  zzz. 
The  experience 
of  decades, 
not  days. 
Listening. 
Assessing. 
Tailoring 
secure 

solutions  for 
your  business, 
end-to-end. 
Trends  and 
e-companies 

".com"  and  go.  Sprint  transcends  them  all 

with  years  of  innovations:  fiber  optics,  digital 

clarity  and  now,  Sprint  Evolutions. 

Perhaps  it  is  because  we  go  back  so 
far  that  we  can  help  you  see  so  clearly  down 
the  road. 
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See  the   difference  for   yourself:   1    877  495-3501,   www.sprintesolutions.com 
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COMMENTARY 

By  Lewis  Braham 


NO  EXCUSE  FOR  HIGH  FUND  FEES 


The  fund  industry  giveth,  and  it 
taketh  away.  But  lately,  there's 
more  taking.  A  Securities  &  Ex 
change  Commission  report  this 
month  figures  the  expense  ratio  of 
the  average  mutual  fund  soared 
nearly  28%  between  1979  and  1999, 
when  it  reached  0.94%  of  assets — de 
spite  a  huge,  85-fold  in- 
crease to  $6.8  trillion  in 
the  money  the  funds  man- 
age. So  much  for 
economies  of  scale. 

Unfortunately,  the 
remedies  the  sec  is 
proposing  to  give  fund 
shareholders  a  fairer  deal 
fall  far  short  of  what's 
needed.  Essentially,  the 
regulators  want  to  rely 
on  investors  and  fund  di- 
rectors to  put  pressure  on 
the  funds. 

One  sec  measure  would 
require  funds  to  disclose 
how  much  a  theoretical 
$10,000  investment  would 
cost  in  fees.  But  what  in- 
vestors need  to  see  in 
their  quarterly  state- 
ments is  exactly  how 
much  they're  paying  out 
in  fees  on  their  actual  in- 
vestments. The  General  Accounting 
Office  recommended  this  idea  to  the 
sec  last  June.  But,  fearful  of  a  back- 
lash from  angry  fund  holders,  the  in- 
dustry campaigned  loudly  against  it. 
The  lobbyists  had  reason:  Nothing 
hits  home  with  investors  like  seeing 
money  taken  out  of  their  accounts. 

Another  sec  ploy  would  try  to  bol- 
ster the  watchdog  role  of  a  fund's  in- 
dependent directors.  The  sec  argues 
that  independent  directors  should  be 
a  majority  of  a  fund's  board,  instead 
of  40%,  as  the  law  now  requires. 

Superficially,  the  idea  looks  good. 
After  all,  directors  must  approve  any 
changes  in  fees.  Trouble  is,  many  "in- 
dependent" directors  are  effectively 
closet  employees  of  fund-manage- 
ment companies,  serving  on  several 
boards  at  the  same  fund  family. 
Some  earn  $200,000  or  more  for  rub- 
ber-stamping managers'  fee  requests. 
Anyway,  most  fund  boards  already 
have  a  majority  of  these  indepen- 
dents, who  have  done  very  little  to 
lower  fees.  Just  consider  the  adoption 


of  12(b)- 1  distribution  fees  throughout 
the  industry  in  1980.  Congress  ap- 
proved the  fees,  which  charge  share- 
holders for  the  funds'  own  marketing 
and  advertising  costs.  The  industry 
argued  that  by  increasing  their  mar- 
keting expenses,  funds  could  attract 
more  investors  and  pass  on  cost  sav- 


The  way  to  knock  fees 

down  is  to  align  the 

interests  of  directors 

and  shareholders 


ings  through  economies  of  scale.  They 
were  half  right:  The  assets  arrived, 
but  the  cost  savings  haven't  ended  up 
in  shareholders'  pockets. 

That  so  much  is  spent  on  market- 
ing shows  that  mutual  funds  have 
become  commodities.  With  a  com- 
modity, the  majority  of  sales  go  to 
the  low-cost  provider,  which  is  why 
penny-pinching  Vanguard  Group  is 
attracting  so  many  assets.  Other 
companies  have  to  market  hard  to 
differentiate  themselves  and  justify 
charging  more.  Witness  the  recent 
spate  of  formerly  no-load  fund  com- 
panies— Scudder,  Strong,  Founders, 


Gabelli — now  offering  load  versions 
of  their  products  because  they  need 
salesmen  to  move  their  product  in  a 
saturated  marketplace. 
PAYMENT  IN  SHARES.  The  best  way 
to  knock  fees  down  is  to  align  the  in- 
terests of  directors  with  those  of 
shareholders.  How?  By  forcing  them 
to  eat  their  own  cooking: 
Directors  should  be  paid 
with  shares  of  their  funds, 
not  in  cash.  Also,  the  num- 
ber of  boards  they  serve 
on  should  be  limited.  Al- 
though there's  a  law 
I  against  compensating  with 
I  fund  shares,  an  exemption 
should  be  made  in  this 
case.  Barring  that,  inde- 
pendent directors  should 
be  required  to  own  fund 
shares  before  they  take 
the  job. 

More  disclosure  of  how 
fund  managers  are  com- 
pensated wouldn't  hurt,  ei- 
ther. At  Vanguard  and 
some  other  groups,  fees 
paid  to  outside  money 
managers  are  based  on 
how  well  they  do  relative 
to  a  benchmark  such  as 
the  Standard  &  Poor's  500- 
stock  index.  But  funds  don't  have  to 
disclose  whether  they  vary  the  fees 
according  to  performance  or  simply 
pay  a  fiat  rate,  regardless  of  how 
poorly  a  manager  does.  If  investors 
are  paying  more  for  a  money  manag- 
er, they  should  get  a  discount  when 
the  manager  falls  down  on  the  job. 
In  raging  bull  markets,  fund  fees 
are  easily  overlooked,  though  they 
take  a  large  bite  over  time.  A  1%  in- 
crease in  annual  expenses,  the  SEC 
notes,  can  reduce  an  investor's  ac- 
count balance  by  18%  after  20  years. 


Special  Report 


THE  BEST  MUTUAL  FUNDS 


In  flat  or  falling  markets,  like  the 
current  one,  high  fees  will  stick 
out  like  sore  thumbs — and  maybe 
prompt  regulators  to  take  real  cura- 
tive action. 

Braham  covers  personal  finance 
from  New  York. 
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MUTUAL  FUND  SCOREBOARD 


How  to  Use  the  Tables 

BUSINESS  WEEK  RATINGS 

Overall  ratings  are  based  on  five- 
year,  risk-adjusted  returns.  They 
are  calculated  by  subtracting  a 
fund's  risk-of-loss  factor  (see 
RISK)  from  historical  pretax  total 
return.  Category  ratings  are  based 
on  risk-adjusted  returns  of  the 
funds  in  that  category.  The  rat- 
ings are  as  follows: 
A  SUPERIOR 


B+ 


VERY  GOOD 


B 

ABOVE  AVERAGE 

C 

AVERAGE 

C- 

BELOW  AVERAGE 

D 

POOR 

F 

VERY  POOR 

MANAGEMENT  CHANGES 

X  indicates  the  fund's  manager 

has  held  the  job  at  least  10 

years;  A  indicates  a  new  manager 

since  Dec.  31,  1999. 

S&P  500  COMPARISON 

The  pretax  total  returns  for  the 

S&P  500  are  as  follows:  2000, 


-9.1%;  three-year  average  (1998- 
2000),  12.3%;  five-year  average 
(1996-2000),  18.3%;  10-year 
average  (1991-2000),  17.4%. 
CATEGORY 

Each  U.S.  diversified  fund  is  clas- 
sified by  market  capitalization  of 
the  stocks  in  the  portfolio  and  by 
the  nature  of  those  stocks.  If  the 
average  market  cap  is  greater 
than  $10  billion,  the  fund  is 
large-cap;  from  $2  billion  to  $10 
billion,  mid-cap;  and  less  than  $2 
billion,  small-cap.  All  cap  funds 
are  those  that  don't  follow  a 


iCH 


fixed-capitalization  policy.  "Va 
ue"  funds  are  those  whose  stc 
have  price-to-earnings  and  pri 
to-book  ratios  lower  than  the  4- 
age  of  the  stocks  in  their  marl 
capitalizations.  "Growth"  func  ,T 
have  higher  than  average  p-e 
p-b  ratios.  "Blend"  funds  are  fct. 
those  in  which  the  ratios  are 
about  average.  Hybrids  mix  stfr 
and  bonds,  and  possibly  other 
sets.  World  funds  generally  in 
elude  U.S.  stocks;  foreign  fun 
do  not.  Sector  and  regional  fo 
eign  funds  are  as  indicated 


in 


T 


OVERALL  RATING 


CATEGORY 


RATING       SIZE 


FEES 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  FUND  WITHIN  CATEGORY) 


ASSETS 
SMIL. 


%  CHG. 
1999-2000 


SALES  EXPENSE 

CHARGE  (%)      RATIO  (%) 


2000  RETURNS  (°  ^ 


PRE- 
TAX 


AFTER- 
TAX 


AIM  AGGRESSIVE  GROWTH  A 

AIM  BALANCED  A 

AIM  BLUE  CHIP  A 

AIM  CAPITAL  DEVELOPMENT  A 

AIM  CHARTER  A 


Small-cap  Growth 
Domestic  Hybrid 
Large-cap  Blend 
Small-cap  Blend 
Large-cap  Growth 


3625.2 
2435.7 
2931.3 
672.9 
4980.3 


20 
47 
22 
8 
-3 


AIM  CONSTELLATION  A 

AIM  DENT  DEMOGRAPHIC  TRENDS  B 

AIM  GLOBAL  AGGRESSIVE  GROWTH  B 

AIM  GLOBAL  GROWTH  B 

AIM  GLOBAL  TELECOMM.  &  TECH.  A 

AIM  INTERNATIONAL  EQUITY  A 

AIM  SELECT  GROWTH  B 

AIM  SUMMIT  I 

AIM  VALUE  B 

AIM  WEINGARTEN  A   X 


Mid-cap  Growth 
Large-cap  Blend 
World 
World 
Communications 


15607.8  1 

626.0  170 

967.8  -10 

687.3  45 

1050.4  -14 


5.50** 
4.75** 
5.50** 
5.50** 
5.50** 

5.50** 
0.00** 
0.00** 
0.00** 
4.75** 


1.09t 
0.94t 
1.19t 
1.38T 
1.05t 

1.10t 
2.24t 
2.37t 
2.23t 
1.77t 


3.0 
-4.2 
-9.3 

9.8 

-14.7 

-10.4 
-17.8 
-22.4 
-22.6 
-38.9 


-1.3 

-5.2 

-9.3 

6.8 

-15.6 


-14.0 
-17.8 
-25.7 
-22.6 
-40.8 


( 


Foreign 

Large-cap  Growth 
Large-cap  Growth 
Large-cap  Growth 
Large-cap  Growth 


2086.4 
644.6 
2800.9 
12450.1 
7362.0 


5.50* 
0.00* 
8.50 
0.00* 
5.50* 


1.48t 
1.90t 
0.67 
1.79t 
1.03T 


-25.7 
-2.5 
-14.7 
-15.6 
-20.4 


-26.8 
-4.9 
-18.0 
-17.3 
-22.7 


ALGER  CAPITAL  APPRECIATION  B 

ALGER  LARGE  CAP  GROWTH  B  (a)  X 

ALLEGHANY/MONTAG  &  CALDWELL  GROWTH 

ALLIANCE  A 

ALLIANCE  GROWTH  &  INCOME  B 


D 
B+ 


Large-cap  Growth 
Large-cap  Growth 
Large-cap  Growth 
Mid-cap  Blend 
Large-cap  Value 


D 
C- 


D 
B+ 


879.7 
783.6 

1309.1 
856.9 

2458.8 


28 

-1 

-10 

-25 

30 


0.00* 
0.00* 
No  load 
4.25* 
0.00* 


2.12T 
1.96t 
0.76 
1.06t 
1.70t 


-31.0 
-15.7 

-6.9 
-15.9 

12.8 


-31.1 
-17.0 

-9.4 
-16.7 

11.2 


Large-cap  Growth 
Large-cap  Growth 
Technology 
Large-cap  Blend 
Domestic  Hybrid 


ALLIANCE  GROWTH  B  X  ( 

ALLIANCE  PREMIER  GROWTH  B  ( 

ALLIANCE  TECHNOLOGY  B  < 

AMCAP  A  X  I 

AMER.  CENTURY  BALANCED  INV.  ( 

AMER.  CENTURY  EQUTIY  GROWTH  INV.  B  Large-cap  Blend 

AMER.  CENTURY  GIFTRUST  INV.  X  F  Small-cap  Growth 

AMER.  CENTURY  GROWTH  INV.  C  Large-cap  Growth 

AMER.  CENTURY  HERITAGE  INV.  B  Small-cap  Growth 

AMER.  CENTURY  INCOME  &  GROWTH  INV.  X        B  Large-cap  Blend 


C- 

C 

C- 

A 

C- 


4300.3 
8802.3 
4705.4 
7333.7 
789.6 


-23 

8 

20 

9 

-14 


0.00* 
0.00* 
0.00* 
5.75* 
No  load 


1.90t 
2.18t 
2.39t 
0.68t 
1.00 


-19.1 
-20.4 
-25.2 
7.5 
-2.7 


-21.7 
-21.9 
-26.2 
4.8 
-4.1 


1906.3 
1424.0 
8591.1 
1749.7 
5385.1 


-13 
-2 
-3 

57 
-10 


No  load 
No  load 
No  load 
No  load 
No  load 


0.68  -11.0  -12.2 

1.00  -16.4  -20.9 

1.00  -14.7  -16.9 

1.00  17.4  12.5 

0.68  -10.5  -10.8 


AMER.  CENTURY  INTL.  DISCOVERY  INV. 
AMER.  CENTURY  INTL.  GROWTH  INV. 
AMER.  CENTURY  NEW  OPPORT.  INV. 
AMER.  CENTURY  SELECT  INV. 
AMER.  CENTURY  ULTRA  INV. 

AMER.  CENTURY  VALUE  INV. 
AMER.  CENTURY  VISTA  INV. 
AMERICAN  BALANCED  A  X 
AMERICAN  MUTUAL  A  X 
AMERICAN  NEW  WORLD  A 


B+ 
C- 


Foreign 
Foreign 

Small-cap  Growth 
Large-cap  Growth 
Large-cap  Growth 


A 
B+ 


B+ 
D 


1570.4 

4479.1 

591.5 

6544.7 

33733.8 


12 
21 
4 

-26 
10 


0.00* 
No  load 

0.00* 
No  load 
No  load 


1.55 
1.27 
1.50 
1.00 
1.00 


-14.2 
-15.0 
-18.2 
-8.7 
-19.9 


C            Mid-cap  Value  C  1409.8  -16  No  load  1.00  18.3 

D            Small-cap  Growth  C-  1894.9  40  No  load  1.00  -1.0 

B+          Domestic  Hybrid  B+  5682.5  -6                5.75**  0.66  i  15.9 

B            Large-cap  Value  C  8163.9  -20                5.75**  0.57t  9.1 

Diversified  Emerging  Markets  1208.9  43                5.75**  0.52t  -20.9 


-16.1 
-17.4 
-23.5 
-9.8 
-21.8 

17.6 

-7.0 

13.6 

6.9 

-21.3 


ARMADA  EQUITY  GROWTH  I 
ARMADA  EQUITY  INCOME  I 
ARMADA  INTERNATIONAL  EQUITY  I 
ARTISAN  INTERNATIONAL 
ARTISAN  MID  CAP 


B  + 
C 


Large-cap  Growth 
Large-cap  Value 
Foreign 
Foreign 
Mid-cap  Growth 


B+ 

C 


1145.4 
648.3 
621.6 

4438.0 
596.8 


-13 

29 

99 

102 

755 


No  load 
No  load 
No  load 
No  load 
No  load 


0.90T 

0.92t 

1.43t 

1.27 

1.40 


-5.2 

11.6 

-16.9 

-10.6 

27.2 


-6.0 

10.5 

-17.9 

-13.1 

26.3 


"Includes  redemption  fee.  ** Includes  deferred  sales  charge 
merly  Alger  FundiGrowth  Portfolio  B. 


1 12(b)- 1  plan  in  effect.  }Not  currently  accepting  new  accounts.  $Less  than  0.5%  of  assets.  NA=Not  available.  NM   Nol  mtd 
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CHARGE 

taxes.  Assumes  ordinary 

income 

TURNOVER 

LARGEST  HOLDING 

>st  of  buying  a  fund.  Many 

is  taxed  at  the  31%  tax  rate.  Cap- 

Trading activity,  the  lesser  of  pur 

Comes  from  the  latest  available 

take  this  "load"  out  of  the 

ital  gains  are  assumed  to  be  long- 

chases  or  sales  divided 

by  aver- 

fund  re 

Dorts. 

investment 

and  for  rat 

ngs 

term,  and  taxed  at  20% 

age  monthly  assets. 

RISK 

;es,  returns  are  reduced  by 

CASH 

Potentia 

1  for  losing  money  in  a 

charges.  Loads  may  be 

YIELD 

Portion  of  fund  assets  not  invest- 

fund, or 

risk-of-loss  factor.  For  each 

on  w 

thdrawals. 

Income  distriDutions  as 

a  percent 

ed  in  stocks  or  bonds. 

A  negative 

fund,  th 

e  three-month  Treasury  bill 

ISE  RATIO 

of  net  asset  value 

,  adjusted  tor 

number  means  the  fund  has  bor- 

return is  subtracted  from  the 

ses  as  a  percentage  of  aver- 

capital-gc 

nns  distributions. 

rowed  to  buy  securities 

monthly  total  return  for  each  of  the 

t  assets  for  the  fund's  most 

HISTORY 

UNTAXED  GAINS 

Percentage  of  assets  in 
that  are  unrealized  and 
uted  capital  gains.    A  n 
figure  indicates  losses  t 
offset  future  gains. 

TOP  10  STOCKS 

60  months  in  the  rat 

i ngs  period. 

fisca 

■  muc 

I  year.  It's  a  measure 
h  shareholders  pay  for 

A  fund's  returns  relative  to  all 
other  equity  funds  for  five  one- 

portfolio 
undistrib 

When  a 
well  as 

fund  has  not  performed  as 
Treasury  bills,  the  monthly 

;ement.  Footnotes  indicate 
ratio  includes  a  12(b)-l 
vhich  spends  shareholder 
on  marketing.  The  average 

1  /o. 

year  periods,  which  from  left  to 
right  are:  1996,  1997,  1998, 
1999  and  2000.  The  numbers 
designate  which  quintile  the  fund 

egative 
hat  may 

result  is  negative.  1  he  sum  ot  these 
negative  numbers  is  divided  by  thp 
number  of  months.  The  result  is  a 
negative  number,  and  the  greater 
its  magnitude,  the  higher  the  risk 

X  TOTAL  RETURN 

was  in  during  the 

period 

:  O  for 

The  percentage  of  fund  assets 

of  loss. 

This  numbei 

is  the  basis 

I's  net  gain 

to  investors 

in- 

the  top  q 

umtile; 

B  for  the  sec 

that  represents  the  10 

argest 

for  BW  ratings,  category  ratings, 

g  reinvestment  of  dividends 

ond  quintile;  El  for  the  third  quin- 

holdings. The  higher  the  number 

and  the  RISK  column. 

ipital 

gains 

at  month-end 

tile;  a  for  the  fourth  qu 

ntile  a 

id 

the  more  concentrated  the  fund 

BEST  &  WORST  QUARTERS 

El  for  the  bottom 

quintil 

e.  No 

and  more  dependent  on 

the  per- 

The  fun 

d's  highest  and  lowest 

TAX  TOTAL  RETURN 

number  indicates 

no  data  for  that 

formance  of  a  relatively 

small 

quarterly  returns  of  the  past  five 

return  adjusted  for  federal 

period. 

number  of  stocks. 

years. 

SE  ANNUAL  TOTAL  RETURNS  (%) 

ARS              5  YEARS               10  YEARS 

TERTAX      PRETAX  AFTERTAX     PRETAX  AFTERTAX 

HISTORY 

RESULTS  VS. 
ALL  FUNDS 

PORTFOLIO  DATA 

RISK 

LEVEL 

BEST 

WORST 

TELEPHONE 

TURNOVER 

CASH   UNTAXED     TOP  10 
%      GAINS  %     STKS.  % 

LARGEST  HOLDING 

COMPANY  (%  ASSETS) 

QTR 

%  RET 

QTR      %  RET 

13.7 

15.0 

12.9 

24.2 

22.3 

BBOQO 

Law 

7 

22 

16 

Microchip  Technology  (2) 

High 

IS  99 

31.4 

III  98   -22.8 

800-347-4246 

7.7 

13.7 

12.4 

16.0 

14.8 

OBOOO 

Average 

7 

10 

11 

InfoSpace  (2) 

Low 

IS  99 

16.2 

III  98     -8.9 

800-347-4246 

14.1 

19.4 

18.2 

16.7 

15.6 

00000 

Low 

4 

16 

29 

Cisco  Systems  (5) 

Average 

IB98 

24.5 

ISOO  -11.1 

800-347-4246 

12.6 

NA 

NA 

NA 

NA 

0O00 

Average 

7 

29 

12 

Osicom  Technologies  (1) 

1299 

30.9 

III  98  -20.9 

800-347-4246 

11.8 

16.7 

14.6 

15.6 

13.8 

BBBBB 

High 

5 

22 

35 

Tyco  International  (5) 

Average 

IS  98 

26.1 

ISOO  -16.4 

800-347-4246 

13.0 

15.1 

12.9 

20.3 

19.0 

OBBBO 

Low 

7 

24 

19 

Veritas  Software  (3) 

High 

IS  99 

36.6 

ISOO  -22.1 

800-347-4246 

NA 

NA 

NA 

NA 

NA 

a 

Low 

6 

-10 

27 

Warner-Lambert  (4) 

IS99 

38.6 

ISOO  -23.9 

800-347-4246 

8.8 

11.6 

10.4 

NA 

NA 

DBOOB 

Average 

9 

17 

21 

JDS  Uniphase  (6) 

High 

IS99 

49.1 

III  98  -20.9 

800-347-4246 

11.8 

14.0 

13.4 

NA 

NA 

QOQO0 

Average 

7 

7 

19 

EMC  (3) 

Average 

IS99 

37.8 

ISOO  -17.1 

800-347-4246 

12.4 

12.4 

10.1 

NA 

NA 

00000 

Average 

4 

-1 

31 

JDS  Uniphase  (6) 

Very  High 

IS  99 

62.2 

ISOO  -39.4 

800-347-4246 

8.4 

10.4 

9.7 

NA 

NA 

00000 

Average 

8 

17 

23 

Vodafone  AirTouch  ADR  (5) 

Average 

IS99 

43.1 

III  98  -14.6 

800-347-4246 

18.4 

19.2 

17.2 

NA 

NA 

BBOBB 

Low 

11 

27 

27 

PMC-Sierra  (5) 

High 

IS99 

30.2 

ISOO  -20.1 

800-347-4246 

16.9 

20.8 

17.7 

18.6 

15.8 

OO000 

Average 

3 

21 

29 

JDS  Uniphase  (6) 

High 

IS99 

37.1 

ISOO  -22.9 

800-347-4246 

11.0 

14.9 

12.8 

NA 

NA 

BBOBB 

Average 

11 

11 

44 

Nokia  ADS  (7) 

Average 

IS98 

27.1 

III  98  -12.3 

800-347-4246 

10.3 

16.2 

13.1 

15.4 

12.9 

00000 

High 

9 

12 

30 

Intel  (4) 

High 

IS  98 

28.0 

ISOO  -22.6 

800-347-4246 

16.3 
14.6 
13.2 

17.5 

16.1 

NA 

NA 

00DD0 

Very  High 

6 

-22 

35 

eBay (4) 

High 

IS99 

40.3 

ISOO  -26.6 

800-992-3863 

17.3 

14.7 

19.2 

17.0 

00000 

Very  High 

7 

-20 

39 

Cisco  Systems  (5) 

High 

IS98 

25.0 

ISOO  -14.9 

800-992-3863 

NA 

NA 

NA 

NA 

aaoo 

Low 

2 

13 

43 

Pfizer  (5) 

IS98 

27.1 

III  98  -14.2 

800-992-8151 

1.7 

11.9 

8.5 

15.0 

11.4 

OO00O 

Average 

1 

14 

46 

NTL  (6) 

High 

IS99 

26.4 

III  98  -24.3 

800-824-1916 

12.6 

18.6 

15.8 

NA 

NA 

aaoaa 

Average 

4 

11 

36 

United  Technologies  (5) 

Average 

IS  98 

22.9 

III  98  -14.1 

800-824-1916 

5.8 

14.7 

12.1 

19.1 

16.5 

BBOBB 

Average 

0 

5 

39 

Vodafone  AirTouch  ADR  (11) 

Average 

IS98 

28.6 

III  98  -16.4 

800-824-1916 

13.4 

19.7 

17.9 

NA 

NA 

BOOBS 

Average 

1 

-12 

43 

Nokia  Corp  ADS  (6) 

High 

IS98 

30.8 

ISOO  -16.1 

800-824-1916 

25.9 

20.5 

19.6 

NA 

NA 

BBOBB 

Average 

4 

11 

38 

Cisco  Systems  (6) 

Very  High 

IS99 

44.3 

ISOO  -27.5 

800-824-1916 

16.2 

20.5 

16.8 

18.2 

15.0 

BBBBB 

Average 

19 

29 

22 

Medtronic  (3) 

Low 

IS  98 

22.0 

III  98     -8.6 

800-421-0180 

4.9 

10.4 

7.4 

11.4 

9.2 

□BBDB 

High 

1 

7 

17 

Microsoft  (3) 

Low 

II  97 

12.3 

III  98     -6.9 

800-345-2021 

8.6 

18.1 

15.7 

NA 

NA 

aaaoa 

High 

3 

11 

28 

Microsoft  (5) 

Average 

IS  98 

23.1 

III  98  -13.9 

800-345-2021 

8.8 

7.3 

5.7 

20.4 

18.2 

000DO 

Average 

3 

4 

39 

Gemstar  Intl.  Group  (7) 

Very  High 

IS  99 

56.3 

ISOO  -35.1 

800-345-2021 

13.0 

18.5 

15.4 

16.6 

13.7 

aaaoa 

Average 

5 

12 

42 

Cisco  Systems  (7) 

High 

IS  99 

23.6 

ISOO  -16.8 

800-345-2021 

18.5 

19.5 

16.2 

18.0 

15.5 

BBoaa 

Average 

6 

20 

29 

Gemstar  Intl.  Group  (6) 

Average 

IS99 

40.4 

III  98  -21.2 

800-345-2021 

9.7 

17.6 

15.8 

17.7 

15.9 

aaaoa 

Average 

2 

14 

24 

Microsoft  (4) 

Average 

IS  98 

22.2 

III  98  -11.3 

800-345-2021 

22.6 

24.1 

22.5 

NA 

NA 

aooaa 

High 

11 

21 

21 

Marschollek  VZ  (4) 

Average 

IS  99 

50.9 

III  98  -19.9 

800-345-2021 

16.8 

17.9 

15.3 

NA 

NA 

BBoaa 

High 

6 

11 

22 

Vodafone  AirTouch  ADR  (4) 

Average 

IB  99 

48.2 

III  98  -17.9 

800-345-2021 

28.3 

NA 

NA 

NA 

NA 

Boaa 

Average 

0 

-1 

38 

Pinnacle  Systems  (7) 

IS  99 

77.3 

ISOO  -36.6 

800-345-2021 

12.3 

19.0 

15.7 

14.5 

11.6 

oaaoo 

High 

2 

24 

35 

General  Electric  (6) 

Average 

IS98 

22.4 

ISOO     -9.8 

800-345-2021 

13.3 

16.4 

13.5 

20.6 

18.9 

BBOBB 

Low 

2 

27 

46 

Qualcomm  (7) 

High 

IS  99 

32.1 

ISOO  -16.9 

800-345-2021 

5.0 

14.0 

10.9 

NA 

NA 

aoaoa 

High 

2 

1 

39 

FPL  Group  (5) 

Average 

II  99 

18.5 

III  99  -11.0 

800-345-2021 

20.1 

12.8 

10.3 

17.5 

15.3 

BBBOB 

High 

4 

7 

47 

JDS  Uniphase  (13) 

Very  High 

IS99 

72.2 

III  98  -27.5 

800-345-2021 

7.5 

12.8 

9.9 

13.5 

10.8 

boobo 

Average 

9 

10 

14 

U.S.  Treas.  Intl.  3.756  7/02  (2) 

Very  Low 

II  97 

10.0 

III  99     -5.2 

800-421-0180 

4.6 

12.9 

9.7 

13.8 

10.8 

aOQBB 

Average 

21 

16 

16 

Sprint  (FON  Group)  (2) 

Low 

IS  98 

12.4 

III  99     -7.6 

800-421-0180 

NA 

NA 

NA 

NA 

NA 

B 

13 

-16 

19 

Samsung  Electronics  (3) 

IS  99 

25.2 

II  00     -9.4 

800-421-0180 

13.9 

19.9 

17.3 

16.4 

14.7 

oaaoo 

Low 

3 

34 

15 

Cisco  Systems  (2) 

Average 

IS98 

22.9 

III  98     -9.0 

800-451  8377 

5.9 

13.4 

11.8 

NA 

NA 

BOBBO 

Average 

1 

17 

12 

Exxon  Mobil  (2) 

Low 

II  97 

12.6 

III  99     -9.2 

800-451-8377 

13.8 

NA 

NA 

NA 

NA 

BOO 

High 

2 

0 

10 

NTT  Mobile  Communs.  (2) 

IS  99 

36.2 

III  98  -15.6 

800-451-8377 

27.3 

24.4 

22.7 

NA 

NA 

DBODD 

High 

4 

-9 

24 

AT&T  Canada  B  (4) 

Average 

IS99 

49.1 

III  98  -18.8 

800-344-1770 

37.2 

NA 

NA 

NA 

NA 

ODD 

High 

5 

5 

29 

Kinder  Morgan  (5) 

IS  99 

37.7 

III  98  -10.5 

800-344-1770 

DATA:  STANDARD  &  POOR'S 

BusinessWeek  /          jary  2<          31  B5 

MUTUAL  FUND  SCOREBOARD 


FUND 


OVERALL  RATING 


CATEGORY 


RATING       SIZE 


FEES 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(COMPARES  RISK  ADJUSTED  PERFORMANCE 
OF  FUND  WITHIN  CATEGORY) 


ASSETS 
SMIL 


%  CHG. 
1999-2000 


SALES 
CHARGE  (%) 


EXPENSE 
RATIO  (%) 


2000  RETURNS  (fK 

PRE- 
TAX 


AFTER- 
TAX 


AXP  BLUE  CHIP  ADVANTAGE  A 
AXP  DIVERSIFIED  EQUITY  INC    A   & 
AXP  EQUITY  SELECT  A   A 
AXP  EQUITY  VALUE  B   A 
AXP  GLOBAL  GROWTH  A   A 


C 
C 

C 

c 
c- 


Large-cap  Growth 
Large-cap  Value 
Large-cap  Blend 
Large-cap  Value 
World 


C- 

c- 
c- 
c- 
c- 


2243.2 
1484.8 
1463.1 
964.3 
1222.3 


5.75 
5.75 
5.75* 
0.00* 
5.75 


0.83t  -11.5  -13.5 

0.89t  -1.8  -2.2 

0.93t  -5.7  -10.4 

1.67t  -0.4  -0.8 

1.25t  -23.4  -26.1 


AXP  GROWTH  A  A 

AXP  INTERNATIONAL  A 

AXP  MANAGED  ALLOCATION  A 

AXP  MUTUAL  A   A 

AXP  NEW  DIMENSIONS  A 


Large-cap  Growth 
Foreign 

International  Hybrid 
Domestic  Hybrid 
Large-cap  Growth 


D  5264.9  2 

D  804.3  -18 

D  1509.5  -25 

D  2323.2  -27 

B  15825.5  4 


5.75 
5.75* 
5.75 
5.75 
5.75 


0.99t  -19.0  -19.9 

1.30t  -25.0  -27.6 

0.96t  -3.8  -5.9 

0.83t  -11.0  -11.7 

0.90t  -fl.8  -10.9 


AXP  STOCK  A 

AXP  STRATEGY  AGGRESSIVE  A 
AXP  UTILITIES  INCOME  A 
BEAR  STEARNS  S&P  STARS  A 
BERGER  GROWTH  (b)  A 

BERGER  SMALL  CAP  VALUE  INSTL.   X 
BERGER  SMALL  CO.  GROWTH  INV. 
BERNSTEIN  INTERNATIONAL  VALUE  II 
BERNSTEIN  TAX-MGD.  INTL.  VALUE 
BRANDYWINE   X 


C 
D 

A 

B+ 

D 


Large-cap  Blend 
Mid-cap  Growth 
Utilities 

Large-cap  Biend 
Large-cap  Growth 


D 
D 

B 
B+ 

F 


3045.0 
1486.3 
1665.2 
1186.4 
1363.2 


-9 

54 

15 

218 

-12 


5.75* 
5.75* 
5.75 
5.50* 
No  load 


0.82t  -7.4  -9.7 

1.06t  -18.5  -22.9 

0.99t  17.0  15.6 

1.50T  2.9  2.6 

1.1 3t  -18.9  -21.8 


Small-cap  Value 
Small-cap  Growth 
Foreign 
Foreign 
Mid-cap  Growth 


B+ 

B 


899.6 
1063.1 
1801.0 
2858.2 
5560.0 


88 

15 

-26 

-22 

10 


No  load 
No  load 
No  load 
No  load 
No  load 


0.88 

1.27t 

1.25 

1.24 

1.04 


27.2  25.0 

-8.3  -11.7 

-3.0  -6.6 

-4.9  -6.8 

7.1  -0.6 


BRAZOS  SMALL  CAP  GROWTH  Y  (c) 
CALVERT  SOCIAL  INV.  BALANCED  A 
CAPITAL  INCOME  BUILDER  A  X 
CAPITAL  WORLD  GROWTH  &  INCOME  A 
CGM  MUTUAL   X 

CHASE  VISTA  GROWTH  &  INCOME  A 
CLIPPER   X 

COHEN  &  STEERS  REALTY  SHARES 
COLUMBIA  BALANCED 
COLUMBIA  COMMON  STOCK 


C 
B 
B+ 
C- 


Small-cap  Growth 
Domestic  Hybrid 
Domestic  Hybrid 
World 
Domestic  Hybrid 


937.0  49 

D             663.5  -9 

B           7255.5  -14 

A         10715.5  7 

F              639.4  -26 


No  load 
4.75* 
5.75* 
5.75* 

No  load 


1.08 
1.17t 
0.64t 
0.79t 
1.02 


5.2 
-2.4 
11.3 

1.4 


C 

A 

C 

B+ 

B+ 


Large-cap  Value 
Large-cap  Value 
Real  Estate 
Domestic  Hybrid 
Large-cap  Growth 


C-  1053.3 

A  1127.6 

C  1240.5 

B  1091.6 

B  876.7 


-23 
8 

-12 

8 

-3 


5.75 
No  load 
No  load 
No  load 
No  load 


1.26t 
1.10 
1.06 
0.66 
0.77 


COLUMBIA  GROWTH  C  Large-cap  Growth 

COLUMBIA  SPECIAL  C  Mid-cap  Growth 

DAVIS  N.Y.  VENTURE  A  B+  Large-cap  Value 

DELAWARE  DECATUR  EQUITY  INCOME  A  C  Large-cap  Value 

DELAWARE  GROWTH  OPPORTUNITIES  A  (d)  C-  Mid-cap  Growth 


C 

C 

B+ 

C- 

C- 


1901.5 
1003.5 
8961.1 
1259.0 
787.5 


No  load 

No  load 

4.75* 

5.75* 

5.75* 


0.65 
1.09 

0.88t 
1.03T 
1.25t 


-7.9 
13.8 
9.9 
9.5 
-10.2 


DELAWARE  SELECT  GROWTH  B  All  Cap 

DELAWARE  TREND  A  C-  Small-cap  Growth 

DEUTSCHE  EQUITY  500  INDEX  PREMIER  (e)  B+  Large-cap  Blend 

DEUTSCHE  INTERNATIONAL  EQUITY  (f)  C  Foreign 

DODGE  &  COX  BALANCED  X  B+  Domestic  Hybrid 


B 
B 
B 
B+ 


683.1 

800.3 

2334.5 

1882.3 

4730.1 


93 
34 
-16 
-7 
-8 


0.00* 

5.75* 

No  load 

No  load 

No  load 


2.04T 
1.29t 
0.13 
0.70 
0.53 


-22.9 
-6.8 
-9.2 

-20.2 
15.1 


3.0 

-4.7 

9.6 

-1.4 


-11.6       -12.5 


0.5  -2.6 

37.4  33.9 

26.6  24.5 

0.8  -1.1 

-5.7  -7.7 


-10.0 
8.4 
7.9 
8.7 

-14.7 


-22.9 

-8.2 

-11.0 

-20.4 

10.8 


DODGE  &  COX  STOCK   X  B+  Large-cap  Value 

DOMINI  SOCIAL  EQUITY  B  Large-cap  Growth 

DRESDNER  RCM  BIOTECHNOLOGY  N  Health 

DRESDNER  RCM  MID  CAP  X  C  Mid-cap  Growth 

DREYFUS  C-  Large-cap  Value 

DREYFUS  APPRECIATION  X  B+  Large-cap  Growth 

DREYFUS  BASIC  S&P  500  STOCK  INDEX  B+  Large-cap  Blend 

DREYFUS  DISCIPLINED  STOCK  B  Large-cap  Blend 

DREYFUS  FOUNDERS  DISCOVERY  F  C-  Small-cap  Growth 

DREYFUS  FOUNDERS  GROWTH  F  C-  Large-cap  Growth 


B+ 

B 


5272.5 

1352.2 

809.7 

958.9 

2262.8 


18 

9 

8851 

-17 

-16 


No  load 
No  load 
No  load 
No  load 
No  load 


0.55 

0.96t 

1.50t 

0.77 

0.71 


16.3 
-15.1 

81.9 

1.2 

-14.3 


B+ 

B 
C 
B+ 
D 


3876.1 
1822.8 
3184.5 
1035.5 
2278.8 


-19 

0 

-5 

60 

-22 


No  load 
No  load 
No  load 
No  load 
No  load 


0.88 
0.20 
I.OOt 
1.45t 
1.08t 


1.8 
-9.3 
-9.2 
-8.2 
-27.2 


Small-cap  Blend 
Large-cap  Value 
Large-cap  Blend 
Mid-cap  Blend 
Large-cap  Value 


DREYFUS  GR.  &  VAL.  EMERGING  LEADERS  > 

DREYFUS  GROWTH  &  INCOME  ( 

DREYFUS  INDEX  S&P  500  INDEX  i 

DREYFUS  NEW  LEADERS  ( 

DREYFUS  PREMIER  CORE  VALUE  A  i 

DREYFUS  PREMIER  TECHNOLOGY  GROWTH  A  Technology 

DREYFUS  PREMIER  THIRD  CENTURY  Z  B  Large-cap  Growth 

DREYFUS  PREMIER  WORLDWIDE  GR.  B   A  B+  World 

EATON  VANCE  TAX-MGD.  GROWTH  B  Large-cap  Growth 

ENTERPRISE  GROWTH  AX  B+  Large-cap  Growth 


1 249.0 

1 349.9 

2886.0 

643.1 

600.1 


143 

-14 

1 

3 

4 


0.00* 
No  load 
0.00* 
0.00* 
5.75* 


1.26 
0.96 
0.50 
1.13 
1.15t 


9.5 
-3.8 
-9.6 

8.6 
11.2 


B 
B+ 


B  + 


991.3 
1188.4 

967.5 
3787.2 
1009.0 


33 

-8 

2 

18 

-16 


5.75* 
No  load 
0.00* 
0.00* 
4.75* 


1.12 
0.96 
1.92T 
1.45t 
1.40t 


-27.9 
-12.9 

-5.7 
2.3 

-7.9 


11.9 
-15.5 

81.9 
-10.7 
-14.6 


0.1 
-9.6 

-10.1 
-9.6 

-30.0 


9.1 
-5.3 
-9.8 
4.7 
8.9 


-27.9 
-14.2 

-5.7 
2.3 

-9.7 


EUROPACIFIC  GROWTH  X 
EVERGREEN  BALANCED  A 
EVERGREEN  FOUNDATION  B 
EVERGREEN  GROWTH  &  INCOME  B 
EVERGREEN  LARGE  CO.  GROWTH  A  <g) 

EVERGREEN  OMEGA  B 
EVERGREEN  SMALL  CO.  GROWTH  A 
EXCELSIOR  BLENDED  EQUITY  A 
EXCELSIOR  VALUE  &  RESTRUCTURING 
FEDERATED  AMERICAN  LEADERS  A 


Foreign 

Domestic  Hybrid 
Domestic  Hybrid 
Large-cap  Value 
Large-cap  Growth 


B+ 


C- 
C- 


31243.2 
1043.6 
1422.8 
614.9 
844.4 


3 

-9 

8 
-26 
-13 


5.75* 
4.75* 
0.00* 
0.00* 
4.75* 


0.84t 
0.91 1 
1.96t 
2.22t 
0.95T 


-17.8 
-1.0 
-5.8 
-6.8 

-15.5 


Large-cap  Growth 
Small-cap  Growth 
Large-cap  Blend 
Large-cap  Value 
Large-cap  Value 


C- 

C 
A 
C 


1091.7 
765.2 
921.5 
1577.8 
1651.4 


122 

-12 

8 

97 


0.00* 

4.75* 

No  load 

No  load 

5.50 


1.94t 

1.01t 

0.97 

0.90 

1.16 


-14.3 

-11.2 

-8.2 

7.2 

2.0 


-19.6 
-4.7 
-8.6 
-9.1 

-19.5 


-15.2 

-18.0 

-8.7 

6.6 

1.0 


'Includes  redemption  fee.  "Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  tNot  currently  accepting  new  accounts.  iLess  than  0.5%  of  assets.  NA=Not  available.  NM  Not  mi 
(b)  Formerly  Berger  One  Hundred  Fund,  (c)  Formerly  Brazos  Small  Cap  Growth  Portfolio,  (d)  Formerly  Delaware  Group:DelCap  Fund  A.  (e)  Formerly  Bl  Institutional  I  quity  500  Index 
Formerly  BT  Investmentilnternational  Equity  Fund,  (g)  Formerly  Evergreen  Strategic  Growth  Fund  A. 


Week  /  January  29.  2001 


«    ICE  ANNUAL  TOTAL  RETURNS  (%)    HISTORY     PORTFOLIO  DATA 


i  EARS 

*FT£RTAX 


Equity  Funds 


RISK 


TELEPHONE 


S YEARS 
PRETAX  AFTERTAX 


10  YEARS 
PRETAX  AFTERTAX 


RESULTS  VS. 
ALL  FUNDS 


TURNOVER    CASH   UNTAXED 
%      GAINS  % 


TOP  10 
STKS.  % 


LARGEST  HOLDING 


LEVEL 


BEST 


WORST 


COMPANY  (%  ASSETS) 


QTR     %  RET        QTR      %  RET 


7.7  15.0  12.8 

4.5  11.3  8.8 

11.3  19.5  15.4 

4.1  12.0  9.2 


15.7 
14.0 
17.0 
13.8 


13.4 
11.7 
13.8 
11.2 


bbboo 
annas 

BBBBO 
BBBOB 


Average 
High 
High 

Average 


7.4       10.3       8.1        9.5       8.2     DBBBB     Average         3       -11 


Microsoft  (5) 
Citigroup  (5) 
JDS  Uniphase  (5) 
Citigroup  (4) 
Ericsson(LM)  B  ADS  (4) 


Average 

Low 
Average 

Low 
Average 


1298  20.2 

1298  15.4 

1299  31.4 
1298  16.2 
12  99  32.2 


III  98  -10.6 

III  98  -10.6 

III  98  -15.8 

III  98  -12.4 

III  98  -16.9 


800-862-7919 
800-328-8300 
800-862-7919 
800-862-7919 
800-862-7919 


10.6  15.8  14.9 
5.1  6.8  4.7 
2.7  8.4  5.1 

-0.6  7.1  4.3 

13.7  19.0  17.2 


18.0 
7.6 
12.1 
10.3 
19.0 


16.0 
6.1 
8.9 
7.5 

17.2 


BDBBB 

00000 

00000 

0O00O 
00000 


Low 
High 
Average 
High 
Low 


32 
-7 
-4 

-9 

28 


45 
30 
17 

24 
34 


Cisco  Systems  (8) 
Ericsson(LM)  'B'  ADS  (4) 
General  Electric  (3) 
FNMA  8  4/1/30  (5) 
Cisco  Systems  (6) 


High 
Average 

Low 

Low 
Average 


1298  27.1 

1299  31.5 
1298  12.0 
1298  10.2 
12  98  24.3 


1200  -22.8 

III  98  -19.9 

III  98  -11.1 

12  00  -9.2 

III  98  -11.5 


800-862-7919 
800-862-7919 
800-862-791 9 
800-328-8300 
800-862-7919 


6.4 
15.2 
14.0 
24.9 

9.7 


14.0  11.2 

18.3  14.5 

18.2  15.6 

24.2  22.4 


14.1 
NA 


11.1 
NA 


15.6      13.0 
NA        NA 
13.1        8.3       18.0      15.2 


□  0000 
00000 

00000 

BDDBB 

00000 


High 
Average 

High 
Average 
Average 


-26 
19 
22 
5 

4 


Microsoft  (5) 
Finisar  (2) 
Enron  (4) 
Cisco  Systems  (6) 
Cisco  Systems  (4) 


Average 

High 
Very  Low 
Average 

High 


1298  19.3 

1299  55.0 
III  00  17.9 

1298  28.5 

12  99  42.9 


III  98  -11.5 
1200  -26.9 

III  99  -5.3 
1200  -14.1 
12  00  -28.0 


800-862-7919 
800-862-7919 
800-862-7919 
800-766-41 1 1 
800-259-2820 


12.6 

20.2 

NA 

7.3 

14.1 


20.4      18.2 
21.3      17.7 


19.5     17.1 
NA        NA 


NA 
10.7 


NA 
8.6 


NA 
NA 


18.0      14.3      20.7      17.4 


0000171  Average  5          15  27  Federal  Signal  (4)                            Low  II  99  22.1  III  98  -16.6 

B0OO0        Low  5          15  20  Primus  Knowledge  Solutions  (2)  Very  High  1299  59.0  III  98  -29.2 

0        Low  2       -14  22  Siemens  (3)  1299  6.8  III  00  -5.2 

00000        Low  2          13  23  Siemens  (4)                                   Low  198  18.6  III  98  -17.7 

00000       High  5-12  41  Nokia  ADS  (6)                                High  1299  32.5  III  98  -18.9 


800-259-2820 
800-259-2820 


800-656-3017 


17.0  NA  NA  NA  NA  DBBB  Average  11  20  22  Waters  (3)  1299  29.9  III  98  -19.5  800-336-9970 

4.6  9.7  6.9  9.8  7.4  BDBBB  Very  High  3  3  17  Xerox  Cap.  Tr.  8  2/27  (2)                Low  1298  12.4  1200  -6.8  800-368-2745 

4.5  11.9  9.7  13.1  11.0  00000        Low  18  21  17  First  Union  (2)                            Very  Low  1296  9.8  III  99  -5.4  800-421-0180 

11.8  16.6  13.8  NA  NA  BDBBB  Very  Low  8  17  15  Telecom  Italia  ADS  (2)                Very  Low  1299  16.4  III  98  -9.7  800-421-0180 

2.9  9.0  5.4  12.2  9.0  OO00O  Very  High  1  -7  60  Comp Siderurgica  Nacional  ADS  (8)  Average  1298  19.3  III  98  -13.8  800-343-5678 


4.5 
13.5 

0.3 
8.8 

12.2 


13.9  10.5 

20.1  16.6 

12.3  10.2 

12.6  10.0 

17.8  14.9 


17.2  14.7 
19.7  16.5 


NA 
NA 
NA 


□BB0B 
BDBBD 

O000O 
O00O0 
BBDBB 


High 
Average 
Low 
High 
High 


3 
24 
3 
3 
1 


29 
49 
57 
22 
33 


Citigroup  (4) 
Federal  Home  Loan  (1 1) 
Vornado  Realty  Trust  (10) 
U.S.  Treas.  8.875  8/17(3) 
Intel (4) 


Average 
Very  Low 

Low 
Very  Low 
Average 


1298  16.6 

III  00  16.2 

1296  19.7 

1298  12.9 

12  98  23.3 


III  98  -12.2 
III  99  -4.3 
III  98  -11.9 
III  98  -4.8 
III  98  -11.5 


800-622-4273 
800-776-5033 
800-437-9912 
800-547-1707 
800-547-1707 


12.9 

18.2 

15.3 

17.9 

14.9 

BBDBB 

High 

2 

24 

32 

Intel  (5) 

Average 

1298 

25.6 

12  00 

-15.0 

800-547-1707 

19.3 

18.2 

14.9 

20.3 

17.2 

BDBBD 

Average 

3 

25 

21 

Ciena  (3) 

High 

1299 

37.4 

1200 

-12.8 

800-547-1707 

13.0 

20.2 

18.9 

20.3 

18.4 

BBBDB 

Low 

8 

23 

41 

Hewlett-Packard  (6) 

Low 

1298 

21.4 

III  98 

-14.4 

800-279-0279 

3.0 

12.6 

9.2 

13.8 

10.6 

BBDBB 

High 

7 

9 

21 

Intl.  Paper  (3) 

Low 

II  97 

13.7 

III  98 

-9.8 

800-523-1918 

15.9 

17.7 

13.0 

16.2 

13.2 

00000 

Average 

5 

19 

36 

PMC-Sierra  (5) 

High 

12  99 

48.1 

12  00 

-24.8 

800-523-1918 

22.1 

NA 

NA 

NA 

NA 

0000 

High 

3 

-10 

30 

America  Online  (4) 

1299 

42.9 

1200 

-28.1 

800-523-1918 

19.0 

19.1 

16.0 

23.2 

20.3 

00000 

Low 

8 

5 

37 

Applied  Micro  Circuits  (6) 

High 

1299 

35.0 

1200 

-23.6 

800-523-1918 

10.9 

18.2 

16.8 

NA 

NA 

OODBB 

Low 

2 

50 

27 

Microsoft  (4) 

Average 

1298 

21.4 

III  98 

-9.9 

800-730-1313 

8.3 

12.7 

12.3 

NA 

NA 

BBBBB 

Very  Low 

6 

12 

20 

Vodafone  AirTouch  ADR  (3) 

Average 

1299 

32.1 

III  98 

-16.6 

800-730-1313 

8.2 

13.9 

11.1 

14.5 

12.2 

BBDDD 

Very  Low 

2 

12 

17 

U.S.  Treas.  Infl  -Indexed  Note  (2) 

Very  Low 

II  97 

11.0 

III  98 

-7.9 

800-621-3979 

10.9 

18.3 

15.7 

17.8 

15.7 

BDDBD 

Low 

8 

17 

23 

Bank  One  (3) 

Low 

II  99 

16.6 

III  98 

-14.3 

800-621-3979 

11.1 

18.1 

17.7 

NA 

NA 

00000 

Very  Low 

1 

6 

39 

Microsoft  (8) 

Average 

12  98 

24.6 

III  98 

-9.8 

800-582-6757 

63.2 

NA 

NA 

NA 

NA 

BOD 

Very  High 

10 

4 

33 

Amgen  (5) 

12  99 

65.4 

1200 

-17.3 

800-726-7240 

15.5 

21.1 

12.6 

20.0 

13.4 

BBBOB 

High 

1 

-24 

28 

JDS  Uniphase  (4) 

High 

1299 

42.2 

1200 

-25.0 

800-726-7240 

6.8 

9.8 

7.6 

10.5 

7.8 

BDBBD 

Average 

0 

24 

33 

General  Electric  (6) 

Average 

1298 

20.3 

III  98 

-12.9 

800-645-6561 

12.8 

18.7 

18.0 

17.2 

16.6 

DBDDB 

Very  Low 

0 

38 

42 

Intel  (9) 

Low 

1298 

20.5 

III  98 

-10.2 

800-645-6561 

11.5 

18.1 

17.3 

NA 

NA 

DDDBB 

Low 

2 

28 

26 

Microsoft  (4) 

Average 

1298 

21.3 

III  98 

-10.0 

800-645-6561 

9.8 

17.5 

15.7 

17.2 

15.4 

DDDBB 

Average 

1 

22 

27 

Cisco  Systems  (4) 

Average 

1298 

22.6 

III  98 

-12.2 

800-645-6561 

24.3 

22.6 

19.6 

21.4 

19.1 

BDBDB 

Average 

11 

5 

N/A 

Gentex  (N/A) 

Very  High 

1299 

41.9 

III  98 

-22.7 

800-525-2440 

5.2 

13.3 

10.1 

17.6 

14.6 

BBDBB 

High 

4 

-19 

N/A 

Cisco  Systems  (N/A) 

High 

12  99 

31.8 

1200 

-25.0 

800-525-2440 

17.9 

24.8 

23.5 

NA 

NA 

DDBBD 

Average 

5 

16 

22 

Applied  Micro  Circuits  (4) 

Average 

1298 

24.0 

III  98 

-17.8 

800-645-6561 

6.3 

11.0 

7.8 

NA 

NA 

BBBBB 

Average 

3 

18 

23 

General  Electric  (4) 

Average 

1298 

18.5 

III  98 

-11.7 

800-645-6561 

11.3 

17.7 

17.0 

16.9 

15.7 

00OBB 

Low 

2 

32 

26 

Microsoft  (4) 

Average 

1298 

21.3 

III  98 

-10.1 

800-645-6561 

10.4 

15.0 

12.5 

17.1 

14.4 

BBBBB 

Average 

6 

34 

31 

Gemstar  Intl.  Group  (4) 

Average 

1299 

24.5 

III  98 

-20.4 

800-645-6561 

9.5 

16.3 

12.3 

15.7 

12.3 

BBDDB 

High 

0 

16 

28 

FleetBoston  Financial  (4) 

Low 

II  97 

15.3 

III  98 

-14.6 

800-554-4611 

54.4 

NA 

NA 

NA 

NA 

DOB 

Average 

6 

-14 

28 

Vitesse  Semiconductor  (3) 

1299 

60.3 

1200 

-36.4 

800-554-4611 

11.8 

18.9 

16.2 

16.0 

13.6 

ODDBD 

Average 

0 

23 

28 

Schering-Plough  (3) 

Average 

12  98 

24.3 

1200 

-13.4 

800-554-4611 

11.5 

15.9 

15.8 

NA 

NA 

DBDBB 

Very  Low 

1 

22 

35 

Intel  (8) 

Low 

1298 

19.9 

III  98 

-13.0 

800-554-461 1 

13.9 

NA 

NA 

NA 

NA 

ODBB 

Very  Low 

4 

23 

20 

Cisco  Systems  (3) 

1298 

21.2 

III  98 

-11.3 

800-225-6265 

12.3 

20.8 

19.4 

19.5 

17.7 

DBDBD 

Low 

3 

14 

42 

Pfizer  (5) 

Average 

1298 

26.8 

III  98 

-14.0 

800-432-4320 

12.5 

14.1 

12.2 

13.7 

12.3 

DBBBB 

Low 

12 

15 

23 

Vodafone  AirTouch  ADR  (6) 

Low 

1299 

29.1 

III  98 

-13.6 

800-421-0180 

NA 

NA 

NA 

NA 

NA 

DB 

High 

3 

7 

19 

Microsoft (3) 

1299 

10.5 

III  98 

-4.0 

800-343-2898 

4.1 

10.1 

8.6 

NA 

NA 

DBBDB 

Average 

3 

12 

30 

General  Electric  (4) 

Low 

1299 

11.5 

III  98 

-6.4 

800-343-2898 

2.1 

11.9 

10.8 

NA 

NA 

BODDB 

Average 

0 

26 

22 

Seagate  Technology  (4) 

Average 

1299 

16.8 

III  98 

-14.6 

800-343-2898 

NA 

NA 

NA 

NA 

NA 

BD 

High 

6 

0 

33 

Cisco  Systems  (5) 

12  99 

27.7 

12  00 

-18.9 

800-343-2898 

14.2 

16.1 

13.6 

NA 

NA 

DBDBD 

High 

2 

-12 

26 

Cisco  Systems  (3) 

High 

1299 

28.9 

1200 

-25.7 

800-343-2898 

NA 

NA 

NA 

NA 

NA 

DD 

High 

6 

-22 

20 

McLeodUSA  A  (3) 

1299 

47.5 

III  98 

-29.3 

800-343-2898 

12.6 

17.7 

16.5 

18.2 

16.9 

BDDBB 

Low 

0 

46 

39 

Cisco  Systems  (8) 

Average 

1298 

22.6 

III  98 

-12.1 

800-446-1012 

18.5 

22.9 

22.3 

NA 

NA 

OOBBB 

Low 

2 

23 

34 

Qualcomm  (6) 

Average 

1299 

28.0 

III  98 

-20.5 

800^46-1012 

7.0 

15.0 

12.6 

16.3 

14.1 

DBBBB 

Low 

3 

17 

19 

Sun  Microsystems  (3) 

Low 

1298 

16.1 

III  98 

-11.8 

800-341-7400 

DATA:  STANDARD  &  POORS 
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MUTUAL  FUND  SCOREBOARD 


FUND 


OVERALL  RATING 


CATEGORY 


RATING       SIZE 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  FUND  WITHIN  CATEGORY) 


2000  RETURNS  ( 


ASSETS 
SMIL. 


%  CHG 
1999-2000 


SALES 
CHARGE  (%) 


EXPENSE 
RATIO  (%) 


PRE- 
TAX 


AFTER- 
TAX 


FEDERATED  EQUITY  INCOME  B 
FEDERATED  GROWTH  STRATEGIES  A 
FEDERATED  MAX-CAP  ISTL. 
FEDERATED  STOCK  TRUST 
FIDELITY  A 


Large-cap  Blend 
Mid-cap  Growth 
Large-cap  Blend 
Large-cap  Value 
Large-cap  Growth 


1348.1 
990.3 
832.2 

1374.5 
14905.9 


-2 

15 

10 

-15 

4 


0.00* 

5.50 

No  load 

No  load 

No  load 


1.85t 
1.20 

0.62t 
0.95 
0.56 


-11.6 
-19.4 
-9.9 
3.1 
-11.0 


-12.2 
-20.5 
-10.1 
1.2 
-13.6 


FIDELITY  AGGRESSIVE  GROWTH  A 
FIDELITY  ASSET  MANAGER  A 
FIDELITY  ASSET  MANAGER  GROWTH 
FIDELITY  ASSET  MANAGER  INCOME 
FIDELITY  BALANCED   A 


C 

B+ 

B 

B+ 

B+ 


Large-cap  Growth 
Domestic  Hybrid 
Domestic  Hybrid 
Domestic  Hybrid 
Domestic  Hybrid 


C- 

B 
C 
B  + 
B+ 


14638.4 
12782.1 

4781.0 
796.5 

5914.9 


27 

0 

-9 

-11 

-1 


0.00* 
No  load 
No  load 
No  load 
No  load 


0.97 
0.73 
0.80 
0.65 
0.67 


-27.1 

2.7 

-3.5 

3.6 

5.3 


-29.6 

0.0 

-6.9 

1.5 
3.7 


FIDELITY  BLUE  CHIP  GROWTH 
FIDELITY  CAPITAL  APPRECIATION 
FIDELITY  CONTRAFUND  X 
FIDELITY  CONTRAFUND  II  A 
FIDELITY  DISCIPLINED  EQUITY  A 


B 

C- 

B 


Large-cap  Growth 
Large-cap  Blend 
Large-cap  Growth 
Large-cap  Growth 
Large-cap  Growth 


26720.7 
2570.8 

39241.8 
1474.2 
3323.0 


3 
-19 
-10 
39 
-2 


No  load 

No  load 

3.00 

3.00 

No  load 


0.88 
0.83 
0.65 
0.91 
0.79 


-10.5 
-18.1 
-6.8 
-8.3 
-3.5 


-11.3 
-19.7 

-9.2 
-11.3 

-5.9 


FIDELITY  DIVERSIFIED  INTERNATIONAL  B  +  Foreign 

FIDELITY  DIVIDEND  GROWTH  A  Large-cap  Value 

FIDELITY  EQUITY  INCOME  B  Large-cap  Value 

FIDELITY  EQUITY  INCOME  II  A  B  Large-cap  Value 

FIDELITY  EUROPE  B  Europe 


6169.8 
11303.6 
21432.5 
13408.9 

1318.6 


52 
-15 

-7 
-26 

-4 


0.00* 
No  load 
No  load 
No  load 

0.00* 


1.12 
0.77 
0.67 
0.66 
0.89 


-9.0 

12.3 

8.5 

7.5 

-9.1 


FIDELITY  GROWTH  &  INCOME  B+  Large-cap  Blend 

FIDELITY  GROWTH  COMPANY  B+  Large-cap  Growth 

FIDELITY  INTERNATIONAL  GROWTH  &  INC.  C  Foreign 

FIDELITY  LARGE  CAP  STOCK  B  Large-cap  Growth 

FIDELITY  LOW  PRICED  STOCK  X  B+  Small-cap  Value 


B  + 
B+ 

B 
B 
B 


39761.7 
29145.3 

1172.0 
874.3 

6363.5 


-16 

52 
-3 

-6 
-5 


No  load 
No  load 

0.00* 
No  load 

3.00* 


0.67 
0.74 
1.05 
0.89 
0.81 


-2.0 
-6.3 
-14.1 
-14.5 
18.8 


FIDELITY  MAGELLAN 
FIDELITY  MID  CAP  STOCK 
FIDELITY  NEW  MILLENNIUM 
FIDELITY  OTC  A 
FIDELITY  OVERSEAS 


FIDELITY  PURITAN  A  B+ 

FIDELITY  REAL  ESTATE  INVESTMENT  C 

FIDELITY  RETIREMENT  GROWTH  C 

FIDELITY  SEL.  BIOTECHNOLOGY  A  B  + 

FIDELITY  SEL.  BROKERAGE  &  INVESTMENT  A  A 


Large-cap  Growth 
Mid-cap  Growth 
Small-cap  Growth 
Large-cap  Growth 
Foreign 

Domestic  Hybrid 
Real  Estate 
Large-cap  Growth 
Health 
Financial 


92588.1 
6194.2 
3372.9 

11652.7 
4657.3 


-7 

221 

17 

23 

-4 


3.00 
No  load 

3.00 
No  load 

0.00* 


0.74 
0.86 
0.93 
0.76 
1.16 


-9.3 
32.1 
-6.0 
-26.8 
-18.3 


B+ 

C 

C 

C 
B  + 


20720.6 

942.1 

7928.4 

4117.8 

589.9 


-16 
28 
34 

231 
32 


No  load 
0.00* 

No  load 
3.00* 
3.00* 


0.64 
0.88 
0.58 
1.15 
1.28 


7.8 
31.4 

1.7 
32.8 
27.9 


FIDELITY  SEL.  COMPUTERS  A  C-  Technology 

FIDELITY  SEL.  DEVELOP  COMMUNICATIONS   A    C-  Communications 

FIDELITY  SEL.  ELECTRONICS  A  B  Technology 

FIDELITY  SEL.  ENERGY  SERVICE  A  D  Natural  Resources 

FIDELITY  SEL.  HEALTH  CARE  A  A  Health 


C-  2164.0 

C-  1850.4 

B+  6494.4 

C  623.7 

B  2989.6 


-20 
14 
15 
1 
11 


3.00* 
3.00* 
3.00* 
3.00* 
3.00* 


-10.3 
10.4 
6.6 
3.2 

-11.5 


-3.8 

-8.1 

-16.3 

-15.2 

15.3 


-10.0 
29.4 
-10.4 
-29.4 
-20.5 


5.6 
29.6 
-1.7 
32.1 
25.0 


1.05  -31.2  -35.0 

1.11  -29.7  -34.5 

0.98  -17.6  -21.2 

1.23  50.3  50.3 

1.05  36.6  33.3 


FIDELITY  SEL.  SOFTWARE  &  COMPUTER  A  C  Technology 

FIDELITY  SEL.  TECHNOLOGY  A  C-  Technology 

FIDELITY  SEL.  TELECOMMUNICATIONS  A  D  Communications 

FIDELITY  SMALL  CAP  SELECTOR  A  C-  Small-cap  Blend 

FIDELITY  SMALL  CAP  STOCK  Small-cap  Blend 


1102.9 

4595.8 

936.3 

625.7 

1061.5 


3.00* 
3.00* 
3.00* 
0.00* 
0.00* 


1.11 
1.04 
1.09 
0.88 
1.17 


-20.4 

-32.4 

-37.4 

5.8 

11.8 


-25.9 

-34.3 

-38.6 

4.8 

10.7 


FIDELITY  SPARTAN  500  INDEX  (h)  B+  Large-cap  Blend 

FIDELITY  SPARTAN  TOTAL  MARKET  INDEX  Large-cap  Blend 

FIDELITY  STOCK  SELECTOR  A  C  Large-cap  Growth 

FIDELITY  TREND  A  D  Large-cap  Growth 

FIDELITY  UTILITIES  A  C  Utilities 


9464.3 
1015.2 
1466.8 
1245.9 
2269.9 


-A 

59 
-12 

-7 
-18 


0.00* 
0.00* 
No  load 
No  load 
No  load 


0.19 
0.25 
0.56 
0.58 
0.80 


-9.1 

-11.0 

-7.0 

-7.2 

-20.5 


FIDELITY  VALUE 

FIDELITY  WORLDWIDE  X 

FIRST  AMERICAN  INTERNATIONAL  Y 

FIRST  EAGLE  SOGEN  GLOBAL  A  (i)  X 

FIRST  GROWTH  &  INCOME  I 


Mid-cap  Value 
World 
Foreign 

International  Hybrid 
Large-cap  Blend 


C- 
C 

B  + 

B 
A 


3202.3 
925.6 
691.4 

1607.3 
797.2 


-29 

-10 

3 

-15 

-2 


No  load 
0.00* 

No  load 
5.00 

No  load 


0.48 
1.04 
1.35 
1.35T 
0.87 


8.1 

-8.0 

-23.4 

4.5 

10.7 


-9.4 
-11.3 
-10.1 
-10.2 
-24.0 


7.4 

-10.9 

-27.7 

1.6 

7.8 


FIRSTHAND  TECHNOLOGY  VALUE  A  Technology 

FLAG  INVESTORS  COMMUNICATIONS  A  B  Communications 

FORTIS  GROWTH  A  C-  Mid-cap  Growth 

FRANKLIN  BALANCE  SHEET  INVMT.  X  B  Small-cap  Value 

FRANKLIN  BIOTECHNOLOGY  DISCOVERY  A  Health 


B  + 
C 
C 
B 


2904.2 
1350.0 
873.8 
1045.5 
1274.2 


228 

-31 

2 

-9 

960 


0.00* 
5.50* 
4.75* 
1.50* 
5.75* 


1.91 

0.96t 

1.04T 

0.98t 

1.13t 


-10.0 
-34.5 
3.5 
20.5 
46.6 


-11.6 

-35.5 

-1.2 

19.6 

46.5 

0.88t  -7.0  8.2 

0.94t  -12.2  -12.9 

0.91 1  0.4  -1.0 

0.93t  7.5  6.2 

0.76t  20.6  17.3 


FRANKLIN  CA.  GROWTH  A 
FRANKLIN  DYNATECH  A  A 
FRANKLIN  GROWTH  &  INCOME  A  (j) 
FRANKLIN  GROWTH  A   X 
FRANKLIN  INCOME  A   X 


B 
B 
B+ 
B+ 

B 


Mid-cap  Growth 
Technology 
Large-cap  Growth 
Large-cap  Value 
Domestic  Hybrid 


B+ 

B 
B 
B+ 
C 


1968.4 
709.8 
1037.1 
2107.1 
5864.7 


5.75** 
5.75** 
5.75** 
5.75** 
4.25" 


FRANKLIN  STRAT.  SMALL  CAP  GROWTH 
FRANKLIN  UTILITIES  A  X 
FREMONT  GLOBAL  X 
FREMONT  U.S.  MICRO  CAP 
TUNDAMENTAL  INVESTORS  A   X 


A(k) 


C- 

c 

c 
c 

B  + 


Small-cap  Growth 
Utilities 

International  Hybrid 
Small-cap  Growth 
Large-cap  Value 


B+ 

F 
C 
A 


10051.5 
1588.5 
734.5 
663.7 


B+         19248.8 


-4(> 

7 

3 

(,1) 

24 


5.75* 

4.25* 

No  load 

No  load 

5.75* 


0.85t 
0.831 
0.86 
1.58 
0.63T 


-9.8 

41.6 

-6.6 

-10.6 

4.3 


-10.1 
39.5 
-9.4 

-15.1 
2.4 


'Includes  redemption  fee   "Includes  deferred  sales  charge.  1 12(b)- 1  plan  in  effect.  (Not  currently  accepting  new  accounts.  *)Less  than  0.5%  of  assets.  NA=Not  available   NM   N.ii  m» 
idelity  Spartan  Market  Index  Fund,  (i)  Formerly  SoGen  International  Fund,  (j)  Formerly  Franklin  Equity  Fund  A.  (k)  Formerly  Franklin  Strategic  Srs:Sm  Cap  Growth  A 
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] 

Equ 

ity 

Funds 

iGE  ANNUAL  TOTAL  RETURNS  (%) 

HISTORY 

RESULTS  VS. 
ALL  FUNDS 

PORTFOLIO  DATA 

RISK 

LEVEL 

BEST 

WORST 

TELEPHONE 

TURNOVER 

CASH 
% 

UNTAXED 
GAINS  % 

TOP  10 
STKS  % 

LARGEST  HOLDING 

EARS 
VFTERTAX 

PRETAX  AFTERTAX 

PRETAX  AFTERTAX 

COMPANY  (%  ASSETS) 

QTR 

%  RET 

QTR 

%  RET 

5.0 

12.3 

10.9 

NA 

NA 

0000O 

Average 

3 

11 

20 

General  Electric  (2) 

Average 

1598 

16.0 

IS  00 

-13.8 

800-341-7400 

15.6 

20.2 

17.2 

17.1 

14.4 

BBBBB 

Average 

2 

11 

19 

Vitesse  Semiconductor  (2) 

High 

IB  99 

42.0 

IS  00 

-20.9 

800-341-7400 

11.0 

17.5 

16.7 

NA 

NA 

BBBBB 

Very  Low 

3 

33 

25 

Microsoft  (4) 

Average 

1998 

21.1 

III  98 

-10.1 

800-341-7400 

6.6 

15.9 

12.5 

16.4 

13.5 

0(1000 

Low 

0 

20 

19 

Sun  Microsystems  (2) 

Low 

1998 

16.5 

III  98 

-11.3 

800-341-7400 

11.0 

18.0 

15.5 

17.4 

14.7 

BBBBB 

High 

4 

8 

23 

General  Electric  (N/A) 

Average 

15  98 

23.8 

III  98 

-10.8 

800-544-8544 

25.8 

24.0 

20.8 

24.1 

21.5 

BBBBB 

Very  High 

3 

-23 

31 

Cisco  Systems  (N/A) 

High 

IS  99 

48.3 

IS  00 

-27.6 

800-544-8544 

7.5 

13.3 

10.3 

13.5 

11.1 

00000 

High 

11 

10 

16 

FNMA  7  (N/A) 

Very  Low 

IS  98 

14.1 

III  98 

-5.8 

800-544-8544 

6.1 

14.1 

10.9 

NA 

NA 

000O0 

Very  High 

5 

-26 

23 

Microsoft  (3) 

Low 

IS98 

16.1 

III  98 

-8.2 

800-544-8544 

4.4 

7.9 

5.7 

NA 

NA 

0O000 

High 

24 

0 

23 

FNMA  6.5  (N/A) 

Very  Low 

II  97 

5.7 

ISOO 

-0.6 

800-544-8544 

8.6 

13.2 

10.4 

12.7 

10.2 

O00O0 

High 

7 

7 

21 

FNMA  6.5  (N/A) 

Very  Low 

IS  98 

12.7 

III  98 

-4.4 

800-544-8544 

13.4 

17  0 

15.5 

20.3 

18.5 

00D0O 

Low 

2 

28 

28 

Cisco  Systems  (N/A) 

Average 

IS  98 

23.4 

1300 

-12.3 

800-544-8544 

j     10.2 

15.3 

12.9 

15.5 

12.6 

0000O 

High 

4 

-15 

24 

Dell  Computer  (N/A) 

High 

IS99 

29.8 

III  98 

-15.8 

800-544-8544 

1     12-5 

18.1 

15.1 

21.0 

18.5 

BBBBB 

High 

7 

14 

22 

Cisco  Systems  (N/A) 

Average 

IS98 

23.7 

III  98 

-9.3 

800-544-8544 

NA 

NA 

NA 

NA 

NA 

0O 

Very  High 

5 

-3 

30 

Microsoft  (N/A) 

IS99 

33.8 

ISOO 

-14.0 

800-544-8544 

10.2 

17.2 

14.2 

17.8 

19.1 

BUBBB 

High 

3 

-19 

34 

General  Electric  (N/A) 

Average 

IS  98 

21.0 

III  98 

-13.1 

800-544-8544 

,      149 

0    16-4 

16.5 

15.2 

NA 

NA 

BQBDB 

Average 

8 

7 

16 

NTT  DoCoMo  (N/A) 

Low 

IS  99 

30.4 

III  98 

-14.5 

800-544-8544 

22.5 

20.4 

NA 

NA 

aaaoo 

High 

4 

17 

36 

Cardinal  Health  (N/A) 

Low 

IS98 

19.5 

III  99 

-9.6 

800-544-8544 

7.4 

15.5 

13.4 

17.2 

15.2 

00000 

Low 

3 

32 

25 

Citigroup  (N/A) 

Low 

IS  98 

16.2 

III  98 

-12.9 

800-544-8544 

1        8-' 

15.8 

12.6 

18.8 

16.2 

000O0 

Average 

11 

19 

31 

Exxon  Mobil  (N/A) 

Low 

IS  98 

20.6 

III  98 

-12.0 

800-544-8544 

I        73 

15.0 

12.7 

12.6 

11.1 

BBBBB 

High 

4 

8 

34 

Vodafone  AirTouch  ADR  (N/A) 

Low 

IS  99 

21.7 

III  98 

-17.4 

800-544-8544 

9.8 

16.8 

15.0 

19.0 

16.8 

BBBBB 

Average 

4 

41 

29 

General  Electric  (N/A) 

Low 

IS  98 

20.5 

III  98 

-8.3 

800-544-8544 

,     26.7 

24.3 

22.1 

22.4 

20.2 

00OH0 

Average 

2 

-13 

23 

Cisco  Systems  (N/A) 

High 

IS  99 

44.5 

ISOO 

-16.4 

800-544-8544 

2     11.4 

11.9 

10.2 

10.4 

9.2 

00000 

High 

9 

9 

17 

Vodafone  AirTouch  ADR  (N/A) 

Average 

IS  99 

29.4 

III  98 

-17.4 

800-544-8544 

j     13.4 

18.1 

16.2 

NA 

NA 

00O0O 

High 

2 

5 

29 

Cisco  Systems  (N/A) 

Average 

IS98 

23.5 

ISOO 

-12.3 

800-544-8544 

0       56 

15.1 

12.6 

19.6 

16.9 

BBBBD 

Very  Low 

5 

19 

14 

Dallas  Semiconductor  (N/A) 

Low 

II  99 

15.5 

III  98 

-16.8 

800-544-8544 

i     13.1 

16.3 

13.9 

18.3 

15.6 

O0D0O 

Low 

1 

-12 

29 

General  Electric  (5) 

Average 

IS98 

27.2 

III  98 

-11.1 

800-544-8544 

0    26° 

o   31-8 

0     18.2 

2  ...7:9... 

26.1 

23.3 

NA 

NA 

BBBBD 

High 

9 

-1 

21 

Veritas  Software  (N/A) 

Average 

IS99 

28.5 

III  98 

-17.2 

800-544-8544 

30.9 

27.5 

NA 

NA 

BBDDB 

Average 

4 

21 

N/A 

CMGI  (N/A) 

High 

IB99 

53.7 

ISOO 

-15.4 

800-544-8544 

19.2 

16.2 

19.7 

16.8 

nanus 

Very  High 

6 

-11 

40 

Microsoft  (N/A) 

High 

IS99 

46.2 

ISOO 

-28.8 

800-544-8544 

10.6 

8.8 

9.4 

7.8 

0O00O 

High 

8 

3 

24 

Vodafone  AirTouch  ADR  (N/A) 

Average 

IS  99 

25.1 

III  98 

-17.4 

800-544-8544 

3       6.5 
3      04 

12.7 

9.9 

14.7 

11.8 

BBBBB 

Average 

2 

17 

24 

FNMA  6.5  (N/A) 

Very  Low 

IS98 

12.7 

III  98 

-6.7 

800-544-8544 

11.9 

10.1 

14.0 

12.3 

OBBBO 

Average 

7 

20 

56 

Equity  Office  Properties  (N/A) 

Low 

IS  96 

19.0 

III  98 

-11.5 

800-544-8544 

1    23.1 

21.1 

17.1 

20.4 

16.4 

□BDBB 

Very  High 

3 

13 

44 

Immunex  (N/A) 

High 

IS99 

35.7 

ISOO 

-11.7 

800-544-8544 

t    43.9 

30.1 

27.6 

23.4 

21.4 

00000 

Average 

10 

24 

48 

Immunex  (N/A) 

High 

IS99 

40.7 

13  00 

-11.9 

800-544-8888 

1    193 

32.0 

30.5 

27.9 

26.6 

00000 

Average 

7 

27 

46 

Morgan  Stanley  Dean  Witter  (N/A)    High 

IS  98 

29.1 

III  98 

-33.1 

800-544-8888 

-    30.9 

26.4 

21.6 

28.3 

25.1 

00000 

Average 

5 

-17 

42 

Cisco  Systems  (N/A) 

Very  High 

IS  99 

41.7 

ISOO 

-36.9 

800-544-8888 

(    34.1 

26.1 

22.6 

26.8 

23.3 

00000 

Average 

5 

-43 

45 

Nortel  Networks  (N/A) 

Very  High 

IS99 

63.5 

ISOO 

-37.4 

800-544-8888 

0    34.3 

32.9 

29.3 

34.0 

30.9 

DDDDB 

Average 

7 

-12 

43 

Analog  Devices  (N/A) 

Very  High 

IS98 

56.8 

ISOO 

-30.8 

800-544-8888 

t      88 

24.1 

23.0 

14.8 

14.1 

00000 

Average 

5 

24 

62 

Weatherford  Intl.  (N/A) 

Very  High 

III  97 

36.9 

III  98 

-34.8 

800-544-8888 

0    21.4 

23.2 

19.6 

22.8 

19.7 

□BDBD 

Low 

11 

36 

57 

Bristol-Myers  Squibb  (N/A) 

Low 

II  97 

21.4 

III  99 

-9.1 

800-544-8888 

26.8 

25.7 

21.7 

28.3 

24.5 

00000 

Average 

10 

-1 

47 

Oracle  (N/A) 

Very  High 

IS  99 

57.1 

ISOO 

-26.5 

800-544-8888 

0  38  8 

28.4 

24.3 

28.6 

25.2 

OOOO0 

High 

6 

-26 

39 

Juniper  Networks  (N/A) 

Very  High 

IS  99 

62.1 

IB  00 

-36.5 

800-544-8888 

1    11.7 

14.3 

11.3 

17.8 

15.4 

00000 

High 

5 

-22 

50 

XO  Commun.  A  (N/A) 

High 

IB99 

36.0 

ISOO 

-25.1 

800-544-8888 

3.1 

10.1 

8.9 

NA 

NA 

000O0 

Average 

8 

-A 

18 

SanDisk  (N/A) 

High 

II  97 

17.4 

III  98 

-24.5 

800-544-8544 

0       NA 

NA 

NA 

NA 

NA 

BO 

Average 

6 

1 

28 

Pinnacle  Systems  (N/A) 

IE  98 

21.6 

III  98 

-26.5 

800-544-8544 

.    11.5 

18.1 

17.2 

17.2 

16.2 

00000 

Low 

0 

-9 

26 

Microsoft  (N/A) 

Average 

IS98 

21.4 

III  98 

-10.0 

800-544-8544 

,    10.4 

NA 

NA 

NA 

NA 

D0O 

Low 

0 

-51 

20 

Microsoft  (N/A) 

1398 

22.0 

III  98 

-12.0 

800-544-8544 

7.7 

15.2 

12.2 

18.3 

15.8 

BUBBB 

High 

4 

-25 

31 

Microsoft  (N/A) 

Average 

13  98 

19.7 

III  98 

-15.9 

800-544-8544 

,      8.5 

11.3 

8.9 

13.9 

11.3 

0OO0B 

Very  High 

1 

6 

27 

Cisco  Systems  (N/A) 

High 

1399 

24.9 

III  98 

-27.0 

800-544-8544 

(     5.8 

13.7 

10.5 

13.8 

11.1 

□DOBS 

Average 

10 

-49 

53 

Sprint  (PCS  Grp.)  (N/A) 

Average 

13  98 

18.5 

ISOO 

-18.3 

800-544-8544 

~~,      3.3 

10.7 

7.8 

15.6 

13.4 

00OO0 

Low 

5 

8 

29 

Deluxe  (N/A) 

Average 

II  99 

25.6 

III  98 

-20.1 

800-544-8544 

!      6.8 

11.4 

9.5 

11.5 

10.1 

0OO0B 

Very  High 

7 

2 

19 

Vodafone  AirTouch  ADR  (N/A) 

Average 

1399 

20.4 

III  98 

-21.2 

800-544-8544 

!    17.9 

17.6 

15.1 

NA 

NA 

□BOOB 

High 

4 

-3 

18 

NTT  Mobile  Comm.  (2) 

Average 

1399 

62.2 

II  00 

-15.0 

800-252-1784 

(      4-9 

9.0 

6.2 

11.3 

9.2 

BBBBB 

Very  Low 

0 

0 

20 

Buderus (3) 

Very  Low 

II  99 

9.2 

III  98 

-11.0 

800-451-3623 

,    16.2 

23.3 

21.1 

NA 

NA 

BBBBD 

Low 

4 

37 

39 

EMC  (5) 

Low 

13  98 

20.6 

III  98 

-9.3 

800-442-1941 

,   46.7 

40.8 

38.7 

NA 

NA 

DBBBB 

Low 

11 

-21 

55 

Seagate  Technology  (10) 

Very  High 

1398 

60.6 

ISOO 

-33.6 

888-883-3863 

.    18.8 

22.4 

19.9 

18.9 

16.7 

BDDBB 

Very  Low 

6 

16 

57 

America  Online  (11) 

High 

1398 

51.2 

ISOO 

-21.0 

800-767-3524 

.    18.1 

20.3 

15.7 

18.4 

15.5 

QDBBB 

Average 

9 

19 

23 

SDL (3) 

High 

1399 

43.9 

ISOO 

-18.0 

800-800-2638 

j     4.8 

11.8 

10.2 

16.9 

15.3 

BBBBD 

Very  Low 

6 

20 

25 

Overseas  Shiphldg.  (3) 

Low 

II  99 

17.6 

III  98 

-13.6 

800-342-5236 

(   47.3 

NA 

NA 

NA 

NA 

BDD 

Low 

6 

14 

33 

Cor  Therapeutics  (4) 

1399 

61.3 

ISOO 

-21.1 

800-342-5236 

■"    25.3 

24.8 

23.8 

NA 

NA 

aoaaa 

Low 

8 

23 

26 

JDS  Uniphase  (5) 

High 

1399 

56.4 

ISOO 

-24.5 

800-342-5236 

16.2 

18.9 

17.7 

16.9 

15.8 

BBBBB 

Very  Low 

47 

18 

30 

Intel (8) 

Average 

1398 

22.3 

ISOO 

-14.8 

800-342-5236 

!    18.8 

22.1 

20.0 

17.6 

15.2 

BBBBB 

Average 

7 

34 

26 

Cisco  Systems  (4) 

Average 

IS99 

37.2 

III  98 

-19.3 

800-342-5236 

11.8 

14.6 

13.8 

14.7 

13.9 

BBBBB 

Very  Low 

16 

46 

28 

Cisco  Systems  (4) 

Very  Low 

1398 

12.3 

III  99 

-3.9 

800-342-5236 

3.8 

9.3 

6.5 

13.3 

10.2 

BBBBB 

Low 

5 

4 

29 

Brazil  Republic  (7) 

Very  Low 

III  00 

9.0 

III  98 

-3.5 

800-342-5236 

-   20.8 

21.2 

20.4 

NA 

NA 

BBBBB 

Very  Low 

12 

24 

25 

JDS  Uniphase  (6) 

High 

13  99 

59.8 

III  98 

-23.6 

800-342-5236 

6.9 

10.5 

8.1 

11.1 

8.9 

BBBBB 

Low 

1 

28 

35 

Duke  Energy  (6) 

Average 

III  00 

26.7 

I  99 

-11.4 

800-342-5236 

5.1 

9.5 

6.4 

10.4 

8.1 

BBBBB 

High 

7 

-5 

4 

U.S.  Treas.  Infl.  Idx.  3.8  1/09  (1)     Low 

1399 

16.0 

III  98 

-8.9 

800-548-4539 

24.6 

27.4 

24.0 

NA 

NA 

BBBBB 

Average 

29 

-15 

28 

Netopia  (4) 

High 

1399 

49.7 

III  98 

-29.0 

800-548-4539 

12.6 

18.2 

15.4 

18.2 

15.5 

BBBBB 

Average 

8 

19 

24 

Texas  Instruments  (4) 

Low 

IS  98 

15.5 

III  98 

-10.4 

800-421-0180 

•p 
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MUTUAL  FUND  SCOREBOARD 


FUND 


OVERALL  RATING 


CATEGORY 


RATING       SIZE 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  FUND  WITHIN  CATEGORY) 


2000  RETURNS  (°  V 


ASSETS 
SMIL. 


%  CHG. 
1999-2000 


SALES 
CHARGE  (%) 


EXPENSE 
RATIO  (%) 


PRE-        AFTER-      Yip 
TAX  TAX 


GABELLI  ASSET  X 

GABELLI  GROWTH 

GABELLI  VALUE  A  (I)  X 

GALAXY  EQUITY  GROWTH  TRUST  X 

GALAXY  GROWTH  &  INCOME  TRUST 


A 
A 
B+ 
B+ 

B 


GALAXY  II  LARGE  CO.  INDEX  RETAIL 

GALAXY  INTL.  EQUITY  TRUST 

GATEWAY 

GEORGE  PUTNAM  OF  BOSTON  A  & 

GMO  U.S.  CORE  III 


B+ 

C 
A 
B 
B  + 


All  Cap 

Large-cap  Growth 
Mid-cap  Value 
Large-cap  Blend 
Large-cap  Value 

Large-cap  Blend 
Foreign 

Domestic  Hybrid 
Domestic  Hybrid 
Large-cap  Blend 


B 

1894.8 

A 

3849.3 

B+ 

1151.8 

B+ 

1133.6 

B 

639.9 

2 
40 

2 

5 

108 


No  load 
No  load 
5.50 
No  load 
No  load 


1.37t 
1.37T 
1.38t 
0.94 
1.05 


-2.4 
-10.6 
-7.9 
-1.3 
3.9 


B 
B 
A 
C 
B+ 


962.8 

834.6 

1591.0 

3125.1 

1561.9 


-3 
55 
87 
-15 
-A 


No  load 
No  load 
No  load 
5.75* 
No  load 


0.47 

0.97 

0.98t 

0.93t 

0.48 


-9.1 

-19.9 

6.6 

9.3 

0.3 


-5.4 
-12.2 
-9.7 
-3.7 
2.1 


-11.2 

-22.4 

4.6 

8.1 

-3.3 


GOLDMAN  SACHS  CAPITAL  GROWTH  A   X 
GOLDMAN  SACHS  CORE  U.S.  EQUITY  A 
GOLDMAN  SACHS  INTERNET  TOLLKEEPER  A 
GOLDMAN  SACHS  INTL.  EQUITY  A 
GROWTH  FUND  OF  AMERICA  A   X 


B+ 
C 


Large-cap  Growth 
Large-cap  Blend 
Technology 
Foreign 
Large-cap  Growth 


B+ 
C- 


2429.9 

603.9 

737.2 

1174.6 

36109.9 


11 
-6 
183 
10 
52 


5.50* 
5.50* 
5.50* 
5.50* 
5.75* 


1.45t 
1.14t 
1.50T 
1.79t 
0.70t 


-7.7 
-9.9 
-37.2 
-13.9 
7.5 


GUARDIAN  PARK  AVENUE  A 
JOHN  HANCOCK  FINANCIAL  IND.  B 
JOHN  HANCOCK  LARGE  CAP  VALUE  B 
JOHN  HANCOCK  REGIONAL  BANK  B  X 
JOHN  HANCOCK  SMALL  CAP  GROWTH  A 


B+ 
C- 
D 


Large-cap  Growth 
Financial 
Large-cap  Value 
Financial 
Small-cap  Growth 


B+ 

D 

C- 


2519.7 
2005.5 

792.0 
2129.5 

799.8 


-18 

-4 

14 

-37 

164 


4.50 
0.00* 
0.00* 
0.00* 
5.00* 


0.77 
2.07t 

1.88T 
1.921 

1.341 


-18.6 
29.5 
-3.6 
21.0 

-21.5 


JOHN  HANCOCK  SOVEREIGN  INVESTOR  A  B 

JOHN  HANCOCK  TECHNOLOGY  B  (m)  D 

HARBOR  CAPITAL  APPRECIATION   X  B 

HARBOR  INTERNATIONAL  X  C 

HARBOR  INTERNATIONAL  GROWTH  C- 


HARTFORD  ADVISERS  A 

HARTFORD  CAPITAL  APPRECIATION  FUND  A 

HARTFORD  STOCK  A 

HEARTLAND  VALUE  X 

ICAP  EQUITY 


C- 

B+ 


IDEX  JCC  GLOBAL  A 

IDEX  JCC  GROWTH  A 

INCOME  FUND  OF  AMERICA  A   X 

INVESCO  BALANCED  INV.  (n) 

INVESCO  BLUE  CHIP  GROWTH  INV.  (o) 

INVESCO  DYNAMICS  INV.  (p) 
INVESCO  EQUITY  INCOME  INV.  (q)  & 
INVESCO  EUROPEAN  INV.  (r)  X 
INVESCO  FINANCIAL  SERVICES  INV.  (s) 
INVESCO  HEALTH  SCIENCES  INV.  (t) 


B+ 
C- 

B 
B+ 

C 


Large-cap  Value 
Technology 
Large-cap  Growth 
Foreign 
Foreign 

Domestic  Hybrid 
All  Cap 

Large-cap  Blend 
Small-cap  Value 
Large-cap  Value 

World 

Large-cap  Growth 
Domestic  Hybrid 
Domestic  Hybrid 
Large-cap  Growth 


1405.8 
919.5 
7842.8 
4667.3 
1058.7 


-22 
27 
13 
-14 
-27 


5.00* 

0.00* 

No  load 

No  load 

No  load 


1.05t 
2.05t 
0.66 
0.92 
0.91 


4.1 
-37.7 
-17.0 
-5.0 
-25.5 


C 
B+ 


894.7 
1216.4 
1037.5 

897.1 
1017.5 


39 
92 
58 
-14 
8 


5.50* 

5.50* 

5.50* 

No  load 

No  load 


1.26t 
1.33T 
1.33t 
1.34t 
0.80 


0.9 
8.4 
-5.1 
2.0 
7.9 


B+ 
C- 

B 
B 
C- 


666.1 
1411.2 
17769 
970.6 
1711.7 


19 
-11 
-17 
110 

16 


5.50* 

5.50* 

5.75* 

No  load 

No  load 


1.73T 

1.40t 
0.63t 
1.15t 
1.02T 


-17.7 
-28.2 
10.0 
-1.8 
-23.9 


B 
B+ 
C 
B  + 

c 


Mid-cap  Growth 
Large-cap  Value 
Europe 
Financial 
Health 


B 
B 
D 
C 
C- 


7548.7 
4124.7 
736.6 
1347.4 
1989.9 


103 

-15 

19 

16 

26 


No  load 
No  load 
0.00* 
No  load 
No  load 


0.89t 
0.93T 
1.33t 
1.29T 
1.18t 


-7.8 
3.9 
-19.5 
26.7 
25.8 


INVESCO  SMALL  CO.  GROWTH  INV.  (u)  D  Small-cap  Growth 

INVESCO  TECHNOLOGY  INV.  (v)  C  Technology 

INVESCO  TELECOMMUNICATIONS  INV.  (w)  A  Communications 

INVESCO  TOTAL  RETURN  INV.  (x)  &  C  Domestic  Hybrid 

INVESTMENT  COMPANY   OF  AMERICA  AX  B+  Large-cap  Value 


B 
B 
B+ 
C- 
B  + 


1336.8 
3547.6 
2432.5 
1837.7 
54352 


101 
38 
40 

-39 

1 


No  load 
No  load 
No  load 
No  load 
5.75* 


1.20t 
0.88T 
0.99t 
LOOT 

0.55t 


-12.2 
-22.8 
-26.9 
-3.7 
3.8 


ISHARES  MSCI  JAPAN  INDEX 

IVY  INTERNATIONAL  A  X 

JANUS  & 

JANUS  ASPEN  CAP  APPRECIATION  INSTL. 

JANUS  ASPEN  GROWTH  INSTL. 


C- 
B+ 


B+ 


Japan 
Foreign 

Large-cap  Growth 
Large-cap  Growth 
Large-cap  Growth 


C- 
B+ 


B+ 


676.6 

640.8 

40080.6 

974.2 

3553.8 


-24 

-57 

6 

112 

41 


No  load 
5.75* 
No  load 
No  load 
No  load 


0.88t 
1.66t 
0.84 
0.70 
0.67 


-28.6 
-17.3 
-14.9 
-18.2 
-14.6 


-9.0 
-11.9 
-37.4 
-15.6 
4.5 


-21.1 
29.5 
-7.6 
18.5 

-22.1 


2.1 
-37.9 
-19.6 
-7.4 
-27.3 


-0.6 
4.7 
-6.1 
-0.4 
6.4 


-18.8 

-29.4 

7.6 

-2.8 

-26.4 


-7.8 
1.8 
-20.8 
25.6 
22.3 


-13.3 
-23.4 
-27.5 
-5.0 
2.0 


-29.3 
-23.0 
-16.8 
-18.5 
-16.2 


JANUS  ASPEN  INTERNATIONAL  GROWTH  INSTL.  A  Foreign 

JANUS  ASPEN  WORLDWIDE  GROWTH  INSTL.  A  World 

JANUS  BALANCED  &  A  Domestic  Hybrid 

JANUS  ENTERPRISE  C-  Mid-cap  Growth 

JANUS  EQUITY-INCOME  A  Large-cap  Growth 


A 
A 
A 
C- 


1146.1 
7700.3 
4638.2 
6116.4 
944.9 


79 
43 
51 
94 
13 


No  load 
No  load 
No  load 
No  load 
No  load 


0.76 
0.71 
0.91 
0.95 
1.01 


-15.9 
-15.7 

-2.2 
-30.5 

-7.2 


-16.9 
-17.2 

-3.9 
-30.5 

-9.4 


JANUS  GLOBAL  LIFE  SCIENCES 

Health 

3855.7 

909 

No  load 

1.19 

33.3 

33.3 

JANUS  GLOBAL  TECHNOLOGY 

Technology 

5622.3 

15 

No  load 

1.02 

-33.7 

-34.0 

JANUS  GROWTH  &  INCOME 

A 

Large-cap  Growth 

A 

8363.8 

30 

No  load 

0.90 

-11.4 

-12.3 

JANUS  MERCURY 

A 

All  Cap 

B 

13619.7 

28 

No  load 

0.91 

-22.8 

-24.7 

JANUS  OLYMPUS 

A 

All  Cap 

B+ 

6359.2 

34 

No  load 

0.93 

-21.6 

-21.9 

JANUS  OVERSEAS 

B+ 

Foreign 

A 

8292.2 

18 

No  load 

0.91 

-18.6 

-20.6 

JANUS  SPECIAL  SITUATIONS 

Large-cap  Growth 

1431.1 

12 

No  load 

0.98 

-17.5 

-18.7 

JANUS  TWENTY 

B+ 

Large-cap  Growth 

B  + 

26193.2 

-16 

No  load 

0.87 

-32.4 

-32.8 

JANUS  VENTURE 

D 

Small-cap  Growth 

C- 

1458.2 

-36 

No  load 

0.92 

-45.8 

-48.4 

JANUS  WORLDWIDE 

B+ 

World 

A 

33953.4 

20 

No  load 

0.88 

-16.9 

18.7 

JAPAN  S  (y)  X 

D 

Japan 

B+ 

624.1 

-46 

No  load 

1.00 

-27.3 

-30.0 

KAUFMANN   X 

C- 

Small-cap  Growth 

B 

3185.3 

5 

0.00* 

1.95t 

10.9 

3.6 

KEMPER  BLUE  CHIP  A 

B 

Large-cap  Blend 

C- 

591.2 

4 

5.75*' 

1.19 

-8.7 

-9.2 

KEMPER  DREMAN  HIGH  RETURN  A   X 

B 

Large-cap  Value 

B 

1658.5 

-19 

5.75** 

1.20 

41.3 

40.3 

KEMPER  GROWTH  A 

D 

Large-cap  Growth 

F 

2009.9 

-15 

5.75** 

0.99 

-19.7 

-21.7 

'Includes  redemption  fee.  "Includes  deferred  sales 

charge. 

tl2(b)-l  plan  in  effect.  INot 

currently  accepting 

new  accounts 

§Less  than 

0.5%  of  assets 
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(1)  Formerly  Gabelll  Value  Fund,  (m)  Formeily  lohn 
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k  Global  Technology  Fund  B. 

(n)  F 

iniicilv 

INVI  '■(  i)  H.iI.h 

I  iiml     In]   I  >.t  irn-f  lv   INVI  MM   Hln,.  i   li 

|i  i  iiiiwlh 

I  mi, I     l|l| 

INVESCO  Dynamics  Fund,  (q)  Formerly  INVESCO  Eq 

uity  Income  Fu 

nd.  (r)  Formerly  INVESCO  European 

Fund. 

(s)  Formerly  INVESCO  Financial  Services 

1  1    ID  1  oiin.'ilv  INVI  SCO  II, 

en?e  Fund,  (u)  Formerly  INVESCO  Small  Co.  Growth  Fund. 

(v)  For 

merly  INVESCO  Technology 

Fund  II 

(w)  F 

ormerly  INVESCO  Telecommunications  F 

jnd.  (x)  Formerly  INVI  SCO  lot 

Week  /  January  29,  2001 

Equity  Funds 

USE  ANNUAL  TOTAL  RETURNS  (%) 

HISTORY 

RESULTS  VS. 
ALL  FUNDS 

PORTFOLIO  DATA 

RISK 

LEVEL 

BEST 

WORST 

TELEPHONE 

TURNOVER 

CASH 

UNTAXED 

TOP  10 

LARGEST  HOLDING 

AfTERTAX 

PRETAX  AFTERTAX 

PRETAX  AfTERTAX 

% 

GAINS  % 

STKS.  % 

COMPANY  (%  ASSETS) 

QTR 

%  RET 

QTR 

%RFJ 

1 1.0 

17.9 

15.0 

16.7 

14.6 

BBBBB 

Low 

9 

31 

32 

AT&T-Liberty  Media  A  (6) 

Low 

IS98 

18.2 

III  98 

-14.2 

800-422-3554 

17.4 

23.7 

20.7 

19.2 

16.5 

BBBBO 

Average 

1 

9 

32 

Intel  (4) 

Average 

1598 

30.2 

III  98 

-14.5 

800-422-3554 

12.4 

19.3 

16.3 

18.3 

15.3 

BDBBO 

Average 

10 

20 

52 

Viacom  CI.  A  (10) 

Low 

II  97 

21.3 

III  98 

-13.2 

800-422-3554 

14.4 

20.1 

17.3 

17.3 

15.6 

BDHBB 

Average 

2 

29 

23 

General  Electric  (3) 

Average 

1V98 

24.2 

III  98 

-11.6 

800-299-7429 

7.2 

15.0 

12.2 

NA 

NA 

BDBOB 

Low 

3 

2 

24 

Cisco  Systems  (3) 

Low 

IS  98 

20.8 

III  98 

-13.5 

800-299-7429 

10.6 

18.0 

16.5 

17  0 

15.6 

dodbb 

Low 

1 

29 

26 

Microsoft  (4) 

Average 

IS98 

21.2 

III  98 

-10.0 

800-299-7429 

9.6 

11.9 

10.1 

NA 

NA 

BOBBB 

Average 

2 

-10 

35 

Vodafone  AirTouch  ADR  (6) 

Average 

IS  99 

24.6 

III  98 

-14.5 

800-299-7429 

. 

9.8 

10.9 

9.8 

10.1 

8.8 

□DBDB 

Very  Low 

4 

6 

28 

Cisco  Systems  (4) 

Very  Low 

IS  98 

7.2 

III  98 

-2.5 

800-354-5525 

1 

4.5 

11.2 

8.8 

12.5 

9.9 

□ansa 

High 

3 

4 

N/A 

Exxon  Mobil  (N/A) 

Very  Low 

II  97 

9.6 

III  99 

-7.0 

800-225-1581 

9.4 

18.9 

12.9 

18.0 

13.5 

BHDBB 

High 

0 

23 

Citigroup  (6) 

Low 

IS  98 

19.5 

III  98 

-9.6 

: 

14.9 

20.9 

18.2 

19.6 

16.6 

BBBBO 

Low 

3 

19 

28 

Microsoft  (5) 

Average 

IS98 

24.3 

III  98 

-11.4 

800-621-2550 

1 

8.6 

16.5 

14.6 

NA 

NA 

BBBBD 

Average 

0 

10 

28 

Cisco  Systems  (4) 

Average 

IS98 

21.4 

III  98 

-14.7 

800-621-2550 

: 

NA 

NA 

NA 

NA 

NA 

■ 

Very  Low 

3 

-42 

29 

Time  Warner  (5) 

I  00 

5.6 

IE  00 

-31.8 

800-621-2550 

: 

8.0 

10.5 

8.8 

NA 

NA 

OBBBB 

Average 

2 

-2 

21 

Vodafone  AirTouch  ADR  (5) 

Average 

IS99 

21.7 

III  98 

-14.4 

800-621-2550 

• 

24.4 

24.6 

21.8 

20.6 

18.4 

□BDBB 

Low 

15 

20 

23 

Time  Warner  (4) 

Average 

IS  98 

27.2 

III  98 

-9.5 

800-421-0180 

■ 

6.2 

17.0 

13.9 

18.9 

16.3 

BBBBB 

Average 

2 

10 

26 

Microsoft  (5) 

High 

IS99 

25.1 

IS  00 

-20.3 

800-221-3253 

1 

9.9 

NA 

NA 

NA 

NA 

BOB 

Average 

1 

30 

27 

Morgan  Stanley  Dean  Witter  (4) 

III  00 

22.7 

III  98 

-20.2 

800-257-3336 

•j 

12.4 

20.1 

17.3 

NA 

NA 

BBBBB 

High 

0 

7 

43 

Corning  (10) 

Average 

IS99 

31.4 

III  98 

-13.1 

800-257-3336 

1 

-1.0 

14.9 

13.5 

24.0 

22.2 

annua 

3 

57 

29 

Wells  Fargo  (3) 

High 

III  00 

20.4 

III  98 

-16.5 

800-257-3336 

: 

12.0 

13.8 

11.5 

NA 

NA 

sanaa 

Average 

3 

9 

11 

AirGatePCS(l) 

Very  High 

IS  99 

43.9 

15  00 

-22.3 

800-257-3336 

■ 

6.8 

14.1 

11.9 

13.8 

11.9 

OBBBB 

Average 

4 

36 

25 

General  Electric  (3) 

Low 

IS98 

15.6 

III  98 

-7.9 

800-257-3336 

: 

28.0 

20.3 

19.0 

NA 

NA 

□saos 

Average 

7 

-15 

20 

Micron  Technology  (2) 

Very  High 

IS99 

60.2 

IS  00 

-36.7 

800-257-3336 

: 

15.9 

21.1 

18.5 

21.6 

19.4 

BBDBB 

Average 

3 

1 

34 

Microsoft  (5) 

High 

IS98 

30.0 

IS  00 

-16.7 

800^122-1050 

7.0 

12.5 

10.7 

14.5 

13.3 

BBBBB 

Very  Low 

2 

40 

31 

Ericsson(LM)  8  ADS  (8) 

Low 

IS98 

18.3 

III  98 

-16.6 

800^122-1050 

' 

2.0 

8.6 

7.3 

NA 

NA 

BBBBB 

Average 

4 

-7 

51 

Vodafone  AirTouch  ADR  (8) 

Average 

IS  99 

25.7 

III  98 

-15.2 

800-422-1050 

i 

9.9 

NA 

NA 

NA 

NA 

0000 

Low 

10 

2 

20 

Microsoft  (3) 

II  97 

12.4 

III  99 

-4.1 

800-445-6385 

1 

21.1 

NA 

NA 

NA 

NA 

anno 

High 

5 

1 

15 

Calpine  (2) 

IS99 

36.8 

III  98 

-21.9 

800445-6385 

1 

14.4 

NA 

NA 

NA 

NA 

bobo 

Average 

3 

1 

28 

Microsoft  (5) 

IS  98 

20.3 

III  98 

-10.3 

800-445-6385 

3.1 

11.0 

9.1 

18.8 

16.9 

BBBBB 

Low 

1 

28 

26 

ICN  Pharmaceuticals  (8) 

Average 

II  99 

21.7 

III  98 

-18.6 

800-432-7856 

10.8 

17.9 

16.1 

NA 

NA 

UDBBB 

High 

1 

17 

34 

Koninklijke  Philips  Electron  N  (4)   Low 

II  97 

17.2 

III  98 

-17.5 

888-221-4227 

1 

18.1 

20.7 

19.0 

NA 

NA 

BOBBB 

High 

15 

10 

30 

NTT  Mobile  Communs.  (5) 

Average 

IS  99 

43.3 

III  98 

-16.0 

800-421-4339 

a 

21.1 

20.6 

17.8 

19.1 

16.9 

BOOBS 

Average 

11 

15 

49 

Nokia  ADS  (10) 

High 

IS99 

31.8 

1500 

-26.4 

800-421-4339 

3.9 

11.2 

8.1 

13.0 

10.2 

OOOBB 

Low 

11 

5 

12 

First  Union  (2) 

Very  Low 

IS  98 

8.2 

III  98 

-4.9 

800-421-0180 

9.1 

13.0 

10.8 

NA 

NA 

BBBBB 

Average 

3 

4 

16 

U.S.  Treas.  Note  5.625  5/08  (3)  Very  Low 

IS  98 

13.7 

1500 

-7.0 

800-525-8085 

11.7 

18.1 

13.9 

16.7 

12.8 

BBDBB 

High 

2 

-15 

39 

Warner-Lambert  (6) 

High 

IS  99 

31.2 

IE  00 

-33.8 

800-525-8085 

23.9 

22.9 

20.7 

23.9 

20.9 

BBBOB 

Low 

7 

9 

14 

Forest  Laboratories  (2) 

High 

IS99 

38.8 

IS  00 

-25.2 

800-525-8085 

7.7 

14.6 

11.5 

15.3 

12.6 

BBBBB 

Average 

6 

30 

24 

Kansas  City  So.  Ind.  (4) 

Low 

II  97 

13.3 

III  98 

-7.4 

800-525-8085 

12.3 

17.1 

14.4 

12.2 

10.3 

DBOBB 

Average 

4 

5 

27 

Vodafone  AirTouch  ADR  (5) 

High 

IS  99 

43.5 

ISOO 

-17.8 

800-525-8085 

11.4 

22.3 

19.5 

25.1 

22.3 

OOBBD 

Average 

7 

28 

42 

Marsh  &  McLennan  (5) 

Average 

III  00 

22.8 

III  98 

-18.2 

800-525-8085 

18.8 

19.1 

15.2 

19.3 

16.7 

BBDBO 

Average 

9 

17 

34 

Merck  (4) 

High 

I  98 

16.9 

II  99 

-5.8 

800-525-8085 

20.1 

19.3 

16.1 

NA 

NA 

OBBBB 

High 

10 

-2 

13 

REMEC  (2) 

Very  High 

IS99 

46.7 

ISOO 

-18.7 

800-525-8085 

34.1 

26.7 

23.8 

28.3 

25.0 

Bonus 

Low 

7 

1 

16 

Cisco  Systems  (2) 

High 

IS99 

66.8 

ISOO 

-36.3 

800-525-8085 

35.5 

30.8 

29.3 

NA 

NA 

BBBOB 

Low 

7 

-4 

27 

EchoStar  Commun.  A  (3) 

High 

IS  99 

62.2 

ISOO 

-32.0 

800-525-8085 

1.1 

8.8 

7.4 

12.0 

10.4 

BBBBB 

Average 

7 

11 

15 

U.S.  Treas.  Bond  7.625  2/25  (2)     Low 

II  97 

11.9 

III  99 

-8.4 

800-525-8085 

11.7 

18.2 

15.6 

16.4 

14.1 

BBBOB 

Low 

17 

34 

20 

Time  Warner  (3) 

Low 

IS  98 

17.3 

III  98 

-7.4 

800-421-0180 

4.8 

NA 

NA 

NA 

NA 

BOOB 

Very  Low 

0 

-7 

35 

Nippon  Tel.  &  Tel.  ADS  (7) 

IS98 

26.3 

IE  97 

-19.8 

800-474-2737 

-0.5 

7.3 

5.2 

11.2 

9.7 

OBOOB 

Very  Low 

3 

2 

31 

Ericsson  (LM)  B  ADS  (6) 

Average 

IS98 

16.4 

III  98 

-15.7 

800-456-51 1 1 

18.2 

20.6 

17.4 

18.7 

16.2 

BBDBO 

Average 

7 

4 

43 

Time  Warner  (8) 

Average 

IS98 

28.4 

ISOO 

-18.0 

800-525-3713 

29.0 

NA 

NA 

NA 

NA 

ana 

Average 

36 

-9 

43 

EchoStar  Communs.  A  (6) 

IS  99 

41.8 

ISOO 

-17.4 

800-525-3713 

17.2 

19.4 

18.1 

NA 

NA 

BBDBO 

Average 

10 

4 

39 

Time  Warner  (8) 

Average 

IS  98 

27.7 

ISOO 

-17.0 

800-525-3713 

20.8 

23.5 

22.8 

NA 

NA 

OBBDO 

Average 

21 

-3 

32 

Nokia  ADS  (6) 

Average 

IS99 

58.5 

III  98 

-17.8 

800-525-3713 

20.2 

23.0 

22.1 

NA 

NA 

BBDBO 

Average 

13 

10 

34 

Nokia  ADS  (5) 

Average 

IS99 

42.2 

III  98 

-16.0 

800-525-3713 

15.3 

17.4 

15.1 

NA 

NA 

BBDBB 

Average 

10 

-3 

34 

U.S.  Treas.  Bond  Note  (16) 

Very  Low 

IS98 

18.8 

III  98 

-4.5 

800-525-3713 

25.8 

20.6 

19.0 

NA 

NA 

OODDB 

Average 

1 

-15 

31 

Metromedia  Fiber  Network  A  (5 

High 

IS99 

57.9 

ISOO 

-31.7 

800-525-3713 

20.3 

NA 

NA 

NA 

NA 

DDBB 

Average 

14 

-10 

31 

Nokia  ADS  (4) 

IS  98 

26.6 

III  98 

-8.1 

800-525-3713 

NA 

NA 

NA 

NA 

NA 

DD 

High 

14 

15 

27 

PE  Biosystems  Group  (4) 

IS99 

31.3 

ISOO 

-6.1 

800-525-3713 

NA 

NA 

NA 

NA 

NA 

as 

Low 

4 

-1 

36 

Sun  Microsystems  (5) 

IE99 

74.0 

IEOO 

-33.2 

800-525-3713 

20.4 

25.1 

22.9 

NA 

NA 

ODDDQ 

Low 

17 

11 

33 

Cisco  Systems  (5) 

Average 

IE  99 

29.2 

ISOO 

-11.6 

800-525-3713 

31.2 

25.9 

22.7 

NA 

NA 

BQODB 

Average 

15 

-23 

38 

Nokia  ADS  (10) 

High 

IS99 

42.7 

ISOO 

-20.5 

800-525-3713 

34.5 

30.6 

29.9 

NA 

NA 

BBBBB 

Average 

21 

9 

31 

Nokia  ADS  (6) 

High 

IS  99 

51.7 

ISOO 

-22.7 

800-525-3713 

19.6 

21.8 

20.7 

NA 

NA 

DBBDQ 

Average 

9 

-4 

33 

Nokia  ADS  (6) 

Average 

1599 

60.6 

III  98 

-19.6 

800-525-3713 

14.4 

NA 

NA 

NA 

NA 

aaaa 

High 

4 

-9 

51 

China  Telecom  (Hong  Kong)  ADS  (9) 

1598 

28.5 

III  98 

-19.6 

800-525-3713 

23.8 

26.2 

23.7 

21.9 

19.9 

aaaas 

Low 

6 

20 

61 

Nokia  ADS  (11) 

High 

1599 

38.4 

ISOO 

-25.4 

800-525-3713 

13.4 

14.4 

10.6 

16.3 

13.1 

BOBDB 

Average 

4 

-23 

23 

Globix  (4) 

Very  High 

IE  99 

82.8 

ISOO 

-30.2 

800-525-3713 

18.7 

21.2 

19.7 

NA 

NA 

DBDDQ 

Average 

9 

1 

35 

Nokia  ADS  (6) 

Average 

IS  99 

42.1 

III  98 

-16.1 

800-525-3713 

23.1 

8.7 

6.9 

4.9 

3.5 

BBDDB 

Average 

5 

7 

44 

NTT  Mobile  Comm.  Network  (8) 

High 

III  99 

29.5 

IS  97 

-18.1 

800-728-3337 

7.5 

13.9 

10.6 

21.0 

19.1 

BOBBB 

Low 

14 

21 

36 

Amdocs  (6) 

High 

1599 

35.6 

III  98 

-18.7 

800-261-0555 

8.9 

16.3 

13.7 

14.7 

12.5 

BBBBO 

Average 

8 

13 

26 

Microsoft  (4) 

Average 

1598 

19.2 

III  98 

-13.0 

800-621-1048 

9.4 

18.5 

16.6 

20.7 

19.2 

BBDBB 

Low 

16 

14 

51 

Philip  Morris  (7) 

Average 

III  00 

22.8 

III  99 

-12.7 

800-621-1048 

6.3 

11.3 

7.8 

13.5 

10.9 

OOBBB 

Average 

5 

12 

38 

Cisco  Systems  (7) 

High 

15  99 

29.1 

HI  98 

-22.2 

800-621-1048 

-ormerly  The  Japan  Fund. 


DATA:  STANDARD  &  POOR'S 
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MUTUAL  FUND  SCOREBOARD 


FUND 


OVERALL  RATING 


CATEGORY 


RATING       SIZE 


FEES 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  FUND  WITHIN  CATEGORY) 


2000  RETURNS  ("/  g 


ASSETS 
SMIL. 


%  CHG. 
1999-2000 


SALES 
CHARGE (%) 


EXPENSE 
RATIO  (%) 


PRE- 
TAX 


AFTER- 
TAX 


KEMPER  TECHNOLOGY  A 

KEMPER  TOTAL  RETURN  A 

KOPP  EMERGING  GROWTH  RETAIL 

LEGG  MASON  SPECIAL  INVMNT.  PRIM. 

LEGG  MASON  VALUE  PRIM.  X 

LEGG  MASON  OPPORTUNITY  PRIM.  & 

LIBERTY  A  (z) 

LIBERTY  ACORN  INTERNATIONAL  Z  (aa) 

LIBERTY  ACORN  Z  (ab)  X 

LIBERTY  GROWTH  &  INCOME  B  (ac)  <S> 

LIBERTY  GROWTH  STOCK  B  (ad) 
LIBERTY  UTILITIES  B  (ae)  A 
LONGLEAF  PARTNERS  X 
LONGLEAF  PARTNERS  REALTY 
LONGLEAF  PARTNERS  SMALL  CAP  X 


Technology 
Domestic  Hybrid 
Small-cap  Growth 
Small-cap  Blend 
Large-cap  Blend 


B  + 
A 


2818.7 
2705.5 
754.2 
2222.6 
10734.4 


8 

-7 

35 

-8 

-12 


5.75** 
5.75** 
3.50** 
No  load 
No  load 


0.93 
1.02 
1.68T 
1.80t 
1.681 


-24.3 
-2.8 
-1.3 

-12.0 
-7.1 


-26.3 
-5.0 
-2.8 
-12.7 
-11.2 


All  Cap 

Domestic  Hybrid 
Foreign 

Small-cap  Value 
Large-cap  Value 


C 

B  + 
B+ 
B+ 


966.3 

830.5 

2441.2 

3623.1 

819.8 


0.00* 

5.75* 

No  load 

No  load 

0.00* 


1.99T 
1.121 
1.11 
0.85 
2.  lOt 


-1.7 

2.2 

-20.0 

10.1 

15.4 


-2.1 

-1.1 

-22.7 

6.4 

10.9 


A 
B  + 


LORD  ABBETT  AFFILIATED  A  B+ 

LORD  ABBETT  DEVELOPING  GROWTH  A  D 

MAINSTAY  CAPITAL  APPRECIATION  B  C 

MAINSTAY  EQUITY  INDEX  A  B 

MAINSTAY  INSTL.  GROWTH  EQUITY  C 

MAINSTAY  INSTL.  INDEXED  EQUITY  B+ 

MAINSTAY  INSTL.  VALUE  EQUITY  C 

MAINSTAY  TOTAL  RETURN  B  C 

MAINSTAY  VALUE  B  C- 

MANAGERS  INTERNATIONAL  EQUITY   X  C 


Large-cap  Growth 
Utilities 

Large-cap  Value 
Real  Estate 
Small-cap  Value 

Large-cap  Value 
Small-cap  Growth 
Large-cap  Growth 
Large-cap  Blend 
Large-cap  Growth 


Large-cap  Blend 
Large-cap  Value 
Domestic  Hybrid 
Large-cap  Value 
Foreign 


B  + 

B 

B+ 

B  + 

C 

C 

C 

C 

B 
D 

C- 
D 

B 


749.1 
691.9 

3559.0 
602.2 

1295.5 

9956.8 
1183.2 
2918.1 
1131.3 
1068.8 

1383.6 
720.7 

1458.3 
787.1 
637.7 


0.00* 

0.00* 

No  load 

No  load 

No  load 


2.05t 

1.97T 

0.92 

1.17 

0.97 


-12.5 
17.6 
20.6 
14.8 
12.8 


-12.7 
12.7 
18.6 
13.7 
12.6 


7 

-21 

-10 

-4 

-2 

-17 
-2 
-9 

-24 
-3 


5.75* 
5.75* 
0.00* 
3.00* 
No  load 

No  load 

No  load 

0.00* 

0.00* 

No  load 


0.88t 
1.20T 
1.75T 
0.941 
0.93 

0.30 

0.96 

1.88t 

1.88t 

1.40 


15.2 
-17.7 
-11.8 

-9.7 
-11.6 

-9.1 
11.8 
-5.1 
11.1 
-8.5 


12.7 
-18.3 
-14.5 
-10.4 
-14.0 

-10.7 
10.9 
-7.9 
10.0 

-10.0 


MANAGERS  SPECIAL  EQUITY   X 
MARSICO  FOCUS 
MARSICO  GROWTH  &  INCOME 
MAS  MID  CAP  GROWTH  INSTL.   X 
MAS  MID  CAP  VALUE  INSTL. 


B+ 

A 


MAS  SMALL  CAP  VALUE  INSTL.  X  C 

MAS  VALUE  INSTL.  X  C 

MASSACHUSETTS  INVESTORS  GROWTH  STK.  A  A 
MASSACHUSETTS  INVESTORS  TRUST  A  B 

MERCURY  HW  INTL.  VALUE  I  (af)  X  C 


Small-cap  Blend 
Large-cap  Blend 
Large-cap  Blend 
Mid-cap  Growth 
Mid-cap  Value 

Small-cap  Value 
Large-cap  Value 
Large-cap  Growth 
Large-cap  Blend 
Foreign 


B+ 

A 


1975.7 
2298.6 
805.5 
1662.5 
1258.1 


53 

-14 

-6 

59 

44 


1154.8 
743.3 
9223.9 
7524.8 
1203.6 


24 
-24 
35 
-8 
-12 


MERGER   X  A  Mid-cap  Blend 

MERRILL  LYNCH  BALANCED  CAPITAL  B  (ag)  C  Domestic  Hybrid 

MERRILL  LYNCH  BASIC  VALUE  B   X  B  Large-cap  Value 

MERRILL  LYNCH  FUNDAMENTAL  GROWTH  B  B+  Large-cap  Growth 

MERRILL  LYNCH  GLOBAL  ALLOCATION  B  X  B+  International  Hybrid 


A 

C- 

C 

B  + 
B+ 


MERRILL  LYNCH  GLOBAL  GROWTH  B 
MERRILL  LYNCH  GLOBAL  TECHNOLOGY  B 
MERRILL  LYNCH  GLOBAL  VALUE  B 
MERRILL  LYNCH  GROWTH  B 
MFS  CAPITAL  OPPORTUNITIES  A 


D 
B+ 


MFS  EMERGING  GROWTH  B   .",  D 

MFS  GROWTH  OPPORTUNITIES  A  C- 

MFS  MID  CAP  GROWTH  B   &  B 
MFS  NEW  DISCOVERY  A 

MFS  RESEARCH  A  C 

MFS  STRATEGIC  GROWTH  B 

MFS  TOTAL  RETURN  A  B+ 

MFS  UTILITIES  B  A 

J.P.  MORGAN  INSTL.  DISCIPLINED  EQUITY 

J.P.  MORGAN  INSTL.  DIVERSIFIED  B 


World 
Technology 
World 

Large-cap  Growth 
Large-cap  Blend 

Large-cap  Growth 
Large-cap  Growth 
Mid-cap  Growth 
Small-cap  Growth 
Large-cap  Blend 


F 
B  + 


1150.8 
1927.8 
2905.2 
2795.8 
3508 

1754.5 
1190.6 
1430.0 
872.6 
2890.4 


74 
-49 
-33 

22 
-22 

-9 

-9 

-17 

-32 

64 


No  load 
No  load 
No  load 
No  load 
No  load 

No  load 

No  load 

5.75* 

5.75* 

No  load 

No  load 
0.00* 
0.00* 
0.00* 
0.00* 


1.31 
1.27T 

1.30T 

0.62 

0.87 

0.86 

0.61 

0.87t 

0.88t 

0.95 

1.34t 
1.58t 
1.57T 
1.77t 

1.941 


-2.6 

-17.9 

-15.9 

-7.3 

11.9 

3.5 
23.4 
-7.2 
-0.3 

2.2 

17.6 
6.8 
2.1 

-7.5 
7.8 


-5.2 
-19.6 
-16.5 
-10.0 
8.7 


1.6 
22.9 
-8.9 
-1.2 

0.1 

15.0 
4.0 
-1.3 
-8.9 
4.7 


F 
C- 
B  + 


7616.7 

1085.3 

650.5 

783.0 

3262.7 


-10 

-6 

249 

134 

-2 


0.00* 
0.00* 
0.00* 
0.00* 
5.75* 

0.00* 
5.75* 
0.00* 
5.75* 
5.75* 


1.88t 
2.13t 
1.93T 
1.99t 
1.18t 

1.88t 
0.80t 
1.99t 
1.53T 
0.96t 


-16.0 
-34.7 

-0.3 
-19.1 

-5.3 

-25.9 
-11.3 
6.9 
-0.4 
-4.6 


-18.1 
-35.1 

-2.7 
-20.4 

-7.2 

-27.5 
-16.9 
3.3 
-3.7 
-7.1 


Large-cap  Growth 
Domestic  Hybrid 
Utilities 

Large-cap  Blend 
Domestic  Hybrid 


B+ 

A 


1129.7 
3484.1 
1075.6 
1398.7 
655.6 


36 

-6 

46 

8 

2 


0.00* 

4.75* 

0.00* 

No  load 

No  load 


1.97t 
0.90t 
1.80t 
0.45 
0.65 


-11.5 
19.0 
5.2 

-10.9 
-4.0 


-13.9 
17.0 
2.5 

-11.1 
-5.2 


MSDW  AGGRESSIVE  EQUITY  B 
MSDW  AMERICAN  OPPORTUNITY  B   X 
MSDW  BEST  IDEA  B 
MSDW  DEVELOPING  GROWTH  SECS.  B 
MSDW  DIVIDEND  GROWTH  SECS.  B   X 


Large-cap  Growth 
Large-cap  Growth 
World 

Small-cap  Growth 
Large-cap  Value 


1370.4 
10304.6 

1413.8 

844.4 

11623.4 


61 

19 

-17 

-14 

-32 


0.00* 
0.00* 
0.00* 
0.00* 
0.00* 


1 .931 
1.33T 
1.83t 
1.61T 
1.15T 


-4.9 
-9.9 
-18.6 
-23.3 
5.3 


-7.2 
-12.5 
-20.7 
-27.3 
2.7 


MSDW  EUROPEAN  GROWTH  B                                         B+ 

Europe 

B 

2121.8 

-5 

0.00** 

2.13T 

-5.6 

-8.7 

MSDW  GLOBAL  DIVIDEND  GROWTH  SECS.  B          C 

World 

C 

2159.6 

-35 

0.00** 

1.79t 

-3.9 

-5.1 

MSDW  GLOBAL  UTILITIES  B                                           A 

Utilities 

A 

956.0 

14 

0.00** 

1.74t 

6.6 

3.8 

MSDW  GROWTH  B                                                                  C 

Large-cap  Growth 

C 

1143.0 

9 

0.00** 

1.48t 

-12.1 

-14.6 

MSDW  HEALTH  SCIENCES  B                                             C- 

Health 

C- 

670.1 

128 

0.00** 

2.20t 

57.0 

53.2 

MSDW  INFORMATION  B                                                       C 

Technology 

c 

2599.1 

52 

0.00** 

1.58T 

-25.2 

27.3 

■ 

MSDW  MIDCAP  EQUITY  TR.  B 

Mid-cap  Growth 

1416.0 

8 

0.00** 

1.74T 

-35.7 

-35.7 

MSDW  S&P  SOO  INDEX  B 

Large-cap  Blend 

1782.8 

1 

0.00** 

1.97T 

-10.4 

-10.4 

MSDW  STRATEGIST  B                                                      B 

Domestic  Hybrid 

B 

2024.2 

8 

0.00** 

1.53t 

1.4 

-1.6 

MSDW  TOTAL  RETURN  TR.  B                                         B 

Large-cap  Blend 

C 

719.8 

198 

0.00** 

1.18t 

-6.5 

-6.9 

Includes  redemption  fee.  "Includes  deferred  sales  charge.  1 12(b)  1  plan  in  effect.  (Not 

currently 

,i-  i  eplint; 
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Equity  Funds 

GE  ANNUAL  TOTAL  RETURNS  (%) 

HISTORY 

RESULTS  VS. 
ALL  FUNDS 

PORTFOUO  DATA 

RISK 

TELEPHONE 

TURNOVER 

CASH 
% 

UNTAXED 
GAINS  % 

TOP  10 
STKS.  % 

LARGEST  HOLDING 

LEVEL 

BEST 

WORST 

!ARS 

fTERTAX 

PRETAX  AFTERTAX 

PRFTAX  AFTERTAX 

COMPANY  (%  ASSETS) 

QTR 

%  RET 

QTR 

%  RET 

30.2 

24.6 

21.1 

22.5 

18.4 

H0DOH 

Average 

13 

31 

22 

Oracle  (3) 

Very  High 

IB99 

57.8 

12  00 

-31.5 

800-728-3337 

6.7 

12.3 

8.9 

12.6 

9.7 

aaaaa 

Average 

3 

12 

29 

U.S.  Treas.  Note  7.5  2/05  (4) 

Low 

II  97 

13.1 

III  98 

-6.7 

800-621-1048 

34.2 

NA 

NA 

NA 

NA 

BOB 

Very  Low 

3 

27 

59 

SDL  (15) 

1299 

68.0 

1200 

-35.9 

800-333-9128 

11.3 

18.2 

16.1 

17.3 

15.8 

OBBBB 

Low 

5 

26 

51 

Symantec  (8) 

Average 

1298 

40.1 

III  98 

-20.5 

800-368-2558 

18.1 

270 

24.8 

22.9 

21.4 

nation 

low 

3 

20 

48 

America  Online  (13) 

Average 

IB  98 

35.9 

III  98 

-11.6 

800-368-2558 

NA 

NA 

NA 

NA 

NA 

B 

11 

NA 

48 

Abercrombie  &  Fitch  (6) 

I  00 

6.7 

1200 

-10.5 

800-368-2558 

5.2 

13.1 

10.0 

14.3 

11.6 

BBBBB 

Average 

5 

12 

24 

U.S.  Treas.  Note  6.5  2010  (5) 

Low 

II  97 

15.6 

III  98 

-7.5 

800-426-3750 

16.3 

14.9 

13.2 

NA 

NA 

BBBDB 

Average 

12 

21 

21 

Li  &  Fung  (4) 

Average 

1299 

41.6 

III  98 

-16.1 

800-922-6769 

12.7 

19.0 

15.7 

20.5 

18.0 

OBBBB 

Low 

7 

36 

17 

Softbank  (3) 

Average 

IS99 

21.9 

III  98 

-19.5 

800-922-6769 

12.6 

19.4 

16.6 

NA 

NA 

BBBBD 

High 

4 

19 

29 

Procter  &  Gamble  (4) 

Low 

IS  98 

21.4 

III  98 

-14.2 

800-426-3750 

1 3  3 

NA 

NA 

NA 

NA 

BBB 

Average 

-1 

9 

41 

Citigroup  (5) 

1299 

25.0 

1200 

-17.9 

800-338-2550 

14.3 

16.6 

14.4 

NA 

NA 

BBBBD 

Average 

1 

38 

35 

Philip  Morris  (4) 

Very  Low 

1297 

14.4 

I  99 

-5.6 

800-426-3750 

8.7 

16.9 

13.3 

20.1 

17.2 

BDBBD 

Average 

3 

6 

69 

Waste  Management  (13) 

Low 

1298 

18.5 

III  98 

-18.4 

800-445-9469 

-4.6 

NA 

NA 

NA 

NA 

DBBO 

Low 

2 

-16 

66 

Hilton  Hotels  (11) 

III  97 

14.9 

III  98 

-17.7 

800-445-9469 

7.9 

17.4 

15.6 

16.1 

14.7 

ODBEIO 

Average 

8 

11 

54 

Fleming  (8) 

Low 

12  98 

14.5 

III  98 

-13.4 

800-445-9469 

13.0 

18.3 

15.3 

17.3 

14.2 

BBBQB 

Average 

4 

30 

23 

Exxon  Mobil  (3) 

Low 

1298 

17.1 

III  98 

-11.6 

800-201-6984 

6.6 

14.5 

12.6 

17.9 

15.4 

BBBBB 

Low 

4 

13 

19 

Plantronics  (3) 

High 

1298 

28.3 

III  98 

-22.0 

800-201-6984 

12.7 

17.2 

15.7 

20.1 

18.6 

BBOBQ 

Low 

1 

30 

37 

Cisco  Systems  (5) 

Average 

1298 

26.9 

12  00 

-14.4 

800-624-6782 

12.0 

18.2 

17.2 

17.2 

16.3 

BODBB 

Very  Low 

1 

23 

26 

Microsoft  (4) 

Average 

1298 

25.3 

III  98 

-10.1 

800-624-6782 

13.6 

18.8 

16.6 

19.9 

17.8 

BBDBD 

Low 

1 

34 

37 

Cisco  Systems  (5) 

Average 

12  98 

28.0 

12  00 

-14.6 

800-695-2126 

10.8 

18.1 

16.7 

17.1 

15.8 

DDOBB 

Very  Low 

3 

39 

25 

Microsoft  (5) 

Average 

1298 

21.5 

III  98 

-9.9 

800-695-2126 

2.0 

11.0 

8.1 

15.3 

12.2 

DBBDD 

Average 

5 

9 

26 

Amer.  Standard  (3) 

Average 

II  99 

13.7 

III  98 

-17.2 

800-695-2126 

9.2 

12.9 

10.7 

13.6 

11.9 

□BDBB 

High 

9 

23 

26 

Cisco  Systems  (3) 

Low 

1298 

16.9 

12  00 

-8.5 

800-624-6782 

1.9 

10.2 

8.0 

14.8 

12.6 

BBBBB 

Average 

4 

12 

31 

Bell  Atlantic  (3) 

Average 

II  99 

13.2 

III  98 

-16.6 

800-624-6782 

8.1 

10.4 

9.0 

12.7 

11.6 

BBBBB 

Low 

7 

11 

15 

Nippon  Tel.  &  Tel.  ADS  (2) 

Low 

12  98 

13.9 

III  98 

-14.3 

800-835-3879 

13  2 

18.5 

17.0 

20.1 

18.0 

BBBDB 

Average 

9 

7 

14 

Anadigics  (2) 

High 

1299 

35.9 

III  98 

-21.0 

800-835-3879 

23.6 

NA 

NA 

NA 

NA 

ODD 

Very  High 

4 

15 

.    55 

Genentech  (8) 

1299 

34.8 

1200 

-13.2 

800-860-8686 

22.4 

NA 

NA 

NA 

NA 

ODD 

High 

0 

20 

45 

Cisco  Systems  (6) 

1299 

35.0 

III  98 

-11.8 

800-860-8686 

25.2 

27.5 

22.9 

23.7 

19.9 

BDDDB 

High 

2 

10 

23 

Veritas  Software  (6) 

High 

1299 

39.2 

III  98 

-19.1 

800-354-8185 

13.3 

25.1 

22.2 

NA 

NA 

DDBBD 

Very  High 

6 

1 

19 

Seagate  Technology  (3) 

Average 

12  98 

22.5 

III  98 

-13.8 

800-354-8185 

6.5 

17.8 

14.4 

21.2 

18.2 

DDOBB 

Very  High 

5 

8 

12 

Adelphia  Communs.  A  (2) 

Average 

III  97 

18.3 

III  98 

-18.3 

800-354-8185 

3.0 

13.1 

10.2 

16.9 

13.4 

DBBBD 

Average 

1 

9 

29 

Liz  Claiborne  (4) 

Average 

1200 

15.6 

III  98 

-19.1 

800-354-8185 

19.6 

26.8 

22.7 

21.6 

17.9 

BDDBO 

High 

2 

7 

23 

Cisco  Systems  (4) 

Average 

1299 

28.2 

1200 

-13.6 

800-225-2606 

8.4 

16.8 

14.9 

16.3 

13.2 

BBBBB 

Average 

3 

19 

26 

General  Electric  (4) 

Low 

1298 

18.6 

III  98 

-10.9 

800-225-2606 

8.5 

10.8 

9.4 

12.7 

11.2 

BBBBB 

Low 

0 

14 

25 

Nintendo  (3) 

Low 

12  98 

15.5 

III  98 

-18.4 

800-637-3863 

11.1 

3.0 
5.0 
17.1 
7.7 


14.2 
NA 
9.2 
-8.8 
18.7 


12.3 
9.3 
13.2 
20.7 
11.5 

NA 
NA 
NA 

3.1 
21.3 


9.8 
6.8 
10.7 
18.4 
8.2 

NA 
NA 
NA 
1.9 
18.5 


12.2 

11.4 

15.1 

NA 

13.2 

NA 

NA 

NA 

10.9 

21.1 


10.0 
9.0 

13.1 
NA 

10.4 

NA 
NA 
NA 
9.2 
18.0 


BBBBB 
BBBBB 
BDBBB 

BDDBQ 
BBBBB 

DB 

BDBB 
DBBBD 
BBBBB 


Very  High 

Low 

Low 

High 
Very  Low 


2 
26 
40 
12 

0 


MediaOne  Group  (5) 
Kansas  City  So.  Ind.  (3) 
Exxon  Mobil  (5) 
Cisco  Systems  (5) 
Daiwa  Securities  Group  (1) 


Average  4  -1  38  Cisco  Systems  (5) 

Average  6  3  27  PMC-Sierra  (3) 

Average  3  16  46  Lattice  Semiconductor  (11) 

High  0  -2  37  Microsoft  (5) 

High  6  -1  19  Tyco  International  (3) 


Low 

Low 
Average 
Very  Low 


High 
Average 


1298  7.3 

1298  10.8 

II  97  14.2 

1298  27.1 

11  99  12.2 

1299  35.8 
1299  49.9 
1299  19.3 
1299  24.2 

12  99  28.7 


III  98 
III  98 
III  98 
12  00 
III  98 

III  98 
1200 
III  98 
III  98 
III  98 


-6.0 
-11.7 
-11.5 
-12.9 
-13.2 

-15.5 
-38.8 
-6.7 
-19.5 
-14.1 


800-343-8959 
800-637-3863 
800-637-3863 
800-637-3863 
800-637-3863 

800-637-3863 
800-637-3863 
800-637-3863 
800-637-3863 
800-225-2606 


10.0 

13.2 

12.6 

21.5 

20.9 

BBBBB 

Very  Low 

2 

31 

62 

Oracle  (22) 

High 

1299 

35.6 

1200 

-23.0 

800-225-2606 

10.9 

18.0 

13.9 

16.3 

12.7 

BBBBB 

Average 

2 

6 

26 

Cisco  Systems  (5) 

High 

1299 

30.2 

1200 

-16.4 

800-225-2606 

27.8 

24.4 

21.3 

NA 

NA 

BBBDB 

Average 

10 

-12 

38 

Network  Solutions  (6) 

High 

12  99 

39.5 

III  98 

-16.6 

800-225-2606 

22.0 

NA 

NA 

NA 

NA 

BOB 

Average 

5 

-A 

18 

RSA  Security  (3) 

1299 

55.2 

III  98 

-19.1 

800-225-2606 

11.4 

16.8 

15.1 

18.4 

16.1 

BBBBB 

High 

2 

19 

28 

Cisco  Systems  (4) 

Average 

12  98 

22.0 

III  98 

-15.0 

800-225-2606 

20.4 
8.1 
14.7 
10.8 
7.4 


NA 
13.5 
20.2 

NA 
11.9 


NA 

10.3 

16.8 

NA 

9.7 


NA 

13.6 

NA 

NA 

NA 


NA 
10.9 
NA 
NA 
NA 


OBB 
BBBBD 

BBBBB 

DBB 

BBBBB 


High 

High 

Very  High 

Average 

Very  High 


23 
16 
23 
30 
15 


Microsoft  (4) 
FNMA  6.5  9/28  (2) 
Williams  (3) 
Cisco  Systems  (5) 
Microsoft  (2) 


Very  Low 
Very  Low 

Very  Low 


1299 

11  97 
1299 
1298 

12  98 


29.1 
9.3 
21.8 
22.9 
13.5 


1200 
III  99 

II  00 
III  98 
III  98 


-15.6 
-4.6 
-6.6 
-9.9 
-6.1 


800-225-2606 
800-225-2606 
800-225-2606 
800-521-5411 
800-521-5411 


NA 
16.6 

NA 
14.7 

5.4 


NA 
20.2 

NA 
15.9 
13.0 


NA 
16.4 

NA 
12.4 
11.5 


NA 
20.4 

NA 
18.9 
14.3 


NA 
17.5 

NA 
16.5 
13.1 


B 
BDDBB 

BB 
BBBDB 
BBBBB 


Very  High 
Very  High 
Average 

High 
Very  Low 


8 

-13 

-2 

6 
58 


16 
17 
33 
19 
28 


11.0 
4.7 
19.5 
10.9 
25.1 


16.9 
9.7 
19.8 
16.7 
17.7 


14.0 
7.1 
17.6 
13.1 
15.0 


15.5 
NA 
NA 
NA 
NA 


13.4 
NA 
NA 
NA 
NA 


DBBBB 
BBBBB 
BBDBB 
BBBBB 
BBBBD 


36.3 
32.7 
10.6 
10.0 
12.0 


26.8 

NA 

NA 

13.8 

17.2 


24.0 
NA 
NA 

11.3 

15.6 


NA 
NA 
NA 
13.5 
NA 


NA 
NA 
NA 
11.4 
NA 


BBODB 

BODB 

DBB 

BBBBB 
BBBBB 


Low 

Low 
Average 
Average 

High 

High 

Low 

Low 
Very  High 
Average 


Citigroup  (2) 

1299 

41.7 

1200 

-12.3 

800-869-6397 

Citigroup  (2) 

Average 

1299 

34.9 

1200 

-12.2 

800-869-6397 

Matsushita  Elec.  Ind.  ADR  (5) 

1298 

19.5 

III  98 

-15.9 

800-869-6397 

Peregrine  Systems  (2) 

Very  High 

1299 

59.3 

III  98 

-20.4 

800-869-6397 

Target (3) 

Low 

II  97 

15.7 

III  99 

-10.3 

800-869-6397 

13 
6 
25 
17 
32 


33  Vodafone  AirTouch  ADR  (6)  Low  1299  24.9  III  98  -15.8  800-869-6397 

11  Chevron  (1)  Low  1298  16.6  III  98  -12.6  800-869-6397 

17  BellSouth  (2)  Low  198  19.7  II  00     -7.3  800-869-6397 

40  Cisco  Systems  (6)  Average  1298  25.1  1200-15.3  800-869-6397 

32  Gentech(5)  High  II  00  23.2  197-13.5  800-869-6397 


-24 
10 
11 
14 
5 


25  Nortel  Networks  (3)  High 
38  QUALCOMM  (5) 

26  Microsoft  (4) 

14  U.S.  Treas.  Bond  6.25  8/23  (2)       Low 

36  Montana  Power  (5)  Average 


1299  61.0 

12  99  62.2 

1298  21.1 

1299  12.4 
12  98  19.7 


1200 
12  00 
III  98 
III  98 
1200 


-32.8 
37.8 
-10.3 
-8.8 
-15.8 


800-869-6397 
800-869-6397 
800-869-6397 
800-869-6397 
800-869-6397 


DATA:  STANDARD  &  POOR'S 
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MUTUAL  FUND  SCOREBOARD 

FUND                                                               OVERALL  RATING 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

CATEGORY                        RATING 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

SIZE 

FEES 

SALES 

EXPENSE 

2000  RETURNS 

PRE-        AFTER-      1 

c|IC 

ASSETS 

%  CHG. 

1 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

OF  FUND  WITHIN  CATEGORY) 

SMIL. 

1999-2000 

CHARGE  (%) 

RATIO  (%) 

TAX 

TAX 

MSDW  UTILITIES  B   X 

B+ 

Utilities 

C 

2546.3 

-5 

0.00** 

1.65t 

6.5 

4.5 

MSDW  VALUE  ADDED  MARKET  B 

B 

Large-cap  Value 

C 

1071.1 

-20 

0.00** 

1.48t 

9.7 

5.8 

i 

MUNDER  NETNET  B 

Technology 

1737.3 

-17 

0.00** 

2.41 1 

-54.6 

-54.6 

I 

MUTUAL  BEACON  Z   X 

B+ 

Mid-cap  Value 

B+ 

2950 

-8 

No  load 

0.79 

14.3 

10.3 

MUTUAL  DISCOVERY  Z 

A 

Small-cap  Value 

B+ 

1 989.4 

2 

No  load 

1.05 

12.6 

7.5 

MUTUAL  QUALIFIED  Z   X 

B+ 

Mid-cap  Value 

B 

2830.6 

-12 

No  load 

0.80 

14.3 

10.6 

MUTUAL  SHARES  Z  X 

B+ 

Mid-cap  Value 

B+ 

5160.7 

-8 

No  load 

0.77 

13.8 

9.9 

NATIONS  BLUE  CHIP  INV.  A  A 

B 

Large-cap  Blend 

C 

722.4 

93 

5.75** 

1.20t 

-9.3 

-10.6 

; 

NATIONS  INTL.  EQUITY  PRIM.  A 

C- 

Foreign 

C 

841.9 

16 

No  load 

1.14 

-15.1 

-16.7 

NATIONS  MARSICO  FOCUSED  EQUITY  INV.  B 

Large-cap  Blend 

892.7 

40 

0.00** 

2.16t 

-17.9 

-18.0 

; 

NATIONWIDE  D   X 

B 

Large-cap  Blend 

c 

1958.2 

-19 

4.50 

0.73 

-2.3 

-8.2 

NATIONWIDE  GROWTH  D  & 

D 

Large-cap  Growth 

F 

681.7 

-35 

4.50 

0.80 

-30.3 

-33.8 

NEUBERGER  BERMAN  FOCUS  X 

C 

Mid-cap  Growth 

C 

1557.7 

7 

No  load 

0.85 

12.4 

10.1 

■ 

NEUBERGER  BERMAN  GENESIS 

B 

Small-cap  Value 

B 

753.5 

1 

No  load 

1.21 

32.5 

31.0 

NEUBERGER  BERMAN  GUARDIAN 

D 

Large-cap  Value 

F 

2262.4 

-32 

No  load 

0.84 

-1.9 

-5.5 

. 

NEUBERGER  BERMAN  MANHATTAN 

C- 

Mid-cap  Growth 

D 

749.7 

9 

No  load 

0.92 

-11.4 

-17.7 

NEUBERGER  BERMAN  PARTNERS   X 

C 

Large-cap  Value 

C- 

1922.4 

-29 

No  load 

0.84 

0.6 

-1.3 

NEW  ECONOMY  A  X 

B 

World 

B 

10417.9 

9 

5.75** 

0.791 

-16.2 

-18.1 

NEW  PERSPECTIVE  A  X 

B+ 

World 

B+ 

30625.6 

6 

5.75** 

0.79t 

-7.2 

-9.5 

NICHOLAS  X 

C 

Large-cap  Blend 

D 

4082.6 

-20 

No  load 

0.73 

-1.5 

-6.2 

NICHOLAS  II 

c 

Mid-cap  Value 

C- 

703.9 

-24 

No  load 

0.62 

-2.1 

-9.8 

■ 

NORTHERN  GROWTH  EQUITY 

B 

Large-cap  Growth 

B 

1147.7 

-3 

No  load 

1.00 

-7.2 

-9.8 

NORTHERN  INTL.  GROWTH  EQUITY 

C 

Foreign 

B 

603.8 

13 

No  load 

1.25 

-9.9 

-12.4 

NORTHERN  MID  CAP  GROWTH   & 

Mid-cap  Growth 

610.6 

61 

No  load 

1.00 

-10.8 

-13.8 

NORTHERN  TECHNOLOGY 

Technology 

1448.7 

10 

No  load 

1.25 

-38.4 

-43.4 

] 

NUVEEN  GROWTH  &  INCOME  STOCK  A 

Large-cap  Value 

672.2 

-10 

5.75** 

1.30t 

7.5 

5.3 

■ 

NVEST  GROWTH  A  (ah)  X 

C 

Large-cap  Growth 

C 

1392.4 

-20 

5.75** 

1.12t 

-4.6 

-6.7 

NVEST  STAR  ADVISERS  B  (ai) 

c 

Large-cap  Blend 

D 

640.2 

1 

0.00** 

2.37t 

-17.6 

-20.0 

ONE  GROUP  EQUITY  INDEX  A 

B 

Large-cap  Blend 

C 

765.9 

-4 

5.25** 

0.60t 

-9.5 

-9.7 

ONE  GROUP  LARGE  CAP  GROWTH  B 

C 

Large-cap  Growth 

c- 

778.2 

5 

0.00** 

1.94t 

-24.7 

-25.3 

ONE  GROUP  LARGE  CAP  VALUE  1 

B 

Large-cap  Value 

B 

1538.1 

38 

No  load 

0.96 

6.1 

5.3 

■ 

ONE  GROUP  MID  CAP  GROWTH  1 

B+ 

Mid-cap  Growth 

B+ 

1424 

12 

No  load 

0.99 

5.9 

3.0 

ONE  GROUP  MID  CAP  VALUE  1 

B 

Mid-cap  Value 

B 

1028.8 

9 

No  load 

0.97 

28.4 

26.8 

OPPENHEIMER  CAPITAL  APPRECIATION  A 

B  + 

Large-cap  Growth 

B+ 

3079 

28 

5.75** 

1.06t 

-1.3 

-3.3 

. 

OPPENHEIMER  CAPITAL  INCOME  A 

B 

Domestic  Hybrid 

C 

2248.2 

-18 

5.75** 

0.93t 

16.8 

14.5 

i 

OPPENHEIMER  DISCOVERY  A 

D 

Small-cap  Growth 

C- 

990.0 

9 

5.75** 

1.15t 

-13.3 

-17.0 

OPPENHEIMER  GLOBAL  A 

A 

World 

A 

5754.0 

29 

5.75** 

1.08t 

4.1 

0.2 

OPPENHEIMER  GLOBAL  GROWTH  &  INCOME  A 

A 

International  Hybrid 

A 

1469.5 

137 

5.75** 

1.20t 

-4.2 

-4.8 

OPPENHEIMER  GROWTH  A 

C 

Mid-cap  Growth 

B 

2231.9 

14 

5.75** 

I.OIt 

-11.2 

-12.3 

OPPENHEIMER  MAIN  STREET  GROWTH  &  INC.  A 

C 

Large-cap  Blend 

C- 

7751.8 

-6 

5.75** 

0.90t 

-7.9 

-9.0 

1 

OPPENHEIMER  MID  CAP  A 

Mid-cap  Blend 

788.8 

248 

5.75** 

1.42t 

-10.8 

-10.8 

OPPENHEIMER  MULTIPLE  STRATEGIES  A 

B 

Domestic  Hybrid 

c 

601.4 

-6 

5.75** 

1.13t 

6.6 

4.4 

OPPENHEIMER  QUEST  BALANCED  VALUE  A 

A 

Domestic  Hybrid 

A 

1014.1 

2 

5.75** 

1.51 1 

7.9 

6.5 

OPPENHEIMER  QUEST  OPPORT.  VALUE  A 

B 

Large-cap  Value 

c 

1304.6 

-27 

5.75** 

1.57t 

9.8 

7.2 

OPPENHEIMER  TOTAL  RETURN  A 

C 

Large-cap  Blend 

c- 

3053.1 

4 

5.75** 

0.87t 

-5.6 

-6.8 

PAINEWEBBER  GROWTH  &  INCOME  A 

C 

Large-cap  Value 

c- 

616.5 

-27 

4.50** 

1.15T 

-6.9 

-9.7 

1 

PAINEWEBBER  TACTICAL  ALLOCATION  B 

Domestic  Hybrid 

1019.7 

1 

0.00** 

1.60T 

-3.0 

-5.1 

. 

PAX  WORLD  BALANCED  (aj) 

A 

Domestic  Hybrid 

A 

1187.5 

17 

No  load 

0.891; 

5.7 

3.4 

■ 

PBHG  EMERGING  GROWTH  &. 

F 

Small-cap  Growth 

F 

758.5 

-1 

No  load 

1.24 

-25.2 

-26.3 

■ 

PBHG  GROWTH  X 

F 

Small-cap  Growth 

D 

3940.9 

19 

No  load 

1.23 

-23.0 

-25.3 

:■ 

PBHG  LARGE  CAP  20 

Large-cap  Growth 

807.2 

35 

No  load 

1.23 

-22.1 

-24.1 

PBHG  SELECT  EQUITY  & 

D 

Large-cap  Growth 

F 

1182.2 

220 

No  load 

1.18 

-24.6 

-25.2 

PBHG  TECHNOLOGY  &  COMMUNICATIONS 

C 

Technology 

C 

1637.6 

67 

No  load 

1.19 

-41.0 

-42.7 

PHOENIX-ENGEMANN  CAPITAL  GROWTH  A 

C- 

Large-cap  Growth 

D 

2330.5 

-21 

5.75 

1.07T 

-18.1 

-19.2 

PHOENIX-OAKHURST  BALANCED  A 

c 

Domestic  Hybrid 

C- 

1370.6 

-13 

5.75 

0.97T 

-0.4 

-3.7 

PILGRIM  INTERNATIONAL  VALUE  A 

B+ 

Foreign 

A 

1008.6 

97 

4.75** 

1.681 

1.9 

-0.7 

PIMCO  GROWTH  C 

C 

Large-cap  Growth 

C- 

1957.4 

-6 

0.00** 

1.91t 

-14.9 

-16.1 

PIMCO  INNOVATION  C 

B 

Technology 

B+ 

1625.4 

58 

0.00** 

2.05t 

-29.4 

-31.1 

PIMCO  TARGET  C 

B 

Mid-cap  Growth 

B+ 

1390.0 

29 

0.00** 

1.96t 

9.4 

6.0 

PIN  OAK  AGGRESSIVE  STOCK 

D 

Small-cap  Growth 

C 

876.3 

436 

No  load 

1.00 

-13.1 

-13.2 

PIONEER  A  X 

B+ 

Large-cap  Blend 

B+ 

6515.8 

2 

5.75** 

1.10T 

0.1 

-1.3 

PIONEER  GROWTH  SHARES  A 

B 

Large-cap  Growth 

C 

1226.3 

-37 

5.75** 

1.02t 

-9.6 

-10.6 

PIONEER  II  A 

C- 

Mid-cap  Value 

D 

4364.3 

-15 

5.75** 

0.94t 

16.0 

14.1 

PIONEER  MID  CAP  A 

D 

Mid-cap  Growth 

F 

790.2 

-6 

5.75** 

0.84t 

-6.2 

-9.2 

PIONEER  MID  CAP  VALUE  A  (ak) 

C- 

Mid-cap  Value 

C- 

903.8 

-17 

5.75** 

1.18T 

17.6 

15.5 

PREFERRED  GROWTH 

C 

Large-cap  Growth 

c 

663.5 

-9 

No  load 

0.83 

-17.6 

22.3 

T.  ROWE  PRICE  BALANCED 

B+ 

Domestic  Hybrid 

B 

2043.2 

-1 

No  load 

0.79 

2.1 

0.8 

T.  ROWE  PRICE  BLUE  CHIP  GROWTH 

B+ 

Large-cap  Growth 

B+ 

7154.4 

13 

No  load 

0.91 

-2.5 

-3.4 

T.  ROWE  PRICE  CAPITAL  APPRECIATION   X 

A 

Domestic  Hybrid 

A 

848.2 

-5 

No  load 

0.88 

22.2 

19.6 

i 

T.  ROWE  PRICE  DISCOVERY   X 

B 

Foreign 

B+ 

800.0 

56 

0.00* 

1.42 

-15.6 

-18.6 

i  rnption  fee.  "Includes  deferred  sales  charge. 

t!2(b)- 

I  plan  In  effect.  {Not  currently  accepting 

new  .«  i  niinl'. 

'd  (.-•.',  ih. hi 

0.5%  of  assets 

NA=Not  i 

i/allibla  nm  Nut  in. 

ormerly  New  England  Growth  Fund  A.  (ai)  Formerly  New  Engl 

jnd  Star  Advisers  Fund  B. 

(.i|)  1  'ii ii H 'i  1  v  I'.k  Wui hi  hunt    (tik)  1  in n iccl v  I'm i  C. ipil.il  (,mw 

Ih  1  mill  A 

94  Hir.m{;v;Week  /  January  29,  2001 


Equity  Funds 


iCE  ANNUAL  TOTAL  RETURNS  (%) 

HISTORY 

RESULTS  VS. 
ALL  FUNDS 

PORTFOLIO  DATA 

RISK 

TELEPHONE 

EARS 

tfTERTAX 

10  YEARS 

PRETAX  AFTERTAX 

TURNOVER 

CASH 

% 

UNTAXED 
GAINS  % 

TOP  10 

LARGEST  HOLDING 

LEVEL 

BEST 

WORST 

PRETAX  AFTERTAX 

STKS.  % 

COMPANY  (%  ASSETS) 

QTR 

%  RET 

QTR 

%  RET 

10.7 

13.6 

11.3 

12.3 

10.3 

00BQQ 

Very  Low 

1 

47 

25 

Enron  (4) 

Very  Low 

IB  97 

13.2 

II  00 

-4.4 

800-869-6397 

7.9 

15.0 

12.9 

15.8 

14.5 

EJEIHOD 

Very  Low 

2 

42 

2 

Hartford  Finl.  Svcs.  Grp.  (§) 

Low 

IS98 

16.5 

III  98 

-14.1 

800-869-6397 

NA 

NA 

NA 

NA 

NA 

OQ 

Low 

-20 

-54 

32 

InfoSpace  (5) 

IS99 

79.4 

ISOO 

^16.5 

800-438-5789 

8.1 

15.3 

12.0 

17.0 

14.3 

BBDBD 

Average 

10 

24 

22 

Canary  Wharf  Group  (4) 

Very  Low 

IS  98 

12.6 

III  98 

-17.5 

800-342-5236 

92 

166 

13.5 

NA 

NA 

DBDBD 

High 

20 

15 

26 

Lagardere  SCA  (5) 

Very  Low 

15  99 

14.2 

III  98 

-19.4 

800-342-5236 

6.5 

14.6 

11.5 

170 

14.1 

aaaaa 

Average 

9 

26 

20 

Investor  AB  A  &  B  (4) 

Low 

II  99 

13.4 

III  98 

-17.7 

800-342-5236 

!        6.8 

14.9 

11.9 

17.0 

14.0 

BBDBD 

Average 

12 

25 

23 

Investor  AB  A  &  B  (4) 

Low 

IS  98 

13.3 

III  98 

-17.0 

800-342-5236 

S      10.3 

18.2 

16.1 

NA 

NA 

BBBDD 

Average 

2 

21 

27 

Cisco  Systems  (5) 

Average 

IS  98 

23.7 

III  98 

-12.2 

800-321-7854 

8.8 

8.7 

6.7 

NA 

NA 

BBBBD 

High 

5 

-1 

21 

Vodafone  AirTouch  AOR  (3) 

Average 

IS99 

28.6 

III  98 

-13.9 

800-321-7854 

1      22.9 

NA 

NA 

NA 

NA 

ana 

Average 

11 

4 

52 

Genentech  (8) 

IS  99 

32.9 

ISOO 

-13.0 

800-464-2778 

5.1 

17.1 

14.1 

15.2 

12.6 

BDDBB 

Low 

3 

7 

32 

Warner-Lambert  (4) 

Low 

II  97 

18.5 

III  99 

-11.2 

800-848-0920 

I      -2.7 

8.2 

5.0 

12.0 

9.6 

DBBDB 

Low 

2 

-14 

36 

Intel  (5) 

High 

II  97 

18.3 

ISOO 

-25.5 

800-848-0920 

I      14.9 

18.3 

15.7 

18.8 

16.2 

BBBBH 

Low 

3 

39 

58 

Citigroup  (9) 

High 

IS  98 

34.5 

III  98 

-27.5 

800-366-6264 

7.9 

17.6 

16.9 

18.0 

17.0 

DDBDD 

Low 

6 

19 

22 

AptarGroup  (3) 

Average 

III  97 

20.1 

III  98 

-16.4 

800-366-6264 

I      -1.1 

8.7 

4.9 

13.9 

11.1 

BBDDB 

High 

4 

4 

26 

Wellpoint  Health  Networks  (4) 

High 

IS  98 

23.1 

III  98 

-26.2 

800-366-6264 

12.0 

17.1 

12.2 

16.8 

12.8 

DDBDD 

Average 

3 

-19 

23 

VERITAS  Software  (3) 

High 

IS99 

49.0 

ISOO 

-28.6 

800-366-6264 

!        2.6 

13.5 

10.2 

15.4 

12.2 

DODDB 

High 

1 

8 

27 

Cigna  (3) 

Average 

IS98 

16.4 

III  98 

-14.7 

800-366-6264 

1      13.7 

18.0 

15.4 

17.9 

15.6 

BBBBB 

Low 

13 

12 

19 

Viacom  CI.  A  (2) 

Average 

IS99 

27.2 

ISOO 

-11.0 

800-421-0180 

1      16.3 

17.6 

15.4 

16.3 

14.4 

DDBBD 

Low 

13 

20 

21 

Vodafone  AirTouch  ADR  (3) 

Low 

IS99 

22.2 

III  98 

-10.2 

800-421-0180 

1.4 

13.2 

10.3 

15.3 

12.9 

BDBBB 

Average 

3 

32 

25 

General  Motors  CI.  H  (3) 

Average 

IS  98 

19.3 

III  98 

-15.9 

800-227-5987 

:     -0.9 

12.1 

8.3 

14.1 

11.2 

BDBBB 

Average 

4 

6 

28 

Fiserv  (4) 

Average 

IS98 

16.0 

III  98 

-15.6 

800-227-5987 

13.0 

18.6 

16.2 

NA 

NA 

BDDBB 

Average 

0 

21 

24 

General  Electric  (4) 

Average 

IS98 

24.8 

ISOO 

-12.8 

800-595-91 1 1 

12.2 

11.0 

9.0 

NA 

NA 

BBUBB 

High 

7 

-22 

15 

Novartis  ADS  (2) 

Low 

IS98 

18.8 

III  98 

-13.7 

800-595-91 1 1 

(        NA 

NA 

NA 

NA 

NA 

aa 

High 

2 

-8 

19 

Weatherford  Intl.  (2) 

IS99 

57.9 

ISOO 

-17.9 

800-595-91 1 1 

32.9 

NA 

NA 

NA 

NA 

BDDB 

High 

3 

-104 

31 

Brocade  Commun.  Syst.  (4) 

IS  99 

65.2 

ISOO 

-43.8 

800-595-91 1 1 

8.8 

NA 

NA 

NA 

NA 

BOOB 

Very  High 

-1 

13 

32 

Koninklijke  Philips  Electron  N  (4) 

IS  98 

15.7 

III  98 

-16.6 

800-257-8787 

1      10.2 

17.0 

12.4 

16.4 

12.4 

BBDDB 

Very  High 

1 

8 

54 

Telefonos  de  Mex.  A  ADR  (6) 

Average 

IS98 

28.5 

III  98 

-18.1 

800-225-5478 

9.3 

14.8 

11.2 

NA 

NA 

BBBBQ 

Very  High 

10 

-5 

18 

Nokia  ADS  (4) 

Average 

IS  99 

30.5 

ISOO 

-14.2 

800-888-4823 

11.0 

17.7 

16.8 

NA 

NA 

BBBDD 

Very  Low 

1 

41 

26 

Microsoft  (4) 

Average 

IS  98 

21.2 

III  98 

-10.0 

800-480-41 1 1 

1       9.0 

15.7 

13.3 

NA 

NA 

BDDBB 

High 

0 

17 

37 

Cisco  Systems  (7) 

Average 

IS  98 

24.1 

ISOO 

-19.9 

800-480-41 1 1 

1       8.9 

15.4 

13.3 

NA 

NA 

BBBDB 

Very  High 

-1 

16 

25 

Exxon  Mobil  (5) 

Low 

IS98 

15.5 

III  98 

-10.9 

800-480-41 1 1 

20.0 

24.1 

20.0 

20.4 

17.3 

BDDBB 

High 

2 

10 

33 

Veritas  Software  (9) 

High 

IS98 

39.9 

ISOO 

-16.7 

800-480-41 1 1 

8.3 

16.4 

13.0 

15.8 

13.1 

BDDBD 

High 

6 

18 

15 

Montana  Power  (2) 

Average 

IS98 

16.0 

III  98 

-13.6 

800-480-41 1 1 

18.4 

23.0 

20.2 

20.0 

17.5 

BBBBB 

Low 

11 

13 

24 

Nokia  ADS  (4) 

Average 

IS99 

28.9 

III  98 

-16.6 

800-525-7048 

3.9 

13.5 

10.8 

12.9 

10.5 

BBBBD 

Low 

1 

22 

24 

U.S.  Treas.  Strips  2/1 5  (4) 

Low 

II  97 

11.3 

III  99 

-9.6 

800-525-7048 

6.6 

10.3 

8.4 

16.7 

15.0 

□BBBD 

High 

6 

1 

13 

Asyst  Technologies  (2) 

Very  High 

IS99 

59.4 

III  98 

-21.4 

800-525-7048 

20.1 

21.6 

18.6 

16.7 

14.3 

DDDBB 

Average 

4 

16 

23 

Natl.  Semiconductor  (3) 

Low 

IS  99 

36.4 

III  98 

-17.1 

800-525-7048 

24.0 

24.4 

21.6 

17.5 

15.2 

DBDDB 

Low 

3 

2 

38 

Qualcomm  (7) 

Average 

IS  99 

32.5 

III  98 

-17.5 

800-525-7048 

11.4 

16.1 

13.5 

17.2 

14.8 

BDDBB 

Low 

15 

17 

43 

JDS  Uniphase  (13) 

Average 

IS  99 

30.2 

ISOO 

-25.6 

800-525-7048 

9.0 

14.6 

12.6 

22.4 

19.8 

DBBDD 

Average 

5 

14 

32 

Intel  (5) 

Average 

IS  98 

22.1 

III  98 

-11.0 

800-525-7048 

31.1 

NA 

NA 

NA 

NA 

BDD 

Average 

22 

14 

28 

JDS  Uniphase  (6) 

IS99 

43.4 

ISOO 

-32.1 

800-525-7048 

5.4 

11.7 

8.8 

11.7 

9.2 

□DDDB 

Low 

6 

16 

22 

Intel  (3) 

Very  Low 

IS  98 

11.2 

III  98 

-10.4 

800-525-7048 

13.5 

18.9 

16.0 

NA 

NA 

DBBDB 

Average 

12 

3 

56 

U.S.  Treas.  Infl.  Idx.  Note  3.875  (8)  Very  Low 

IS98 

21.4 

III  99 

-5.8 

800-525-7048 

6.7 

13.8 

12.0 

18.5 

17.1 

BDDBB 

Average 

18 

21 

49 

FNMA6.5  01) 

Low 

IS  98 

12.6 

III  98 

-13.0 

800-525-7048 

8.8 

15.6 

12.8 

16.5 

13.9 

DBBDD 

Average 

17 

24 

40 

JDS  Uniphase  (12) 

Low 

IS  98 

18.3 

ISOO 

-12.2 

800-525-7048 

4.4 

14.3 

11.8 

12.9 

11.0 

BBBDD 

Average 

11 

23 

25 

Cisco  Systems  (4) 

Average 

IS98 

21.0 

III  98 

-14.0 

800-647-1568 

11.9 

NA 

NA 

NA 

NA 

DOBB 

High 

50 

12 

14 

Microsoft  (2) 

IS  98 

20.9 

III  98 

-10.4 

800-647-1568 

13.5 

16.3 

13.8 

13.0 

10.8 

DBDBB 

Low 

7 

23 

32 

Enron  (6) 

Very  Low 

IS  98 

14.2 

II  00 

-3.3 

800-767-1729 

3.8 

5.2 

4.5 

NA 

NA 

BBDBB 

Average 

8 

-1 

27 

Micromuse  (4) 

Very  High 

IS99 

45.9 

ISOO 

-34.0 

800-433-0051 

12.8 

9.6 

8.8 

21.7 

19.7 

DBDDB 

Average 

10 

3 

27 

Micromuse  (3) 

Very  High 

IS  99 

64.6 

ISOO 

-32.6 

800-433-0051 

35.7 

NA 

NA 

NA 

NA 

DDDB 

High 

10 

3 

60 

Juniper  Networks  (9) 

IS99 

75.7 

ISOO 

-33.1 

800-433-0051 

31.3 

26.2 

25.3 

NA 

NA 

DBBDB 

Very  High 

13 

39 

44 

Juniper  Networks  (7) 

Very  High 

IS  99  130.6 

ISOO 

-43.2 

800-433-0051 

34.5 

32.5 

30.7 

NA 

NA 

DBDDB 

Very  High 

5 

-106 

43 

Palm  (5) 

Very  High 

IS99  111.5 

ISOO 

-51.0 

800-433-0051 

9.1 

14.1 

10.5 

13.5 

10.6 

DBBBB 

High 

6 

23 

32 

Cisco  Systems  (5) 

Average 

IS  99 

26.7 

ISOO 

-18.5 

800-814-1897 

6.9 

10.9 

7.5 

11.0 

8.2 

BDBDB 

Average 

3 

11 

26 

Cisco  Systems  (5) 

Low 

IS  98 

13.5 

III  98 

-5.5 

800-243-4361 

18.5 

18.9 

17.5 

NA 

NA 

DDBBB 

Low 

0 

6 

29 

Allied  Zurich  (3) 

Low 

IS99 

24.5 

III  98 

-14.7 

800-334-3444 

15.4 

18.8 

15.2 

16.8 

13.9 

BBDBD 

Average 

1 

24 

45 

Cisco  Systems  (7) 

High 

IS99 

36.2 

ISOO 

-18.5 

800-426-0107 

41.6 

31.8 

29.8 

NA 

NA 

DDDDB 

High 

2 

-22 

30 

Cisco  Systems  (4) 

Very  High 

IS99 

79.9 

ISOO 

-41.5 

800-426-0107 

27.9 

24.3 

20.2 

NA 

NA 

BBBDD 

Average 

6 

20 

32 

SDL  (5) 

High 

IS99 

52.7 

ISOO 

-22.1 

800-426-0107 

36.7 

23.6 

23.4 

NA 

NA 

DBDDD 

Very  Low 

7 

-37 

24 

Brocade  Commun.  Syst.  (3) 

Very  High 

IS  99 

50.1 

ISOO 

-40.9 

888-462-5386 

13.0 

19.9 

18.1 

17.4 

15.1 

DDBDB 

Low 

1 

40 

22 

Texas  Instruments  (3) 

Low 

IS98 

22.5 

III  98 

-8.5 

800-225-4321 

7.6 

18.8 

17.1 

18.2 

15.8 

BDDBD 

Average 

5 

1 

54 

Infinity  Broadcasting  A  (7) 

Average 

II  97 

24.1 

III  98 

-12.0 

800-225-4321 

1.8 

10.3 

8.3 

12.8 

10.3 

BBBBD 

1 

33 

36 

Koninklijke  Philips  Electron  N 

6)Average 

II  97 

15.5 

III  98 

-22.3 

800-225-4321 

7.7 

10.5 

7.1 

13.4 

10.7 

BBDBD 

Low 

3 

9 

24 

Veritas  Software  (5) 

High 

IS  99 

32.2 

III  98 

-21.8 

800-225-4321 

6.1 

10.6 

8.5 

17.8 

15.5 

BDBDD 

Average 

2 

15 

24 

NCR  (4) 

Average 

II  99 

13.9 

III  98 

-21.4 

800-225-4321 

12.8 

20.5 

15.3 

NA 

NA 

BDDBD 

Average 

2 

-7 

34 

Microsoft  (5) 

High 

IS99 

29.0 

ISOO 

-17.2 

800-662-2465 

8.1 

12.2 

10.9 

12.5 

10.7 

BBBDB 

Low 

1 

28 

10 

General  Electric  (2) 

Very  Low 

IS98 

12.2 

III  98 

-6.5 

800-638-5660 

14.1 

19.7 

19.2 

NA 

NA 

DBDBB 

Low 

1 

23 

25 

Microsoft  (3) 

Average 

IS98 

24.7 

III  98 

-12.1 

800-638-5660 

8.4 

13.4 

10.1 

13.9 

11.1 

BBDDD 

Low 

8 

14 

41 

Tennessee  Valley  Authority  (8) 

Very  Low 

II  99 

10.5 

III  98 

-3.0 

800-638-5660 

29.2 

19.7 

18.1 

12.7 

11.7 

BBDDD 

Average 

10 

-9 

13 

Ubizen  (2) 

Average 

IS  99 

57.2 

ISOO 

-17.9 

800-225-5132 

mei 

DATA 

STANDARD  &  POORS 

MUTUAL  FUND  SCOREBOARD 


FUND 


OVERALL  RATING 


CATEGORY 


RATING   SIZE 


FEES 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  FUND  WITHIN  CATEGORY) 


2000  RETURNS  ("/  g 


ASSETS 

SMIL 


%  CHG. 
1999-2000 


SALES 
CHARGE (%) 


EXPENSE 
RATIO  (%) 


PRE- 
TAX 


AFTER- 
TAX 


T.  ROWE  PRICE  DIVIDEND  GROWTH  B+  Large-cap  Blend 

T.  ROWE  PRICE  EQUITY  INDEX  500  X  B+  Large-cap  Blend 

T.  ROWE  PRICE  EQUITY  INCOME  X  B  Large-cap  Value 

T.  ROWE  PRICE  EUROPEAN  STOCK  X  B+  Europe 

T.  ROWE  PRICE  GROWTH  AND  INCOME  X  B  Large-cap  Value 


B+  723.9 

B  4123.9 

B  10294.7 

B  1177.8 

B  3089.2 


-36  No  load 

-13  0.00* 

-19  No  load 

-18  No  load 

-1 1  No  load 


0.77 
0.40 
0.77 
1.05 
0.77 


10.1 
-9.3 
13.1 

-6.7 
9.0 


9.5 
-9.6 
10.1 
-8.1 

7.0 


B+ 

A 


T.  ROWE  PRICE  GROWTH  STOCK 

T.  ROWE  PRICE  HEALTH  SCIENCES 

T.  ROWE  PRICE  MEDIA  &  TELECOMM.  A 

T.  ROWE  PRICE  MID-CAP  GROWTH  B 

T.  ROWE  PRICE  NEW  AMERICA  GROWTH   &  C- 

T.  ROWE  PRICE  NEW  ASIA  X  F 

T.  ROWE  PRICE  NEW  ERA  C- 

T.  ROWE  PRICE  NEW  HORIZONS   X  D 

T.  ROWE  PRICE  PERSONAL  STRAT.  BALANCED  B+ 

T.  ROWE  PRICE  SCIENCE  &  TECHNOLOGY  D 


Large-cap  Growth 
Health 

Communications 
Mid-cap  Growth 
Mid-cap  Growth 


B  + 

B 


B+ 
C- 


5407.1 

863.0 

813.4 

5899.4 

1507.3 


2 

195 
13 
25 

-23 


No  load 
No  load 
No  load 
No  load 
No  load 


0.74 
1.11 
0.93 
0.87 
0.94 


T.  ROWE  PRICE  SMALL  CAP  STOCK 
T.  ROWE  PRICE  SMALL  CAP  VALUE 
T.  ROWE  PRICE  SPECTRUM  GROWTH  X 
T.  ROWE  PRICE  STOCK  X 
T.  ROWE  PRICE  VALUE 


C 
C 

C 

c- 

B+ 


Pacific/Asia  ex-Japan 
Natural  Resources 
Small-cap  Growth 
Domestic  Hybrid 
Technology 

Small-cap  Blend 
Small-cap  Value 
All  Cap 
Foreign 
Mid-cap  Value 


B  807.6 

B  1080.9 

C  5836.7 

B+  626.9 

D  8906.3 


-30  No  load 

1  No  load 

1 1  No  load 

4  No  load 

-11  No  load 


1.21 
0.74 
0.90 
0.98 
0.87 


0.3  -3.5 

52.2  49.0 

-25.1  -29.4 

7.4  5.8 

-10.5  -13.5 

-30.8  -30.8 

20.4  18.4 

-1.9  -4.1 

5.6  3.7 

-34.2  -36.2 


B+ 

C 
C 

c 

B+ 


2076.6 
1274.6 
2770.6 
9796.5 
908.9 


31 
0 

-2 

-14 

5 


No  load 
0.00* 
No  load 
No  load 
No  load 


0.96 
0.92 
0.00 
0.85 
0.92 


PRUDENTIAL  EQUITY  A  X 
PRUDENTIAL  JENNISON  GROWTH  B 
PRUDENTIAL  STOCK  INDEX  I 
PRUDENTIAL  UTILITY  A 
PRUDENTIAL  VALUE  B  (al)  X 


Large-cap  Value 
Large-cap  Growth 
Large-cap  Blend 
Utilities 
Mid-cap  Value 


C-  1895.1 

C-  1801.6 

1512.8 
B+  3449.8 
C  603.4 


-10 

2 

38 

30 

-38 


5.00 
0.00* 
No  load 
5.00 
0.00* 


0.61 1 
0.74t 
0.30 
0.53T 
1.77t 


16.5 
19.8 
-0.1 
-17.1 
15.7 

4.7 

-18.6 

-8.8 

40.0 

14.2 


PUTNAM  ASSET  ALLOCATION  BALANCED  A  C 

PUTNAM  ASSET  ALLOCATION  GROWTH  A  C 

PUTNAM  CAPITAL  APPRECIATION  A  C 

PUTNAM  CLASSIC  EQUITY  A  (am)  A  C 

PUTNAM  EQUITY  INCOME  A  B 


Domestic  Hybrid 
Domestic  Hybrid 
All  Cap 

Large-cap  Value 
Large-cap  Value 


1322.6 
762.0 
967.2 
1099.4 
1074.9 


41 
5 

-14 
-15 

-7 


5.75* 
5.75* 
5.75* 
5.75* 
5.75* 


1.09t 
1.18t 
0.96t 
0.90t 
0.94t 


-2.6 
-9.4 
-6.1 
6.1 
13.1 


PUTNAM  EUROPE  GROWTH  A  B 

PUTNAM  FUND  FOR  GROWTH  AND  INCOME  A  &  C 
PUTNAM  GLOBAL  EQUITY  A  B 

PUTNAM  GLOBAL  GROWTH  A  C- 

PUTNAM  GROWTH  OPPORTUNITIES  A  C 


PUTNAM  HEALTH  SCIENCES  A  B+ 

PUTNAM  INTERNATIONAL  GROWTH  A  B 

PUTNAM  INTERNATIONAL  NEW  OPPORT.  A  D 

PUTNAM  INTERNATIONAL  VOYAGER  A  A 

PUTNAM  INVESTORS  A  C 


Europe 

Large-cap  Value 
World 
World 
Large-cap  Growth 

Health 
Foreign 
Foreign 
Foreign 
Large-cap  Growth 


C 

c- 

B+ 
C- 

c 


933.1 

19511.0 

659.0 

4949.4 

2705.8 


C 

B+ 

D 

A 
C 


4024.9 
6741.5 
1172.5 
1116.9 
7187.4 


1 
-10 
42 

2 
46 

41 
62 

-5 

199 

5 


5.75* 
5.75* 
5.75* 
5.75* 
5.75* 


5.75* 
5.75* 
5.75* 
5.75* 
5.75* 


0.93t 
1.14t 
1.39t 
1.48t 
0.86t 


40.0 
-9.0 
-37.7 
-12.1 
-18.5 


PUTNAM  NEW  OPPORTUNITIES  AX  D  Large-cap  Growth 

PUTNAM  OTC  EMERGING  GROWTH  A  F  Small-cap  Growth 

PUTNAM  RESEARCH  A  A  Large-cap  Blend 

PUTNAM  UTILITIES  GROWTH  AND  INCOME  A  B+  Utilities 

PUTNAM  VISTA  A  C  Mid-cap  Growth 


F  15044.4  3 

F  3266.7  -26 

B+  979.7  65 

C  1106.3  11 

C  5813.4  33 


5.75* 
5.75* 
5.75* 
5.75* 
5.75* 


PUTNAM  VOYAGER  A 
PUTNAM  VOYAGER  II  A 
RAINIER  CORE  EQUITY 
RED  OAK  TECHNOLOGY  SELECT 
ROYCE  PREMIER 


C- 
D 

B  + 


Large-cap  Growth 
Large-cap  Growth 
Large-cap  Growth 
Technology 
Small-cap  Value 


RS  EMERGING  GROWTH  A 

F.  RUSSELL  DIVERSIFIED  EQUITY  S  X 

F.  RUSSELL  INSTL.  EQUITY  1  I 

F.  RUSSELL  INSTL.  EQUITY  2  I 

F.  RUSSELL  INSTL.  EQUITY  Q  I  X 


B 
C 
B 
C 
B+ 


Small-cap  Growth 
Large-cap  Blend 
Large-cap  Blend 
Small-cap  Growth 
Large-cap  Blend 


C- 

F 
B+ 


A 

C- 

C- 

B  + 

B 


21328.0 
1471.6 

864.6 
1387.9 

610.0 


5 

13 

-5 

465 

11 


5.75* 
5.75* 
No  load 
No  load 
0.00* 


0.90t 
1.03t 
1-1 1 1 

0.99 
1.23 


-16.8 
-32.2 

-3.9 
-10.5 

17.1 


F.  RUSSELL  INSTL.  INTERNATIONAL  I  C-  Foreign 

F.  RUSSELL  INTERNATIONAL  SECURITIES  S  C-  Foreign 

F.  RUSSELL  QUANTITATIVE  EQUITY  S  B  Large-cap  Blend 

F.  RUSSELL  REAL  ESTATE  SECURITIES  S  X  C  Real  Estate 

F.  RUSSELL  SPECIAL  GROWTH  S  C  Mid-cap  Blend 

F.  RUSSELL  TAX  MANAGED  LARGE  CAP  S  Large-cap  Blend 

RYDEX  OTC  INV.  A  Large-cap  Growth 

SAFECO  EQUITY  C  Large-cap  Value 

SAFECO  GROWTH  OPPORTUNITIES  (an)  X  C-  All  Cap 

SALOMON  BROTHERS  INVESTORS  VALUE  O  &    B+  Large-cap  Value 

SCHWAB  lOOO  INVESTOR  B  Large-cap  Blend 

SCHWAB  CAPITAL  SAP  500  INV.  Large-cap  Blend 

SCHWAB  CAPITAL  SMALL  CAP  INDEX  INV.  C-  Small-cap  Growth 

SCHWAB  INTERNATIONAL  INDEX  INVESTOR  C-  Foreign 

SCUDDER  CAPITAL  GROWTH  AARP  (ao)  B+  Large-cap  Growth 


C 

c 

B 
B  + 
C- 


3812.5 
1376.1 
1325.2 
697.9 
1242.1 

1065.9 
1024.4 
1411.2 
677.6 
678.1 


49 

-8 

-15 

1 

-4 


No  load 
No  load 
No  load 
No  load 
Nj  load 


1.51t 

0.93 

0.69 

0.92 

0.69 


-25.1 

-11.0 

-10.5 

9.4 

-7.3 


No  load 
No  load 
No  load 
No  load 
No  load 


1.00 
1.30 
0.93 
1.14 
1.24 


-11.4 
-11.4 
-7.3 
29.4 
9.2 


A 

C 
D 
B+ 


B 
C 
B+ 


619.8 
1899.9 
1443.9 
623.7 
672.2 

4670.0 

3364.0 

739.8 

619.7 

2143.0 


No  load 
No  load 
No  load 
No  load 
No  load 


0.85 
1.15 
0.83 
1.02 
0.63 


-8.5 

-37.9 

-11.0 

-4.3 

15.2 


0.00* 
No  load 
0.00* 
0.00* 
No  load 


0.46 
0.35 
0.49 
0.41 
0.90 


-8.2 

-9.3 

3.7 

-17.6 

-10.3 


14.1 
17.4 
-2.4 
-18.5 
14.3 


1.2 

-20.4 

-9.1 

35.1 

12.4 


-5.7 
-13.2 
-9.6 
5.8 
12.4 

1.21 1  -5.5  -7.2 

0.81 1  7.9  6.9 

1.20T  -10.2  -13.1 

1.07t  -29.7  -32.1 

0.97t  -26.6  -26.6 


38.6 
-10.7 
-39.9 
-12.1 
-18.8 

0.861  -26.1  -28.0 

0.93t  -51.3  -53.5 

1.071/  -2.1  -3.8 

LOOT  17.3  13.6 

0.87t  -4.0  -8.3 


-18.4 
-32.9 

-5.6 
-10.5 

14.2 


-25.5 

-11.6 

-11.1 

5.9 

-8.5 


-12.9 

-12.8 

-8.5 

27.7 

5.8 


-8.7 

-38.0 

-11.6 

-4.3 

11.6 


-8.4 

-9.6 

1.2 

-18.0 

-12.4 


"Includes  redemption  fee.  "Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  (Not  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available   NM   Noi  mi 
(al)  Formerly  Prudential  Equity  Income  Fund  B.  (am)  Formerly  Putnam  Growth  and  Income  Fund  II  A.  (an)  Formerly  SAFECO  Growth  Fund,  (ao)  Formerly  AARP  Capital  Growth  I  mid 
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\   CE  ANNUAL  TOTAL  RETURNS  (%)   HISTORY    PORTFOLIO  DATA 


]  MS  5  YEARS 

FTTRTAX      PRETAX  AFTERTAX 


Equity  Funds 


RISK 


TELEPHONE 


10  YEARS 

PRETAX  AFTERTAX 


RESULTS  VS.     TURNOVER    CASH   UNTAXED 
ALL  FUNDS  %      GAINS  % 


TOP  10 
STKS.  % 


LARGEST  HOLDING 


LEVEL 


BEST 


WORST 


COMPANY  (%  ASSETS) 


QTR     %  RET        QTR      %  RET 


6.1  15.1  13.6  NA  NA 

11.5  18.0  17.3  17.0  16.0 

6.3  14.8  12.1  16.4  13.9 

9.9  15.7  13.8  13.0  11.8 

5.3  14.1  11.8  15.8  13.7 


12.3 
24.3 
21.6 
16.3 
3.4 

6.9 
7.1 
9.3 
7.4 
20.7 


19.2  15.5 

24.9  23.1 

NA  NA 

19.1  18.1 

11.6  9.1 


17.9     15.1 
NA        NA 


NA 

NA 


-2.6 
12.6 
12.2 
11.8 

16.9 


-2.8 
10.0 
10.2 
10.0 
14.0 


17.0      15.3 

5.7 
12.0 
19.0 

NA 
25.0 


ODBQD 
DDDBB 
BDBBD 
DBDBB 
DBBBD 

BBDBB 

DBBDD 

DOB 

DBBBB 
BBBDD 


Average 
Very  Low 

Low 
Very  Low 

Low 

Average 
Average 

Low 

Low 
Very  Low 


26 
33 
24 
31 
32 

25 
20 
-26 
22 
26 


7.5 
0.2 

8.8 
7.6 
8.6 

5.6 
14.6 
11.7 
13.0 

4.8 


15.0 
11.1 
14.2 
9.1 
17.5 

13.4 
18.3 
NA 
19.6 
15.0 


13.3 
9.2 

11.6 
7.7 

15.1 

10.4 
16.8 
NA 
16.1 
12.5 


6.5 
6.2 
4.6 
4.1 
6.8 

11.7 
6.1 
16.1 
12.0 
17.9 

18.4 
18.9 
12.1 
28.7 
12.5 

14.1 
4.8 

16.2 
7.5 

17.2 


11.9 
12.5 
15.2 
12.2 
14.6 

16.6 
13.7 
19.5 
14.5 
21.8 

20.4 
18.9 
11.9 
24.8 
18.6 

16.2 
7.2 
21.5 
14.4 
21.5 


9.5 
10.1 
13.5 

10.1 
12.7 

14.8 
11.2 
16.2 
11.5 
21.1 

18.8 
17.6 
10.2 
24.0 
17.0 

14.8 
5.4 
19.2 
11.4 
18.5 


17.5 
15.7 
15.8 
10.3 
NA 

15.9 

NA 

NA 

15.8 

14.7 

NA 
NA 
NA 
NA 
15.2 

15.2 
14.7 

NA 
13.3 

NA 

19.0 
NA 
NA 
NA 

17.7 

24.5 
16.8 
NA 
12.8 
21.0 


5.0 
9.6 

16.3 
NA 

22.1 

14.6 
14.0 
13.3 
9.0 
NA 


BBBDB 
DDBBD 
BQDBB 
BBBDB 
BBDDB 

□DSHD 
DDBBD 
BBBBB 
BBBBD 
DDDDD 


Average 

Low 

Low 
Average 
Average 


-15 
35 
26 

9 

-11 


20 
24 
20 

28 
23 

21 

46 
27 
17 
25 

42 

31 
16 
7 
37 


Citigroup  (3)  Low 

General  Electric  (5)  Average 
Exxon  Mobil  (3)  Low 

Vodafone  Group  (4)  Low 

Corning  (4)  Low 

Microsoft  (3)  Average 
Pharmacia  (7)  High 

Cisco  Systems  (5) 

Circuit  City-CarMax  Grp.  (2)  Average 
AT&T-Liberty  Media  A  (3)  High 


IS  98 
IV98 
II  99 
1599 
II  97 


13.1 
21.3 
13.3 
20.5 
12.9 


III  99  -8.3 

III  98  -10.0 

III  99  -8.5 

III  98  -14.0 

III  98  -9.6 


800-638-5660 
800-638-5660 
800-638-5660 
800-225-5132 
800-638-5660 


Cheung  Kong  Holdings  (9) 
Wal-Mart  Stores  (5) 
Maxim  Integrated  Prod.  (2) 
Amer.  Home  Products  (1) 
Cisco  Systems  (5) 


Very  High 
Average 

High 
Very  Low 
Very  High 


1598  23.1 
II  00  20.0 

15 99  41.6 

15 98  26.8 
IS  98  27.7 

15 99  42.0 
II  99  15.0 
IS99  28.5 
IS98  11.2 
IS  98  47.9 


III  98  -11.4 

III  98  -7.1 

III  98  -18.6 

III  98  -17.5 

III  98  -21.3 

IB97  -27.1 

III  98  -12.4 

III  98  -21.0 

III  98  -6.6 

I  BOO  -32.3 


800-638-5660 
800-638-5660 
800-638-5660 
800-638-5660 
800-638-5660 


800-225-5132 
800-638-5660 
800-638-5660 
800-638-5660 
800-638-5660 


13.3 

NA 

NA 

13.1 

12.4 

NA 
NA 
NA 
NA 
13.5 

13.9 
12.2 

NA 
11.3 

NA 

17.5 
NA 
NA 
NA 

14.9 

23.5 
14.5 
NA 
10.3 
18.0 


□BDDB 
BDDBD 
DBB 
BBDBD 
BDBDD 

aaaaa 
□□□dd 

DBDDD 
BBOBB 
BBDBB 

Banna 

BBBBB 
DBBDD 
QBBDB 
BBDBB 

OBBBD 
DDBDD 
DBBDB 
BBBDD 

0HDEJD 

BBBDB 
BBDDB 
BBBBB 
DBBBD 

BBBBB 


Low 
Very  Low 

Low 

Average 

Very  Low 
Average 
Very  Low 

Low 
Very  Low 

Very  High 
High 
High 
High 
High 

High 
Average 
Very  High 

High 

Low 

Low 
High 
High 
High 
Average 

Average 
Average 

High 

Low 
Average 


8 
3 
0 
3 
6 

2 
4 
4 
6 
1 

0 
0 
1 
1 

2 

2 
2 
3 
3 
0  -4 

3  39 

4  7 
3  -12 
3  -5 
0  12 


15 
20 
16 
24 
6 

19 

1 

14 

34 

31 

-1 

-8 

11 

6 

10 

15 
17 
0 

-1 


14 
24 
100 
19 
17 

29 
34 
26 
33 
37 


Applied  Micro  Circuits  (2)  Average  II  97  15.5  III  98  -19.4  800-638-5660 

Silicon  Valley  Bancshares  (4)  Low  II  99  16.7  III  98  -20.2  800-638-5660 

T.  Rowe  Price  Intl.  Stock  (24)  Low  IS98  18.6  III  98  -13.4  800-638-5660 

Vodafone  AirTouch  ADR  (3)  Average  1599  24.7  III  98  -13.7  800-225-5132 

Hartford  Finl.  Svcs.  Grp.  (2)  Low  II  99  15.0  III  98  -13.4  800-638-5660 

Tenet  Healthcare  (3)  Average  II  99  15.1  III  98  -15.3  800-225-1852 

Microsoft  (5)  High  1598  29.9  1500  -17.2  800-225-1852 

Microsoft  (4)  1598  21.3  III  98  -10.0  800-225-1852 

Coastal  (5)  Low  III  00  19.0  199     -6.2  800-225-1852 

Lehman  Bros.  Holdings  (8)  Average  II  97  17.1  III  98  -18.5  800-225-1852 


N/A 
N/A 
N/A 
N/A 
N/A 

N/A 
N/A 
N/A 
N/A 
N/A 


Cisco  Systems  (N/A) 
Vodafone  AirTouch  ADR  (N/A) 
Intel  (N/A) 
Intel  (N/A) 
Exxon  Mobil  (N/A) 

Vodafone  AirTouch  ADR  (N/A) 
Exxon  Mobil  (N/A) 
Microsoft  (N/A) 
Vodafone  AirTouch  ADR  (N/A) 
Cisco  Systems  (N/A) 


Low 

Low 
Average 
Average 

Low 


98  15.0 

98  19.3 

99  23.9 
98  17.0 
98  13.9 


III  98 
III  98 
III  98 
III  99 
III  99 


■11.3 
■13.9 
■17.4 
-12.0 
■10.2 


800-225-1581 
800-225-1581 
800-225-1581 
800-225-1581 
800-225-1581 


Low 

Low 
Average 
Average 

High 


1599 
1598 
IS99 
1599 
1599 


21.8 
16.7 
35.3 
47.8 
36.1 


III  98  -18.3 

III  99  -10.3 

III  98  -14.7 

1500  -17.0 

IS  00  -25.1 


800-225-1581 
800-225-1581 
800-225-1581 
800-225-1581 
800-225-1581 


N/A 
N/A 
N/A 
N/A 
N/A 


Warner-Lambert  (N/A)  Average 

Vodafone  AirTouch  ADR  (N/A)  Average 

Vodafone  AirTouch  ADR  (N/A)  High 

Vestas  Wind  Systems  AS  (N/A)  Average 

Microsoft  (N/A)  Average 


II  97  20.3 

IB 99  35.7 

1599  58.9 

1599  50.3 

15  98  25.3 


III  98  -6.4 

III  98  -19.1 

II  00  -18.8 

III  98  -14.2 

1500  -15.1 


800-225-1581 
800-225-1581 
800-225-1581 
800-225-1581 
800-225-1581 


20 
-40 

0 
22 

2 


N/A 
N/A 
N/A 
N/A 
N/A 


XO  Commun.  A  (N/A)  High 

Metromedia  Fiber  Network  A  (N/A) Very  High 
General  Electric  (N/A)  Low 

Enron  (N/A)  Very  Low 

Veritas  Software  (N/A)  High 


I B  99  50.0 

IS99  81.3 

IS98  23.8 

IB97  12.2 

IB  99  42.1 


IB 00  -28.6 

I  BOO  -40.4 

III  98  -8.6 

I  99  -7.8 

IS  00  -20.9 


800-225-1581 
800-225-1581 
800-225-1581 
800-225-1581 
800-225-1581 


15.2 
13.5 
12.1 
NA 
J0.2 

38.2 
8.1 
8.3 
8.4 
9.9 


18.0 
14.9 
19.4 
NA 
14.3 

31.3 
16.4 
16.8 
15.5 
18.6 


16.0 
14.2 
17.0 
NA 
12.5 

28.0 
13.2 
13.3 
12.4 
14.8 


20.2  18.3  BBBBB  Average  7  23  N/A  AT&T-Liberty  Media  A  (N/A)  High 

NA  NA  BBBDB  Average  2  0  N/A  Veritas  Software  (N/A)  High 

NA  NA  DDBBB  Average  1  22  29  Cisco  Systems  (5)  Average 

NA  NA  DO        Low  4  -43  24  Cisco  Systems  (3) 

NA  NA  BBDDD  Average  9  21  30  Natl.  Computer  Sys.  (4)  Low 


23.7  21.2 

16.3  13.0 

16.9  13.5 

17.1  14.1 


BBDDB 
OODBD 
DDDBD 
BDDBD 
DDDBB 


High 
High 
High 
Average 
High 


Efficient  Networks  (2) 
General  Electric  (3) 
Cisco  Systems  (3) 
BJ  Services  (1) 
General  Electric  (4) 


Very  High 
Average 
Average 

High 
Average 


1399  40.2 

IS 99  54.6 

IS98  25.1 

IB 99  68.7 

II  99  21.0 

IB 99  75.2 

1598  22.5 
IB98  22.5 

1599  20.9 
15  98  23.0 


III  98  -16.2 

IS 00  -28.2 

III  98  -14.3 

1 5  00  -44.7 

III  98  -14.5 


800-225-1581 
800-225-1581 
800-248-6314 
888-462-5386 
800-348-1414 


I  BOO  -26.4 

III  98  -13.2 

III  98  -13.3 

III  98  -21.7 

III  98  -12.1 


800-766-3863 
800-426-7969 
800-426-7969 
800-426-7969 
800-426-7969 


8.1 
8.1 
10.0 
1.2 
7.8 

11.9 
32.2 
5.7 
0.6 
9.3 


7.4 
7.1 
18.1 
12.2 
15.3 


5.8 
5.7 

14.8 
9.7 

12.2 


9.2       7.4     QBBBD  High  8  13  14  Vodafone  AirTouch  ADR  (3)  Average  1S99  18.8 

8.5       7.1     BBBBD  High  6  10  13  Vodafone  AirTouch  ADR  (3)  Average  IB 99  20.3 

DDDBB  High  3  20  27  Cisco  Systems  (5)  Average  IS 98  22.6 

DBBBD  Average  4  13  42  Equity  Office  Properties  (5)             Low  IS 96  18.8 

BDDBD  Average  5  14  7  BJ  Services  (1)                               High  IS99  19.7 


17.7  14.7 
14.9  12.3 
16.7     14.0 


III  98  -15.8 

III  98  -15.9 

III  98  -12.5 

III  98  -10.3 

III  98  -22.0 


800-426-7969 
800-426-7969 
800-426-7969 
800-426-7969 
800-426-7969 


NA 
32.3 
13.6 
13.6 
18.4 


NA 
32.2 
11.7 
11.7 
14.9 


NA 
NA 


16.9     14.6 

16.3  13.6 

17.4  13.7 


DDBB 
DBDDB 
OBDDD 
DDDBB 
DBBDD 


Average 
Very  High 

Low 

Low 
Average 


13 
4 
30 
-8 
25 


28 
46 
36 
52 
21 


Microsoft  (4) 
Cisco  Systems  (8) 
Microsoft  (5) 
NCO  Group  (8) 
Safeway  (3) 


17.8  17.4  NA  NA  BDDBB  Very  Low  0  40  24  Microsoft  (4) 

NA  NA  NA  NA  DDBB  Very  Low  0  17  27  Microsoft  (4) 

12.5  11.6  NA  NA  BBBBB  Very  Low  0  8  4  SABRE  Group  Holdings  A  (1) 
8.4  8.0  NA  NA  DDBBD  Very  Low  2  11  22  NTT  Mobile  Commun.  (4) 

19.6  17.0  17.2  15.3  BBBBD  Average  2  23  31  Intel  (4) 


High 

Average 

High 

Low 

Average 

High 
Average 
Average 


1598 
1599 
1598 
1598 
15  98 


23.7 
53.0 
18.7 
19.5 
17.4 


III  98 
15  00 
III  98 
III  98 
III  99 


-10.1 
-35.0 
-7.8 
-25.4 
-14.9 


800-426-7969 
800-820-0888 
800-624-57 1 1 
800-624-5711 
800-446-1013 


1598 

21.9 

III  98 

-10.7 

800-266-5623 

1598 

21.1 

III  98 

-10.0 

800-435-4000 

II  97 

18.1 

III  98 

-20.9 

800-435-4000 

1599 

19.9 

III  98 

-14.9 

800-266-5623 

15  98 

25.8 

III  98 

-15.4 

800-631-4636 

DATA:  STANDARD  &  POORS 


BusinessWeek  /  January  29    2001  97 


MUTUAL  FUND  SCOREBDARD 


FUND 


OVERALL  RATING 


CATEGORY 


RATING   SIZE 


FEES 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  FUND  WITHIN  CATEGORY) 


2000  RETURNS  (<  t 


ASSETS 
SMIL. 


%  CHG. 
1999-2000 


SALES 
CHARGE  (%) 


EXPENSE 
RATIO  (%) 


PRE- 
TAX 


AFTER- 
TAX 


SCUDDER  DEVELOPMENT 
SCUDDER  GLOBAL  S  X 
SCUDDER  GREATER  EUROPE  GROWTH 
SCUDDER  GROWTH  &  INCOME  S  (ap) 
SCUDDER  INTERNATIONAL  S 


Small-cap  Growth 
World 
Europe 

Large-cap  Value 
Foreign 


C- 

B 

B+ 

C- 

B+ 


602.1 
1340.3 
1278.3 
5440.0 
4286.0 


-19 
-14 

14 
-20 

-2 


No  load 
No  load 
No  load 
No  load 
No  load 


1.40 
1.33 
1.46 
0.80 
1.21 


-15.9 
-3.0 
-9.1 
-2.4 

-19.2 


-18.5 
-5.4 
-9.8 
-3.9 

-21.2 


SCUDDER  LARGE  CO.  GROWTH  S 
SCUDDER  LARGE  CO.  VALUE 
SECURITY  EQUITY  A  A 
SEI  EMERGING  MARKETS  EQUITY 
SEI  INTERNATIONAL  EQUITY  A  X 


C 
B 
C 
F 
C- 

SELECT  SECTOR  SPDR  TECHNOLOGY 

SELECTED  AMERICAN  A 

SELIGMAN  COMMUNICATIONS  &  INFORM.  A  X  D 

SELIGMAN  GLOBAL  TECHNOLOGY  A  (aq)  C- 

SELIGMAN  GROWTH  A  C- 


Large-cap  Growth 
Large-cap  Value 
Large-cap  Blend 
Diversified  Emerging  Markets 
Foreign 


SENTINEL  COMMON  STOCK  A  B 

SEQUOIA  X  B 

SMALLCAP  WORLD  AX  C- 

SMITH  BARNEY  AGGRESSIVE  GROWTH  AX  A 

SMITH  BARNEY  APPRECIATION  AX  B+ 

SMITH  BARNEY  FUNDAMENTAL  VALUE  AX  A 

SMITH  BARNEY  GROWTH  &  INCOME  1  (ar)  &  C 

SMITH  BARNEY  LARGE  CAP  CORE  1  (as)  B 
SMITH  BARNEY  LARGE  CAP  GROWTH  A 

SMITH  BARNEY  LARGE  CAP  VALUE  A  C 


Technology 
Large-cap  Value 
Communications 
Technology 
Large-cap  Growth 

Large-cap  Value 
Large-cap  Value 
World 

Large-cap  Growth 
Large-cap  Blend 

Large-cap  Value 
Domestic  Hybrid 
Large-cap  Growth 
Large-cap  Growth 
Large-cap  Value 


C 
B 
D 

C- 
C 

A 
D 

C- 

c- 


1220.6 
2272.2 
768.9 
1145.5 
2823.4 


19 
-4 
-20 
13 
37 


No  load 
No  load 
5.75* 
No  load 
No  load 


1.21 
0.94 
1.02 
1.96 
1.29 


-19.3 
14.6 
-12.3 
-34.5 
-17.7 


-19.7 
12.2 
-14.8 
-34.5 
-18.3 


855.9 

4794.7 

3790.4 

783.7 

954.9 


-9 
37 
-31 
-16 
-8 


No  load 

No  load 

4.75* 

4.75* 

4.75* 


0.56t 
0.93t 
1.39T 
1.591 
1.16t 


-42.2 
9.3 
-37.5 
-30.1 
-16.2 


1313.9 
3944.1 
11015.6 
1545.4 
3125.7 


-15 
-2 
5 
98 
-2 


5.00* 
No  load 
5.75* 
5.00* 
5.00* 


I.OOt 
1.00 
1.10t 

1.141 
0.921 


10.5 
20.1 
-15.6 
19.1 
0.8 


^12.2 
7.2 
-39.3 
-33.0 
-19.7 

7.3 
15.1 
-18.2 
19.1 
-1.0 


1103.6 
922.4 

4288.3 
859.4 
672.9 


50 

-18 

-6 

12 

-12 


5.00* 
8.5 
8.5 

5.00* 
5.00* 


1.06t 
0.84 
0.76 
1.1 5t 
0.901 


16.3 
-9.4 
-5.5 
-7.7 
12.9 


14.5 
-10.9 
-7.3 
-7.9 
10.9 


SMITH  BARNEY  PREMIUM  TOTAL  RETURN  B 

B+ 

Large-cap  Value 

B 

1110.6 

-38 

0.00** 

1.63t 

5.2 

1.5 

! 

SOUND  SHORE  X 

B+ 

All  Cap 

C 

1016.6 

-19 

No  load 

0.98 

20.2 

19.0 

: 

SPECTRA  N  X 

C- 

Large-cap  Growth 

C- 

739.4 

15 

No  load 

1.83 

-32.5 

-33.4 

18  i 

SSGA  S&P  500  INDEX 

B+ 

Large-cap  Blend 

B 

2651.5 

-10 

No  load 

0.1 8t 

-9.2 

-10.4 

Hi 

STATE  FARM  BALANCED 

B 

Domestic  Hybrid 

C 

945.8 

-5 

No  load 

0.13 

-0.8 

-1.6 

1.1 

STATE  FARM  GROWTH 

B 

Large-cap  Growth 

B 

2842.7 

2 

No  load 

0.12 

-5.4 

-5.8 

It 

STATE  ST.  RESEARCH  AURORA  A 

A 

Small-cap  Value 

A 

624.7 

273 

5.75** 

1.40t 

37.0 

34.8 

li 

STATE  ST.  RESEARCH  INVESTMENT  TRUST  S 

B 

Large-cap  Blend 

B 

1014.2 

-8 

No  load 

0.68 

-5.6 

-7.4 

111 

STEINROE  INVESTMENT  GROWTH  STOCK 

C 

Large-cap  Growth 

C 

856.1 

-7 

No  load 

0.97 

-11.3 

-14.2 

11! 

STEINROE  INVESTMENT  YOUNG  INVESTOR 

C 

Large-cap  Growth 

C 

1032.9 

2 

No  load 

1.18 

-10.0 

-12.4 

10.! 

STI  CLASSIC  CAPITAL  APPRECIATION  TR.  .S, 

B+ 

Large-cap  Blend 

B+ 

1054.2 

-37 

No  load 

1.17 

1.6 

-0.6 

10.1 

STRONG  ADVISOR  COMMON  STOCK  Z  (at) 

B 

Mid-cap  Value 

B 

1613.5 

1 

No  load 

1.20 

-1.2 

-5.0 

10.1 

STRONG  GROWTH 

C 

All  Cap 

C 

3296.6 

24 

No  load 

1.20 

-9.2 

-12.2 

13! 

STRONG  GROWTH  &  INCOME  INV. 

A 

Large-cap  Blend 

A 

1110.5 

22 

No  load 

1.10 

-10.3 

-10.5 

K.] 

STRONG  GROWTH  20  INV. 

Large-cap  Growth 

725.7 

112 

No  load 

1.40 

-10.3 

-11.9 

B.i 

STRONG  LARGE  CAP  GROWTH  (au) 

B 

Large-cap  Growth 

B 

1550.0 

16 

No  load 

1.00 

-13.4 

-16.0 

lit 

STRONG  OPPORTUNITY  INV. 

A 

Mid-cap  Blend 

B+ 

3118.4 

32 

No  load 

1.20 

8.6 

5.8 

151 

STYLE  SELECT  FOCUS  II 

Large-cap  Blend 

725.7 

127 

1.00** 

2.  lOt 

-19.6 

-20.1 

U 

TEMPLETON  DEVELOPING  MARKETS  A 

F 

Diversified  Emerging  Markets 

C- 

1510.0 

-42 

5.75** 

2.02t 

-31.8 

-31.9 

■80 

TEMPLETON  FOREIGN  A  X 

C 

Foreign 

B 

10262.2 

-16 

5.75** 

I.ISt 

-3.7 

^1.8 

1.1 

TEMPLETON  GLOBAL  SMALLER  COMPANIES  A 

D 

World 

D 

706.2 

-30 

5.75** 

1.37t 

-8.4 

-9.4 

TEMPLETON  GROWTH  A  X 

C 

World 

B 

12193.4 

-9 

5.75** 

Lilt 

1.7 

-0.4 

TEMPLETON  INSTL.  EMERGING  MARKETS 

F 

Diversified  Emerging  Markets 

C 

1614.6 

-29 

No  load 

1.43 

-32.0 

-32.3 

4! 

TEMPLETON  INSTL.  FOREIGN  EQUITY  PRIM. 

C 

Foreign 

B+ 

4215.1 

-13 

No  load 

0.84 

-5.9 

-9.1 

TEMPLETON  WORLD  A 

C 

World 

B 

8138.8 

-11 

5.75" 

1.07t 

-4.0 

-5.7 

1.0 

THIRD  AVENUE  VALUE  X 

B+ 

Small-cap  Value 

B+ 

1782.3 

35 

No  load 

1.10 

20.8 

16.4 

THORNBURG  VALUE  A 

A 

Large-cap  Blend 

A 

883.3 

102 

4.50** 

1.38t 

4.0 

2.8 

TIAA-CREF  GROWTH  &  INCOME 

Large-cap  Blend 

647.7 

32 

No  load 

0.43 

-7.3 

-8.3 

111 

TIAA-CREF  GROWTH  EQUITY 

Large-cap  Growth 

798.2 

32 

No  load 

0.45 

-20.3 

-21.3 

11.1 

TORRAY  X 

B 

Large-cap  Value 

B 

1788.5 

0 

No  load 

1.06 

-3.4 

-4.8 

11 

TURNER  MID  CAP  GROWTH 

Mid-cap  Growth 

885.5 

266 

No  load 

1.03 

-8.0 

-9.6 

It: 

TWEEDY  BROWNE  AMERICAN  VALUE 

B+ 

Large-cap  Value 

B+ 

915.8 

-16 

No  load 

1.37 

14.4 

13.3 

11 

TWEEDY  BROWNE  GLOBAL  VALUE 

A 

World 

A 

3520.8 

12 

No  load 

1.38 

12.4 

9.6 

M 

USAA  AGGRESSIVE  GROWTH 

D 

Small-cap  Growth 

C 

1479.4 

12 

No  load 

0.60 

-20.0 

-20.4 

'1 

USAA  CORNERSTONE  STRATEGY  & 

B 

Domestic  Hybrid 

C 

1027.2 

-12 

No  load 

1.09 

2.7 

1.6 

USAA  GROWTH  A 

D 

Large-cap  Growth 

D 

1502.2 

-14 

No  load 

0.96 

-19.1 

-19.4 

USAA  GROWTH  &  INCOME 

B 

Large-cap  Value 

C 

1083.0 

-A 

No  load 

0.90 

3.0 

2.4 

11 

USAA  INCOME  STOCK 

B 

Large-cap  Value 

C 

1899.6 

-19 

No  load 

0.67 

10.8 

9.2 

II 

USAA  S&P  SOO  INDEX 

Large-cap  Blend 

3031.3 

-2 

No  load 

0.18 

-9.3 

-10.2 

|.| 

VALUE  LINE  LEVERAGED  GROWTH  INV.  X 

C 

Large-cap  Growth 

C 

604.4 

-16 

No  load 

0.82 

-13.9 

15.4 

M 

VAN  KAMPEN  AGGRESSIVE  GROWTH  A 

Small-cap  Growth 

912.7 

43 

5.75** 

1.25t 

-14.1 

-17.0 

VAN  KAMPEN  COMSTOCK  A 

A 

Large-cap  Value 

A 

2303.3 

28 

5.75*' 

0.891 

31.9 

28.4 

ll 

VAN  KAMPEN  EMERGING  GROWTH  A  X 

B 

Mid-cap  Growth 

B-f 

8277.7 

44 

5.75** 

0.871 

-11.4 

-14.7 

VAN  KAMPEN  ENTERPRISE  A 

C- 

Large-cap  Growth 

C- 

2287.8 

-3 

5.75** 

0.91 1 

-15.0 

-17.1 

VAN  KAMPEN  EQUITY  INCOME  A  X 

A 

Domestic  Hybrid 

A 

1534.9 

47 

5.75** 

0.82t 

20.2 

16.9 

'Includes  redemption  fee.  "Includes  deferred  sales  charge. 

tl2(b)-l  plan  in  effect.  JNot  currently  accepting  new  accounts 

^Less  than 

0.5%  of  assets 
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Equity  Funds 


CE  ANNUAL  TOTAL  RETURNS  (%)    HISTORY 

£ARS  5  YEARS  10  YEARS        RESULTS  VS. 

JTERTAX      PRETAX  AFTERTAX     PRETAX  AFTERTAX      ALL  FUNDS 


PORTFOLIO  DATA 

RISK 

BEST 

WORST 

TELEPHONE 

TiiRunuFR    r.t<!H  iintaxfii     top  in     LARGEST  HOLDING 

%      GAINS  %     STKS.  %    COMPANY  (%  ASSETS) 

LEVEL 

QTR     %  RET 

QTR      %  RET 

4.3  7.6  4.8  14.2  11.6  DEJEIBQ  Average  5 

7.9  12.4  9.4  12.8  10.7  El  00  HE)  Average  3 

16.1  20.7  19.8  NA  NA  DBDBB  Average  5 

16  11.8  9.7  14.3  12.2  BDDBB  Average  2 

12.4  13.4  10.9  11.7  10.0  BBBDB  Average  3 


29  33  Vitesse  Semiconductor  (5) 

20  19  U.S.  Treas.  Strip  2/19  (3) 

22  24  Nokia  ADS  (3) 

24  31  Intel  (5) 

15  21  Vodafone  AirTouch  ADR  (3) 


Very  High 

Low 

Low 

Low 
Average 


IS 99  29.6 

IB  99  15.2 

IS 99  30.9 

II  97  15.3 

IB 99  30.5 


IB  00  -23.3 

III  98  -12.3 

III  98  -16.2 

III  98  -13.4 

III  98  -14.4 


800-728-3337 
800-728-3337 
800-728-3337 
800-728-3337 
800-728-3337 


12.5  17.9  16.6  NA  NA  BDDBD  Average 

7.6  15.8  13.4  16.3  13.8  BDBE1I1  Average 

5.4  14.4  12.1  16.3  13.5  BBBBD  Average 

-8.8  -5.6  -5.6  NA  NA  DBBDB  Average 

10.1  8.0  6.5  7.9  6.5  BBBBD  Average 


NA  NA  NA 

14.0  22.4  20.5 

11.3  15.0  12.1 

22.8  20.4  17.8 

10.7  16.1  12.9 


NA  NA 

19.6  17.2 

25.4  21.7 

NA  NA 

15.6  12.3 


DDBBD 

BBDDB 
□QDOQ 
BDDBB 


Low 

Low 
Average 
Average 
Average 


5  15  38  Cisco  Systems  (7)  High  IB99  28.1  IBOO  -16.7  800-728-3337 

3  30  33  Exxon  Mobil  (5)  Low  IB98  16.0  III  98  -14.2  800-728-3337 

5  35  30  Microsoft  (8)  Average  IB98  20.9  III  98  -11.2  800-888-2461 
2  -25  9  Samsung  Electronics  (2)  Very  High  IB99  31.3  III  98  -27.5  800-342-5734 

2  -1  10  Vodafone  AirTouch  ADR  (3)  Average  IB  99  20.9  III  98  -15.3  800-342-5734 

N/A  N/A  IB 99  31.5  IBOO  -34.4  800-843-2639 

9  26  42  Hewlett-Packard  (5)  Low  IB98  22.2  III  98  -14.8  800-243-1575 

3  -16  27  Integrated  Device  Tech.  (N/A)  Very  High  IB98  45.1  IBOO  -28.9  800-221-2450 

6  -5  21  Lattice  Semiconductor  (3)  High  IB99  55.7  IBOO  -23.8  800-221-2783 
2  -2  32  Cisco  Systems  (N/A)  High  IB98  24.2  IBOO  -25.2  800-221-2450 


6.7  15.0  12.0  15.0  12.3  BBBBB  Low  3  44  26  Exxon  Mobil  (4)  Low 

8.3  18.8  16.7  19.3  17.3  BDDBD  Very  Low  34  57  72  Berkshire  Hathaway  A  (31)  Average 

9.3  12.9  10.7  15.0  12.9  DBBDB  Average  9  6  10  Baltimore  Technologies  ADS  (2)  High 

37.9  28.3  27.6  23.4  22.5  BBDDD  2  47  49  Intel  (6)    •  High 

9.6  16.1  13.1  14.7  12.4  BBBBB  Average  13  28  24  Berkshire  Hathaway  A  (4)  Low 


IB  98 
II  97 
IB99 
IB98 
IB  98 


16.5 
21.5 
34.6 
37.6 
17.9 


III  98  -11.7 

III  99  -14.4 

III  98  -19.9 

III  98  -12.2 

III  98  -9.5 


800-282-3863 
800-686-6884 
800-421-0180 
800-221-8806 
800-221-8806 


19.2  19.5  17.7 
6.0  13.1  9.9 

14.3  19.0  16.1 
23.3  NA  NA 

7.0  13.8  11.2 


19.0  17.0 

14.2  11.2 

17.5  14.5 

NA  NA 

14.4  11.8 


BDBBD 
BBBBB 
BBBBB 
OBB 
BBBBB 


Average 
Average 

Low 
Very  Low 

Low 


39 
26 
28 
45 
38 


Texas  Instruments  (6) 

Intel (4) 

Cisco  Systems  (5) 

Pfizer  (6) 

Exxon  Mobil  (5) 


Low 
Average 
Average 

Low 


IS98  18.5 

IB  98  19.5 

IB 98  23.6 

IB 98  37.9 

II  97  15.3 


III  98  -10.0 

III  98  -12.3 

III  98  -11.7 

III  98  -12.7 

III  98  -11.8 


800-221-8806 
800-221-8806 
800-221-8806 
800-221-8806 
800-221-8806 


1.8  11.8  8.6  13.4  10.5  BBBBB         High  1  13  21 

7.4  17.9  16.7  18.2  16.2  DDBBD         Low  4  21  33 

18.6  20.7  19.9  23.9  18.5  BBDDB        High  7  -12  32 

10.2  18.1  16.2  NA  NA  DDDBB        Low  0  20  27 

6.3  11.3  9.9  13.0  11.7  BBBBB  Very  Low  1  40  29 


S&P  500  Option  Call  (4)  Very  Low  II  97  10.2  III  98  -9.9  800-221-8806 

Dynegy  (5)  Average  IB98  16.3  III  98  -14.5  800-551-1980 

Exodus  Communications  (4)  High  IB99  44.3  IBOO  -23.7  800-992-3863 

Microsoft  (4)  Average  IS98  21.4  III  98  -10.0  800-426-7969 

Hewlett-Packard  (5)  Low  IB98  12.1  III  99  -5.3  800-447-0740 


: 

10.1 

15.8 

14.6 

15.4 

14.4 

BDBBB 

Very  Low 

2 

55 

36 

Hewlett-Packard  (6) 

Average 

IV98 

19.8 

III  98 

-9.1 

800-447-0740 

] 

15.1 

28.9 

26.9 

NA 

NA 

DDBBD 

Average 

10 

13 

21 

Coherent  (3) 

Low 

III  97 

22.7 

III  98 

-23.7 

800-562-0032 

I 

11.8 

18.1 

15.0 

16.1 

13.0 

BDDBB 

Average 

1 

29 

28 

Cisco  Systems  (4) 

Average 

IB98 

20.6 

IBOO 

-12.1 

800-562-0032 

I 

13.3 

19.3 

17.3 

17.8 

15.4 

BDDBD 

Average 

5 

45 

N/A 

N/A 

High 

1V99 

25.4 

IBOO 

-17.7 

800-338-2550 

0 

10.5 

18.9 

17.8 

NA 

NA 

DBBBB 

Low 

4 

21 

33 

Safeway  (4) 

High 

IB  99 

28.2 

III  98 

-16.5 

800-338-2550 

0 

10.2 

17.6 

13.8 

NA 

NA 

BDDBB 

High 

1 

30 

16 

Microsoft  (3) 

Low 

IB  98 

22.9 

III  98 

-11.2 

800-874-4770 

[ 

10.8 

17.2 

13.2 

21.3 

17.7 

BBBBB 

Average 

8 

10 

17 

Smith  Intl.  (2) 

Average 

IB  99 

25.3 

III  98 

-16.5 

800-368-3863 

0 

23.9 

23.5 

20.7 

NA 

NA 

BBDDB 

Very  High 

7 

20 

30 

Cisco  Systems  (6) 

High 

IB99 

54.9 

IBOO 

-22.3 

800-368-3863 

( 

16.3 

22.1 

21.7 

NA 

NA 

DDDBB 

Average 

7 

22 

34 

Cisco  Systems  (5) 

Average 

IB98 

23.4 

IBOO 

-13.0 

800-368-3863 

( 

35.6 

NA 

NA 

NA 

NA 

DOB 

Very  High 

0 

3 

52 

Cisco  Systems  (8) 

IE  99 

64.9 

IBOO 

-25.2 

800-368-3863 

0 

19.8 

21.0 

16.9 

18.3 

15.9 

BBDDB 

Very  High 

7 

18 

32 

Cisco  Systems  (6) 

High 

IB  99 

42.7 

IBOO 

-19.3 

800-368-3863 

0 

15.7 

19.5 

16.1 

19.6 

17.3 

BBBBB 

Average 

15 

18 

19 

Amer.  Power  Conversion  (2) 

Low 

IB  98 

17.5 

III  98 

-14.1 

800-368-3863 

i 

NA 

NA 

NA 

NA 

NA 

DB 

High 

11 

-7 

49 

Pfizer  (8) 

IB99 

31.6 

IBOO 

-16.7 

800-858-8850 

(J 

-5.9 

-1.4 

-2.2 

NA 

NA 

BBBBB 

Low 

5 

-57 

25 

Telefonos  de  Mex.  A  ADR  (5) 

Very  High 

IB99 

26.5 

IB  97 

-24.9 

800-342-5236 

i 

6.7 

9.9 

7.9 

11.2 

9.2 

BBBBB 

Low 

2 

7 

16 

Cheung  Kong  Hldgs.  (2) 

Low 

II  99 

15.6 

III  98 

-17.2 

800-342-5236 

i 

-4.9 

3.2 

1.3 

9.6 

7.1 

BBBBB 

Very  Low 

11 

0 

25 

Li  &  Fung  (6) 

Average 

II  99 

10.9 

III  98 

-20.3 

800-342-5236 

l 

6.5 

12.6 

9.7 

14.8 

11.7 

BBBBB 

Low 

2 

6 

15 

Cheung  Kong  Hldgs.  (2) 

Low 

II  99 

13.4 

III  98 

-15.2 

800-342-5236 

i 

-4.9 

-1.7 

-2.4 

NA 

NA 

BBBDB 

Low 

0 

-41 

22 

CEMEXSA(3) 

Very  High 

IB99 

28.4 

IB  97 

-25.7 

800-342-5236 

! 

7.4 

12.3 

10.3 

12.4 

10.6 

BBBBB 

Very  Low 

2 

13 

19 

Aventis  SA  (2) 

Low 

IB99 

16.8 

III  98 

-15.9 

800-342-5236 

I 

7.0 

13.6 

10.6 

15.3 

11.9 

BBBBB 

Low 

6 

17 

23 

Cheung  Kong  Hldgs.  (4) 

Low 

IB  98 

15.3 

III  98 

-14.1 

800-342-5236 

I 

10.7 

16.4 

15.1 

18.8 

17.2 

BBBBD 

Very  Low 

5 

27 

44 

AVX  (8) 

Low 

I  00 

17.5 

III  98 

-14.3 

800-443-1021 

1 

19.7 

25.9 

24.7 

NA 

NA 

DBBBB 

Average 

7 

11 

30 

Bank  of  New  York  (3) 

Low 

IB99 

21.6 

III  98 

-13.6 

800-847-0200 

1 

13.8 

NA 

NA 

NA 

NA 

DBB 

Average 

1 

4 

27 

Cisco  Systems  (4) 

IB  98 

23.0 

III  98 

-11.0 

800-223-1200 

1 

12.0 

NA 

NA 

NA 

NA 

DBB 

Average 

1 

-10 

37 

Cisco  Systems  (6) 

IB98 

28.4 

IBOO 

-21.3 

800-223-1200 

1 

8.3 

18.1 

17.3 

18.5 

17.5 

DDBBB 

Low 

0 

9 

55 

General  Motors  CI.  H  (12) 

Average 

IB  98 

21.3 

III  98 

-21.3 

800-443-3036 

( 

36.4 

NA 

NA 

NA 

NA 

DDDB 

Very  High 

3 

-19 

9 

JDS  Uniphase  (2) 

IB  99 

54.6 

IBOO 

-27.9 

800-224-6312 

( 

7.8 

16.8 

15.9 

NA 

NA 

DDBBD 

Low 

3 

10 

39 

Pharmacia  (5) 

Low 

II  97 

15.7 

III  98 

-14.6 

800-432-4789 

14.0 

18.2 

16.0 

NA 

NA 

BBBBD 

Very  Low 

14 

21 

25 

Pharmacia  (4) 

Very  Low 

IB  98 

16.2 

III  98 

-17.9 

800-432-4789 

21.2 

18.6 

16.8 

19.5 

17.5 

BBBDB 

Very  Low 

1 

32 

28 

Applied  Micro  Circuits  (4) 

Very  High 

IB  99 

51.2 

IBOO 

-28.0 

800-531-8181 

2.5 

9.1 

7.0 

10.7 

8.9 

BBBBB 

Low 

2 

18 

17 

GNMA  6.5  2026  (2) 

Very  Low 

II  97 

8.5 

HI  98 

-10.7 

800-531-8181 

7.9 

9.7 

7.2 

12.6 

10.1 

BBOBB 

High 

1 

9 

41 

Intel  (6) 

High 

IB  98 

26.1 

IBOO 

-18.1 

800-531-8181 

6.7 

14.2 

12.9 

NA 

NA 

DBBBB 

Low 

4 

29 

27 

Cisco  Systems  (4) 

Low 

IB  98 

17.5 

III  98 

-17.5 

800-531-8181 

4.8 

13.0 

10.4 

13.7 

11.3 

BBBBD 

Very  Low 

6 

26 

33 

Bristol-Myers  Squibb  (4) 

Low 

IB98 

10.7 

III  98 

-8.1 

800-531-8181 

11.4 

NA 

NA 

NA 

NA 

DDBB 

Low 

2 

14 

26 

Microsoft  (4) 

IB  98 

21.3 

III  98 

-9.8 

800-531-8181 

14.8 

19.0 

16.8 

18.0 

15.4 

BBDBB 

Low 

2 

55 

31 

Dell  Computer  (3) 

High 

IB  98 

31.0 

IBOO 

-14.6 

800-223-0818 

36.2 

NA 

NA 

NA 

NA 

BDDB 

Average 

11 

2 

22 

SDL  (4) 

14.1 

20.9 

16.5 

17.9 

13.6 

BBBBD 

Average 

10 

17 

28 

Providian  Financial  (3) 

31.3 

28.3 

25.5 

26.1 

23.6 

BBDDB 

Average 

7 

6 

25 

JDS  Uniphase  (5) 

7.7 

16.1 

13.6 

16.8 

13.6 

BBBBB 

High 

3 

11 

30 

Cisco  Systems  (6) 

12.9 

17.2 

14.1 

16.7 

14.2 

BBBBD 

Average 

4 

14 

15 

Exxon  Mobil  (2) 

Low 

High 

High 

Very  Low 


IB 99  56.8 

IBOO  15.4 

IB99  61.3 

IB 98  24.6 

II  97  12.9 


IBOO  -24.7 

III  99  -10.1 

IBOO  -25.3 

IBOO  -17.5 

III  98  -7.9 


800-421-5666 
800-421-5666 
800-421-5666 
800^121-5666 
800-421-5666 


DATA:  STANDARD  &  POOR'S 


^AttliiiliiUi 


99 


MUTUAL  FUND  SCOREBOARD 


FUND 


OVERALL  RATING 


CATEGORY 


RATING   SIZE 


FEES 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  FUND  WITHIN  CATEGORY) 


2000  RETURNS  ('  - 


ASSETS 
SMIL. 


%  CHG. 
1999-2000 


SALES 
CHARGE  (%) 


EXPENSE 
RATIO  (%) 


PRE- 
TAX 


AFTER- 
TAX 


VAN  KAMPEN  GROWTH  &  INCOME  A  X 

VAN  KAMPEN  PACE  A 

VAN  KAMPEN  TECHNOLOGY  B 

VAN  WAGONER  EMERGING  GROWTH 

VANGUARD  SOO INDEX  X 


D 
B+ 


Large-cap  Value 
Large-cap  Blend 
Technology 
Small-cap  Growth 
Large-cap  Blend 


1285.7 

2992.1 

806.0 

801.7 

89393.8 


28 
-20 
107 
-40 

-9 


5.75* 

5.75* 

0.00* 

No  load 

No  load 


0.88t 
0.82t 
2.23T 
1.79t 
0.18 


19.0 
-12.8 
-26.5 
-20.9 

-9.1 


16.2 
-13.8 
-26.5 
-22.6 

-9.3 


VANGUARD  ASSET  ALLOCATION  X 
VANGUARD  BALANCED  INDEX 
VANGUARD  CAPITAL  OPPORTUNITY 
VANGUARD  EMERGING  MKTS.  STOCK  INDEX  (av) 
VANGUARD  ENERGY  X 


A  Domestic  Hybrid  A  8626.8 

B  Domestic  Hybrid  B  3588.6 

B+  Mid-cap  Growth  A  4887.4 

F  Diversified  Emerging  Markets  C  867.3 

C-  Natural  Resources  B  1189.4 


0 
24 
184 

-11 
17 


No  load 
No  load 
0.00* 
0.00* 
0.00* 


0.44 
0.20 
0.75 
0.58 
0.48 


4.9  3.3 

-2.0  -3.1 

18.0  16.2 

-27.6  -28.1 

36.4  34.6 


VANGUARD  EQUITY  INCOME  X  B+  Large-cap  Value 

VANGUARD  EUROPEAN  STOCK  INDEX  (aw)  X  B+  Europe 

VANGUARD  EXPLORER  C-  Small-cap  Growth 

VANGUARD  EXTENDED  MARKET  PORT.  INV.  X  C-  Small-cap  Blend 

VANGUARD  GROWTH  &  INCOME  X  B+  Large-cap  Blend 


B 
B 
B 
C 
B+ 


2448.9 
5266.8 
4046.1 
3752.5 
8831.4 


-19 

-A 

40 

2 

10 


No  load 
No  load 
No  load 
No  load 
No  load 


0.43 
0.29 
0.74 
0.25 
0.37 


13.6 

-8.2 

9.2 

-15.5 

-9.0 


11.6 
-8.7 
4.8 
-18.2 
-10.0 


VANGUARD  GROWTH  EQUITY  (ax)  A  C  Large-cap  Growth 

VANGUARD  GROWTH  INV.  B  Large-cap  Growth 

VANGUARD  HEALTH  CARE  X  A  Health 

VANGUARD  INTERNATIONAL  VALUE  A  C-  Foreign 

VANGUARD  LIFESTRATEGY  CONS.  GROWTH  B+  Domestic  Hybrid 

VANGUARD  LIFESTRATEGY  GROWTH  B  Domestic  Hybrid 

VANGUARD  LIFESTRATEGY  INCOME  B+  Domestic  Hybrid 

VANGUARD  LIFESTRATEGY  MOD.  GROWTH  B  Domestic  Hybrid 

VANGUARD  MID  CAP  INDEX  INV.  Mid-cap  Blend 

VANGUARD  MORGAN  GROWTH  X  B  Large-cap  Growth 


C 
B 
A 
C 
B+ 

C 
B+ 

B 


897.8 
11960.3 
17507.9 

821.8 
1755.7 

3376.9 
620.6 
3628.9 
1449.4 
4931.6 


479 

-12 

65 

-17 

3 

15 

11 

10 

166 

9 


No  load 
No  load 
0.00* 
No  load 
No  load 

No  load 
No  load 
No  load 
No  load 
No  load 


0.74 
0.22 
0.41 
0.59 
0.00 

0.00 
0.00 
0.00 
0.25 
0.42 


-23.1 

-22.2 

60.6 

-7.4 

3.0 

-5.4 

8.0 

-0.9 

18.2 

-12.5 


-23.1 

-22.3 

56.1 

-8.3 

1.4 

-6.3 

6.0 

-2.2 

16.1 

-15.2 


VANGUARD  PACIFIC  STOCK  INDEX  (ay)  A 

VANGUARD  PRIMECAP  X 

VANGUARD  REIT  INDEX 

VANGUARD  SMALL  CAP  INDEX  INV.  (az)  X 

VANGUARD  STAR  X 


VANGUARD  STRATEGIC  EQUITY  (ba) 
VANGUARD  TAX-MGD.  CAP.  APPREC. 
VANGUARD  TAX-MGD.  GROWTH  &  INCOME 
VANGUARD  TOTAL  INTL.  STOCK  INDEX 
VANGUARD  TOTAL  STOCK  MARKET  INV. 

VANGUARD  U.S.  GROWTH  X 
VANGUARD  UTILITIES  INCOME 
VANGUARD  VALUE  INV. 
VANGUARD  WELLESLEY  INCOME  X 
VANGUARD  WELLINGTON 


F 
A 

C- 

B+ 

C 
B 
B+ 


B 

B+ 

B+ 


Diversified  Pacific/Asia 
Mid-cap  Growth 
Real  Estate 
Small-cap  Growth 
Domestic  Hybrid 

Mid-cap  Blend 
Large-cap  Blend 
Large-cap  Blend 
Foreign 
Large-cap  Blend 

Large-cap  Growth 
Utilities 

Large-cap  Value 
Domestic  Hybrid 
Domestic  Hybrid 


B 
B+ 


C 
C 
B+ 


1910.7 
21034.4 
1030.4 
3410.7 
7777.8 

700.4 
2577.7 
2286.8 
2761.6 
16578.7 


-17 
29 

19 
7 
-A 

21 
22 
10 
22 
2 


No  load 
No  load 
0.00* 
No  load 
No  load 

0.00* 

0.00* 

0.00* 

No  load 

No  load 


0.37 
0.51 
0.33 
0.25 
0.00 

0.46 
0.19 
0.19 
0.00 
0.20 


-25.7 
4.5 
26.3 
-2.7 
1 1^0 

7.5 
-10.1 
-9.0 
-15.6 
-10.6 


-26.1 

2.9 

23.5 

-5.8 

7.8 

3.2 

-10.2 

-9.3 

-16.1 

-10.9 


C  16549.9 

C-  906.6 

B  3316.2 

B+  6350.1 

B+  22524.4 


No  load 
No  load 
No  load 
No  load 
No  load 


0.39 
0.40 
0.22 
0.30 
0.30 


-20.2 
18.8 
6.1 
16.2 
10.4 


-23.4 
16.4 

4.6 
13.8 

8.0 


VANGUARD  WINDSOR  C             Large-cap  Value 

VANGUARD  WINDSOR  II  X  B             Large-cap  Value 

VANGUARD  WORLD  INTL.  GROWTH  X  C             Foreign 

VANTAGEPOINT  AGGRESSIVE  OPPORTUNITY  Small-cap  Blend 

VANTAGEPOINT  ASSET  ALLOCATION  Domestic  Hybrid 


15405.0 

23494.4 

8625.7 

781.1 

990.9 


-9 

-19 

0 

49 

-9 


No  load 
No  load 
No  load 
No  load 
No  load 


0.28 
0.37 
0.53 
1.24 
0.80 


15.9 
16.9 
-8.6 
-9.3 
-0.7 


12.6 
15.0 
-10.2 
-12.5 
-1.9 


VANTAGEPOINT  GROWTH 

Large-cap  Blend 

3263.3 

9 

No  load 

0.87 

-2.6 

-5.8 

VICTORY  DIVERSIFIED  STOCK  A  X 

B+ 

Large-cap  Blend 

B 

951.0 

0 

5.75** 

1.06 

1.4 

-1.5 

VICTORY  STOCK  INDEX 

B 

Large-cap  Blend 

C 

783.9 

-10 

5.75** 

0.58 

-9.6 

-10.3 

WADDELL  &  REED  ADV.  ACCUMULATIVE  A  (bb)  XA 

Large-cap  Value 

A 

2518.2 

23 

5.75 

0.98t 

20.2 

14.6 

WADDELL  &  REED  ADV.  CORE  INVMNT.  A  (be) 

A 

Large-cap  Growth 

B+ 

8152.3 

4 

5.75 

0.94t 

9.7 

5.1 

WADDELL  &  REED  ADV.  INTL.  GROWTH  A  (bd) 

C 

Foreign 

B 

1354.8 

-15 

5.75 

1.41 1 

-24.9 

-28.4 

WADDELL  &  REED  ADV.  NEW  CONCEPTS  A  (be) 

C- 

Mid-cap  Growth 

C- 

1536.4 

5 

5.75 

1.32T 

-15.0 

-18.3 

WADDELL  &  REED  ADV.  RETIREMENT  A  (bf) 

B 

Domestic  Hybrid 

c 

1179.5 

12 

5.75 

I.IOt 

-6.0 

-10.9 

WADDELL  &  REED  ADV.  SCI.  &  TECH.  A  (bg)  A 

C 

Technology 

B 

3406.6 

16 

5.75 

1.16t 

-14.0 

-19.3 

WADDELL  &  REED  ADV.  VANGUARD  A  (bh) 

C 

Large-cap  Growth 

C 

2504.0 

14 

5.75 

1.04t 

-1.1 

-3.9 

WARBURG  PINCUS  CAP.  APPREC.  CMN. 

A 

Large-cap  Growth 

A 

1481.5 

38 

No  load 

1.01 

-5.2 

-8.1 

WARBURG  PINCUS  EMERGING  GROWTH  CMN.  A  D 

Small-cap  Growth 

C 

1722.4 

-2 

No  load 

1.23 

-12.0 

-15.2 

WARBURG  PINCUS  INTL.  EQUITY  CMN.  X 

D 

Foreign 

F 

610.9 

-41 

No  load 

1.43 

-29.5 

-32.8 

WASHINGTON  MUTUAL  INVESTORS  A  X 

B 

Large-cap  Value 

B 

45418.5 

-18 

5.75** 

0.63t 

9.1 

6.6 

WEITZ  PARTNERS  VALUE 

A 

Large-cap  Value 

A 

1676.3 

53 

No  load 

1.19 

21.1 

17.9 

WEITZ  VALUE  X 

A 

Large-cap  Value 

A 

2910.3 

10 

No  load 

1.19 

19.6 

16.8 

WELLS  FARGO  ASSET  ALLOCATION  A  X 

B 

Domestic  Hybrid 

C 

1189.2 

-13 

5.75** 

0.99 

1.0 

-1.2 

WELLS  FARGO  DIVERSIFIED  EQUITY  1 

B, 

Large-cap  Blend 

B 

1837.3 

-8 

No  load 

1.00 

-1.9 

-3.8 

WELLS  FARGO  EQUITY  INCOME  1 

B 

Large-cap  Value 

B 

1366.0 

-10 

No  load 

0.85 

1.9 

0.6 

WELLS  FARGO  GROWTH  BALANCED  1 

A 

Domestic  Hybrid 

A 

1053.2 

10 

No  load 

0.93 

7.8 

5.8 

WELLS  FARGO  GROWTH  EQUITY  1 

C 

Large-cap  Growth 

C 

669.0 

-3 

No  load 

1.25 

-0.1 

3.2 

WELLS  FARGO  INDEX  1 

B+ 

Large-cap  Blend 

B 

903.5 

-1 

No  load 

0.25 

-9.2 

-10.1 

WELLS  FARGO  LARGE  COMPANY  GROWTH  1 

A 

Large-cap  Growth 

A 

1493.2 

59 

No  load 

1.00 

-3.6 

-3.9 

WHITE  OAK  GROWTH 

A 

Large-cap  Growth 

A 

5485.3 

125 

No  load 

0.96 

3.6 

3.5 

WM  GROWTH  &  INCOME  A 

B 

Large-cap  Value 

C 

607.0 

-15 

5.50** 

1.00t 

1.5 

0.6 

'Includes  redemption  fee.  '"Includes  deferred  sales  charge. 

112(b) 

1  plan  in  effect.  JNot 

currently  accepting 
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ODD  COUPLE 

Indra  Nooyi,  a  free- 
spirited  strategist, 
will  become  president 
this  spring  when 
Steven  Reinemund, 
a  spit-and-polish 
detail  man,  is  ceo 


MANAGEMENT 


THE  POWER  OF  TWO 
AT  PEPSI 

A  new  team  has  to  keep  the  snack-and-beverage  empire  growing 


The  first  time  Steve  Reinemund  of- 
fered Indra  Nooyi  a  job,  he  had  to 
work  hard  to  convince  her.  It  was 
1998  and  Reinemund,  on  the  fast 
track  to  run  PepsiCo,  was  head  of  its 
$11  billion  Frito-Lay  snack  business.  He 
was  revamping  the  distribution  system 
and  wanted  her  analytic  expertise.  But 
Nooyi  wasn't  so  sure. 

For  one  thing,  she  found  the  former 
Marine  a  little  too  stiff.  Nooyi  likes  to 
joke  around;  Reinemund  is  all  spit  and 
polish.  Plus,  as  chief  strategist,  Nooyi 
was  used  to  pondering  such  questions 
as  PepsiCo's  role  in  the  21st  century. 
Reinemund  wanted  her  to  delve  into 
real-world  operations.  He  persisted,  and 
she  finally  agreed  to  work  with  him  part 
time.  The  result:  a  radical  new  system 
that  gives  sales  reps  more  time  in  front 
of  customers  and  lowers  costs  overall. 

The  next  time  Reinemund  offered 

Nooyi  a  job,  he  didn't  have  to  ask  twice. 

When  CEO  Roger  Enrico  announced  in 

iber  that  he  would  hand  over  his 

office  to  Reinemund  after  the  company's 


$13.8  billion  deal  to  buy  Quaker  Oats  Co. 
closes,  probably  this  spring,  Reinemund 
called  Nooyi.  "I  can't  do  it  unless  I  have 
you  with  me,"  he  told  her.  The  comment 
moved  Nooyi  to  tears,  she  says,  and  she 
quickly  accepted  the  offer  to  become  his 
second  in  command,  thus  forming  what 
could  be  one  of  the  most  unusual  man- 
agement teams  in  Corporate  America. 
But  if  they  can  combine  Reinemund's 
depth  of  operating  experience 
with  Nooyi's  talent  for  big-pic 
ture  thinking,  it  could  also  be 
one  of  the  most  powerful. 
NEW  LANDSCAPE.  As  the  next 
leaders  of  a  newly  reinvigo- 
rated  Pepsi,  the  pair  inherit  a 
company  with  real  momen- 
tum. After  spinning  off  its 
bottling  and  restaurant  busi- 
nesses, Pepsi  is  now  entirely 
focused  on  marketing  pack- 
aged food  and  beverages.  En- 
rico turned  Pepsi  around,  but 
making  sure  it's  a 
fast-growth  compa- 
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ny  in  a  slow  industry  may  be  th 
tougher  task.  "Reinemund's  mandate  i 
to  go  faster,"  says  Tom  Pirko,  presiden 
of  beverage  consultant  Bevmark  Inte 
national.  That's  a  tricky  assignment  co: 
sidering  that  Sanford  C.  Bernstein  &  C 
already  expects  the  company's  revenue 
increase  8%  this  year,  to  $20  billion,  an 
operating  earnings  to  climb  13%,  to  $3. 
billion.  Plus,  its  stock  has  spiked  27%  i 
the  past  12  months. 

To  expand  the  company] 
reach,  Reinemund,  52,  an 
Nooyi,  45,  will  have  to  pi 
brand  names  like  Tropican 
and  Quaker  on  a  variety  c 
new  snack  foods.  "For  an 
part  of  the  day  we  will  hav 
a  little  snack  for  you,"  sajl 
Nooyi.  First,  though,  the 
have  to  digest  Quaker,  fo 
which  Pepsi  paid  a  rich  pri<5( 
Then  they  have  to  adjust  t 
the  changing  compel  it  i\ 
landscape.  Pepsi  can  i 
longer  measure  its   perfo 


If  it's  part  of  a  focused  strategy,  your  people  embrace  it, 
your  customers  buy  it  and  your  technology  supports  it... 

Of!©  1063  can  increase  your  speed. 
From  innovation  to  execution,  our  people  deliver. 


Cap  GmiNi 
Ernst  He  Young 


People 


mance  only  against  Coke's  fountain  and 
grocery-store  sales.  The  new  Pepsi  is 
competing  against  everyone  from  food 
giants  like  Kraft  to  any  upstart  with  a 
great  idea  for  a  drink. 

To  beat  those  rivals,  the  $20  billion 
behemoth  will  have  to  create  innova- 
tive products  and  ways  to  sell  them. 
Pepsi  has  made  some  smart  acquisitions; 
now  it  must  absorb  the  revolutionary 
thinking  of  such  prizes  as  SoBe,  pur- 
veyor of  edgy  beverages  such  as  Zen 
Blend.  "We're  a  very  good  suburban- 
oriented  marketing  company,"  says 
Reinemund.  "That's  where  we've  grown 
over  time.  But  there's  a  huge  opportu- 
nity in  urban  markets."  To  seize  it, 
Reinemund  says,  the  company  has  to 
broaden  its  management.  He  has  made 
a  start.  The  rate  of  retention  and  pro- 
motion of  women  and  minorities  is  ex- 
pected to  be  the  same  as  that  of  white 
men,  and  senior  managers'  performance 
reviews  now  take  that  into  account 

But  more  than  anything,  Pep- 
si's   success    will    depend    on 
Reinemund  and  Nooyi.  The  two 
bring  very  different  skills,  not 
to  mention  personalities,  to  the 
job.  Reinemund  built  his  career 
at  Pepsi  reorganizing  its  pizza 
business  and  then  ramping  up 
its  snack  division,  and  he  likes 
nothing  better  than  to  roll  up 
his  sleeves  and  pitch  in.  Col- 
leagues still  recount  how  he  spent 
one  Christmas  Eve  helping  a  Frito- 
Lay  delivery  man  stock  a  conve- 
nience store  in  Colorado.  Reinemund, 
who  has  a  house  in  nearby  Steam- 
boat Springs,  had  run  to  the  store  to 
pick  up  a  few  things.  When  he  found 
the  delivery  man  still  at  work,  he 
jumped  right  in  loading  chips  on  the 
shelves.  "Steve  comes  from  an  oper- 
ational point  of  view.  Nooyi  has  a 
very  different  background,  and  that's 
why  the  combination  works,"  says 
Brock  H.  Leach,  the  head  of  Pepsi's 
Tropicana  Products  Inc.  unit  and  a 
longtime  colleague  of  Reinemund's. 
"She  brings  a  lot  to  the  party,  things 
I  don't  think  he'd  say  he  does  well." 
WING  TIPS  AND  SARIS.  On  a  more 
personal  level,  the  two  are  even 
more  distinct.  Reinemund  "always 


he  guarded  the  White  House  during 
part  of  the  Nixon  and  Ford  administra- 
tions. No  glad-hander,  he  generally 
maintains  a  reserved,  serious  demeanor. 

That's  an  impression  Nooyi  has  never 
been  accused  of  making.  In  college  in 
her  native  India,  she  played  lead  guitar 
in  an  all-girl  rock  band.  She  still  likes  to 
test  conventions  and  often  dresses  in 
what  her  friend  Gordon  J.  Davis,  presi- 
dent of  New  York's  Lincoln  Center  for 
the  Performing  Arts,  calls  "business  In- 
dian." That  can  be  anything  from  a  flow- 
ing scarf  to  a  sari. 

A  tough  negotiator  who  closed  both 
the  $3.3  billion  1998  purchase  of  Tropi- 
cana and  last  year's  acquisition  of  Quak- 
er, she  has  the  unsettling  habit  of  hum- 
ming during  meetings  "to  calm  herself," 
according  to  one  investment  banker. 
She'll  make  offbeat  comments  you  would 
never  expect  a  high-level  executive  to 
utter,  like  mentioning  that  she  has  music 
flowing  through  her  head  all  day  long  or 


STEVEN  S.  REINEMUND 

BORN  Apr.  6,  1948  in 


Queens, 


that  she  knows  her  bosses'  astrological 
signs  (Enrico  is  a  Scorpio,  which  ex- 
plains why  he's  so  outgoing;  Reinemund 
is  a  detail-oriented  Aries).  "She  has  a 
sort  of  guileless,  unencumbered  quali- 
ty," says  Davis,  who  first  met  Nooyi 
when  they  both  served  on  the  board  of 
Phoenix  Home  Life  Mutual  Insurance 
Co.  "She'll  say  something  almost  naive, 
very  personal  and  romantic  in  a  sense, 
but  totally  truthful." 
TOUGH  DECISIONS.  Most  people  think  this 
odd  couple  is  up  to  the  task  of  redefining 
Pepsi,  mainly  because  they've  both 
proven  they  can  make  tough  decisions. 
Nooyi  pushed  Pepsi  to  bid  for  Seagram 
Co.'s  Tropicana  juice  business  despite  ini- 
tial skepticism  from  a  team  of  execu- 
tives and  negotiators  exhausted  from  the 
just-completed  restaurant  spin-off.  Soon 
after  joining  Pizza  Hut  in  1984,  Reine- 
mund decided  the  chain  had  to  break 
into  the  fast-growing  delivery  business 
pioneered  by  Domino's  Pizza.  His  staff 
thought  it  undignified  to  deliver  pies. 
So  he  hired  new  senior  execs.  With- 
in two  years  of  its  1985  launch,  Piz- 
za Hut  had  the  No.  1  delivery  busi- 


■_;•;•  ness  in  the  country. 


EDUCATION  BA,  U.S.  Naval 
Academy;  MBA,  University  of 
Virginia 

CURRENT  JOB  President  and 
Chief  Operating  Officer,  PepsiCo 

NEXT  JOB  Slated  to  succeed  CEO  Roger 
Enrico  when  Pepsi  closes  the  Quaker  Oats 


Driven  is  one  way  to  describe 
Reinemund.  "Some  may  say  he 
burns  people  out,"  says  Alan  Feld- 
man,  former  head  of  U.S.  restau- 
rant operations  at  Pizza  Hut  and 
now  president  of  McDonald's  USA. 
"But  I  worked  for  him  for  eight 
years  and  am  the  better  for  it." 
Nonetheless,  Reinemund  heard  the 
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OUTSIDE  THE  OFFICE  Ran  the  New  York 
Marathon  this  past  year  in  4:06:56 

FAMILY  Wife,  Gail;  two  sons  in  college  and 
7-year-old  adopted  twins,  a  boy  and  girl 

INDRA  K.  NOOYI 

1955  in 


BORN  Oct.  28 
Madras,  India 

EDUCATION  BS, 

Madras  Christian  Col- 
lege; MBA,  Indian  Insti- 
tute of  Management; 
Master  of  Public  &  Pri- 
vate Management,  Yale 
University 


looks  like  he's  ready  to  go  on  the 

cover  of  Gentlemen's  Quarterly,"  CUWWEWT  J0B  Chief  Financial  Officer,  PepsiCo 

says  Craig  E.  Weatherup,  ceo  of  NEXT  JOB  She'll  add  Reinemund's  title  as 

Pepsi    Bottling    Group     Inc.     A  president 

marathon  runner  and  U.  S.  Naval  

Academy  grad,  Reinemund  prefers  OUTSIDE  THE  OFFICE   Sings  jazz  and  show 

his  crisp  shirts  monogrammed  and  tunes,  often  at  her  own  parties  lum  is  going  to  be  swinging  evei 

his  wing  tips  with  a  high  shine.  Af-  'FAIVHly  Husband,  Raj,  is  a  management faster  for  both  °£  th*';m-  „    „ 

er  college,  he  spent  five  years  in  consu,tant   two  daugnterSl  ages  17  and  8  A"  ^""'  '   '""vV 

the  Marines;  on  one  tour  oi  duty  °  '«  Purchase,  N.) 


las  to  New  York  as  coo  in  1999,  he 
has  learned  to  communicate  more 
effectively.  "Before,  if  people  asked 
what  his  top  three  skills  are,  man 
aging  people  wouldn't  have  been 
there,"  says  Enrico.  "Now,  I'm  sure 
people  would  say  that  right  away." 
Part  of  what  connects  Reine- 
mund and  Nooyi  are  their  attempts 
to  integrate  their  family  and  work- 
ing lives.  Nooyi's  younger  daugh 
ter,  Tara,  sometimes  draws  pictures 
in  the  executive  conference  room, 
and  more  than  once  her  mother  has 
found  her  chatting  in  Enrico's  office, 
Reinemund  has  been  bringing  hit- 
children  on  business  trips  since  his 
eldest,  now  20,  was  18  months  old 
"I'm  not  sure  the  balancing  is  par 
ticularly  successful,"  remarks  Urine 
mund.  "I  think  it's  more  like  tht 
pendulum  of  a  clock,  constantly  COP 
recting."  Come  spring,  the  pendu 
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COMMENTARY 


By  Janet  Ginsburg 


MAD  COW:  THE  U.S.  IS  NOT  IMMUNE 


It's  a  biocontainment  nightmare,  an 
Eden  gone  toxic.  Up  in  the  wilds  of 
Saskatchewan,  land  poisoned  with 
infectious  prions — malformed  proteins 
like  the  ones  that  cause  mad  cow  dis- 
ease— have  turned  hundreds  of  acres 
into  a  death  trap  for  deer  and  elk. 

Although  only  14  elk  have  been  di- 
agnosed with  chronic  wasting  disease 
(CWD)  in  the  past  year,  ranchers  and 
wildlife  biologists  fear  the  worst:  an 
epidemic  of  a  contagious,  invariably 
fatal  disease  for  which  there  is  no  live 
animal  test  and  no  cure.  No  one  even 
knows  for  sure  how  it  spreads  or  if  it 
can  infect  livestock  outside  the  lab. 
But  with  a  budding  elk-ranching  in- 
dustry and  thousands  of  wild  animals 
at  risk,  the  Canadian  Food  Inspection 
Agency  (cfia)  snapped  into  action. 
Since  November,  1,500  elk  that  may 
have  had  contact  with  the  sick  ani- 
mals have  been  slaughtered  and  their 
brains  saved  for  testing. 

The  fate  of  a  few  thousand  Cana- 
dian elk  won't  keep  many  Americans 


awake  at  night.  But  it 
was  an  animal  import- 
ed from  the  U.S.  that 
sparked  the  outbreak. 
Worse,  cwd  is  now  en- 
trenched in  herds  run- 
ning wild  in  Colorado 
and  Wyoming.  Mean- 
while, scrapie,  a  sheep 
form  of  the  disease,  has  been  found 
all  over  the  U.  S. 

TIME  BOMBS.  A  European-style  mad 
cow  nightmare  seems  remote — any- 
where outside  Europe.  But  the  U.  S. 
is  neither  isolated  nor  immune  from 
the  prion  plague.  And  though  there 
has  never  been  a  diagnosed  case  of 
bovine  spongiform  encephalopathy 
(bse)  in  the  U.  S.,  efforts  to  keep  the 
disease  and  a  related  human  illness, 
new  variant  Creutzfeldt-Jakob  dis- 
ease (nvCJD),  at  bay  may  not  be 
enough.  Consider  the  following: 
■  According  to  the  World  Health  Or- 
ganization, tainted  protein  feed  made 
from  carcasses  of  sick  animals  spread 


TESTING  A  DEER 

The  prions  that  cause 
chronic  wasting 
disease  and  mad 
cow  can  spread  over 
vast  areas 


BSE  in  Europe.  The 
feed  was  sold  all  over 
the  world,  even  after 
Britain  imposed  a  do- 
mestic ban  on  it  in 
1988.  Also,  potentially 
contaminated  Euro- 
pean meat  products 
were  imported  to  the 
U.  S.  well  into  the  '90s. 

■  The  Food  &  Drug 
Administration  hasn't 
effectively  enforced  its 
'97  ban  against  giving 
feed  made  from  ren- 
dered cows  to  cattle. 

■  Screening  of  blood 
donors  at  risk  for 
nvCJD  only  covers  peo- 
ple who  lived  in 
Britain  during  that 
country's  peak  mad 
cow  years.  But  now 
the  problem  has 
spread  to  Europe. 
Also,  there  is  no  U.S. 
screening  of  organ 
donors,  although  infec- 
tious prions  can  lurk  in 
various  tissues. 

■  "Downer"  cattle — 
cows  that  fall  down 
and  can't  get  back 
up» — are  considered  a 
high-risk  group  for 
bse.  But  they  can  be 
slaughtered  at  FDA- 
supervised  rendering 
facilities,  avoiding  in- 
spection and  testing  by 

the  U.S.  Agriculture  Dept. 

Among  all  deadly  pathogens,  pri- 
ons present  a  particularly  hairy  set 
of  challenges  to  health  authorities. 
Normal  forms  of  prion  proteins  exist 
in  almost  every  mammalian  cell.  But 
when  healthy  prions  come  in  contact 
with  their  deformed  cousins,  they 
refold  into  poisonous  proteins  that 
eventually  corrode  the  brain. 

Prions  are  a  hardy  lot,  able  to 
withstand  radiation,  temperatures  of 
GOOF,  and  standard  hospital  disinfec- 
tion. In  Europe,  policies  that  under- 
estimated the  threat  have  proven 

disastrous.  "It   reminds  me  of  the 
early  days  of  lliv,  when  the  blend  in- 
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lar  ban  in  1988,  British  companies 
sold  off  stocks  of  poisoned  feed.  "We 
didn't  find  a  region  of  the  world  that 
didn't  get  these  materials,"  says  who 
medical  officer  Dr.  Maura  N.  Rick- 
etts.  Mislabeled  feed  contributed  to 
the  spread  of  bse  in  Europe,  she 
says. 


cally  damaged  animals  that  are  con- 
sidered to  present  the  highest  risk. 
Linda  A.  Detwiler,  usda's  bse  sur- 
veillance coordinator,  would  like  to 
expand  testing.  But  with  100  million 
cows  and  no  reported  bse  cases  in 
the  U.  S.,  "where  do  you  throw  the 
dart?"  she  asks. 

Food  isn't  the  only  way  to  spread 
poisonous  prions.  Blood,  long  consid- 
ered safe,  has  recently  come  under 
scrutiny.  "The  infectivity  levels  are 
low  and  not  very  efficient.  But  it's 
there,  no  question  about  it,"  says 
Robert  Rohwer,  director  of  neuro- 
virology  at  the  Veterans  Adminis- 
tration Medical  Center  in  Baltimore, 
and  a  consultant  to  the  Red  Cross, 
FDA,  and  European  Union  on  blood 
issues.  Tissues  for  surgical  trans- 
plants— everything  from  corneas  to 
knee  tendons — represent  another 


dustry  wouldn't  do  anything,"  says 
Michael  Hansen,  who  analyzes  U.S. 
prion  disease  policies  for  the  Con- 
sumers Union.  "If  you  want  to  fore- 
stall disaster,  you  have  to  take  a  pre- 
cautionary approach,"  he  says. 

That's  not  always  easy.  The  extent 
of  environmental  contamination  from 

i  I  It  reminds  me 

of  the  early  days 

of  HIV.... 

To  forestall  disaster, 

you  have  to  take  a 

precautionary 

approach  7  J 

MICHAEL  HANSEN 

Consumers  Union 

transmission  risk.  Yet  in  the  U.S., 

cwd  in  Colorado  and  Wyoming  spans  In  the  U.  S.,  inspections  have  been  there  is  no  screening  for  nvcJD. 

15,000  square  miles.  Any  effort  to  de-  a  problem.  In  the  two-plus  years                 Billions  of  dollars  have  now  been 

stroy  the  80,000  deer  and  elk  in  the  since  the  FDA  ban  has  been  in  place,  spent  on  eradication  since  mad  cow 

region — only  a  small  percentage  of  only  two-thirds  of  licensed  feed  mills  was  first  diagnosed  in  1985.  But  it  is 

which  have  the  disease — would  be  have  been  inspected;  in  20%,  the  feed  the  growing  number  of  nvcJD  vic- 

pointless,  says  University  of  was  not  labeled  properly.  Only  half  tims  who  are  the  reminders  of  the 

Wyoming  veterinarian  Elizabeth  S.  the  estimated  8,000  unlicensed  mills  true  price  to  be  paid  for  today's 

Williams.  While  bad  feed  is  blamed  have  been  inspected — of  which  40%  shortsighted  policies.  A  recent  move 

for  spreading  bse,  scientists  believe  were  found  in  violation  of  labeling  by  the  usda  to  tighten  the  import 

prions  from  CWD  and  the  sheep  dis-  requirements.  Now,  with  thousands  ban  on  meat  and  meat  by-products 

ease  scrapie  can  be  shed  through  mu-  of  tons  of  tainted  feed  stockpiled  in  from  Europe  is  a  step  in  the  right 

cus  and  feces,  thus  infecting  the  land.  Europe,  there's  concern  that  smug-  direction.  So  is  the  fda's  review  of 

TOSSING  THE  DART.  Williams — who  gled  product  could  get  into  the  mix.  blood  and  tissue  donor  policies.  But 

hunts  and  eats  venison — doesn't  see  Livestock  testing  also  seems  to  as  long  as  there  are  wild  cards  such 

cwd  as  a  direct  danger  to  people.  be  inadequate.  Months  prior  to  as  cwd — and  tons  of  BSE-tainted 

But  others  do.  Hansen  notes  that  showing  symptoms,  cows  can  have  feed  sitting  in  storage — the  danger 

human  prions  in  a  test  tube  are  just  infectious  bse — and  there's  no  sure  cannot  be  minimized, 

as  susceptible  to  cwd  as  to  bse.  way  to  find  out.  Last  year,  the  usda 

This  means  cwd  could  be  just  as  examined  just  2,600  cows — all  of                Ginsburg  writes  about  science  and 

bad  as  mad  cow,  especially  if  cwd  them  either  "downers"  or  neurologi-  the  environment  from  Chicago. 
"jumps  species"  and  gets  into  com- 

"S"i^i  f       TO  PREVEHT  MAD-COW  DISEASE,  THE  D.S.  SH0DLD: 

years  before  anyone  is  sure.  IMPOSE  a  full  mammal-to-mammal  feed  ban  like  the  one  just  adopted 

the  unK.rprodSUa  S^fS™  in  ^.rope.  ^ay,  ^e  FDA  °n|y  S*°PS  rar\chers  from  giving  their  herds 

carcasses  of  sick  cows  jam-packed  protein  feed  made  from  rendered  cows,  deer,  and  other  ruminants. 

with  infectious  prions  were  recycled  INSPECT  all  high-risk  "downer"  cattle  prior  to  slaughter.  Right  now, 

as  feed.  Only  180,000  cows  were  ever  sucri  cows  can  be  taken  straight  to  rendering  plants  without  inspection. 

diagnosed  with  bse,  but  scientists  

believe  nearly  one  million  were  actu-  FUND  the  rapid  development  of  diagnostics  for  prion  diseases  in  live 

ally  infected.  And  although  there  animals  and  humans.  No  such  tests  exist  right  now. 

have  been  fewer  than  100  cases  of  INCREASE  inspection  staff  and  require  more  physical  inspections  of  all 

IT^'aJ  If  cou!d  nse  t0  mT  imported  meat  and  meat  by-products, 

than  100,000,  according  to  several 

European  authorities  on  the  disease.         TAG  and  track  elk  on  game  farms. 

In  1997,  the  fda  tried  to  put  up  a  DEYELOP  donor  screening  protocols  to  prevent  contamination  of  human 

fire  wall  by  making  it  illegal  to  give  .  ,      .        .  ..  ,■ 

i        "1     e      i    j        •      i.  b  ood  and  tissue  supp hes. 

supplements  of  cooked  ruminant  re-  "'„"„..„...  .. ."""..'..... 

mains — including  elk — to  cattle  and  IMPROVE  surveillance  for  Creutzfeldt-Jakob  disease  by  providing  funds 

sheep.  But  that  action  may  have  for  more  autopsies  at  hospitals.  Today,  doctors  needn't  report  CJD. 

jo  late.  In  the  wake  of  a  simi- 
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CEO  for  the 
New  Economy 


The  phrase  "New  Economy" 
describes  a  business  world  in 
which  time-tested  models  are 
being  challenged  every  day. 
The  Internet,  of  course,  is  the 
transcendent  technology  driving 
these  changes.  "No  technology 
in  our  history  has  ever  spread  so 
far,  so  fast,  to  so  many  people,"  points  out 
Stephen  B.  Shepard.  editor- 
in-chief  of  BusinessWeek.  Further,  "The 
digitization  of  information  coupled  with 
the  rise  of  the  Internet  is  going  to  fun- 
damentally change  a  lot  of  industries." 

These  fundamental  changes  neces- 
sitate a  new  kind  of  corporation  with 
a  new  breed  of  CEO  at  its  helm.  How 
are  corporations  —  and  their  leaders  — 
evolving  to  seize  the  vast  opportunities 
that  the  New  Economy  presents?  This 
question  was  the  basis  of  the  CEO 
for  the  New  Economy  Summit,  held 
October  5,  2000,  in  New  York  City. 

The  event  brought  together  a  select 
group  of  CEOs  to  explore  the  character- 
istics of  the  new  corporation. 

Highlights  from  a  day  of  discussion 
follow. 

The  Customer  Comes  First 

Although  many  paradigmatic  shifts  have 
occurred  in  recent  years,  perhaps  the  most 
basic  is  in  the  area  of  customer  relations. 
The  Internet  has  allowed  customers  to 
make  their  needs  known  as  never  before, 
and  companies  are  scrambling  to  adjust 
accordingly.  Why?  Ned  Barnholt,  presi- 


dent and  CEO  of  Agilent 
Technologies,  voices  the  cur- 
rent reality:  "In  today's  market, 
it's  not  good  enough  just  to 
have  good  products.  The  com- 
panies that  are  going  to  win 
are  the  ones  that  are  easiest 
to  do  business  with.  So  putting 
the  appropriate  systems  and  processes 
in  place  is  really  key." 

Those  who  have  already  achieved 
this  goal  enjoy  a  significant  competitive 
advantage.  But  they'd  better  make  the  most 
of  it  right  now,  says  Craig  A.  Conway, 
president  and  CEO  of  PeopleSoft,  Inc.  It 
won't  last.  "Two  years  from  now,  having 
a  real-time,  collaborative  network  will 
not  be  a  competitive  advantage.  It  will 
just  be  the  way  business  works.  We're 
all  basically  playing  'beat  the  clock'  to 
a  new  business  paradigm." 

This  enhanced  customer  focus,  while 
daunting,  is  undeniably  effective.  And  it 
even  has  one  unexpected  upside.  Many 
companies  have  discovered  that  if  they 
are  willing  to  listen,  their  customers 
will  tell  them  how  to  succeed.  Just  ask 
M.  Anthony  Burns,  chairman  and  CEO 
of  Ryder  System.  "By  listening  to  our 
customers,  we  were  able  to  recognize 
that  if  we  continued  to  do  things  the  way 
that  we  did  them  before,  we  would  not 
be  successful  for  the  future,"  he  says. 
"We  had  to  take  our  customers'  concerns 
into  account  in  setting  our  strategic  direc- 
tion." As  a  direct  result  of  this  input, 
Ryder  has  exited  more  than  half  of  the 
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Today's  economists  usually  focus  on 
the  changes  wrought  by  information 
technology.  But  according  to  Erik 
Brynjolfsson,  associate  professor  at 
MIT's  Sloan  School  of  Management 
and  codirector  of  the  MIT  Center 
for  eBusiness@MIT,  investment  in 
information  technology  is  just  the 
tip  of  the  iceberg.  "About  10%  of  IT 
expenditure  drives  90%  of  organi- 
zational and  intangible  investments. 
Unfortunately,  we  haven't  really  been 
measuring  those  other  investments. 
They  don't  show  up  in  our  economy, 
in  our  GDP  numbers,  or  in  most  com- 
panies' balance  sheets.  But  they  are 
real  assets.  This  is  not  just  an  IT  revo- 
lution. It's  a  revolution  in  organiza- 
tional assets." 

Making  the  transition  is  essential. 
But  change  must  be  part  of  a  coherent 
strategy  to  succeed.  "You  can't  sign 
up  for  the  flavor-of-the-month 
organizational  fad,"  says  Brynjolfsson. 
"You  have  to  make  a  bunch  of 
changes  simultaneously.  If  you  don't, 
you  may  well  make  your  company 
worse  off  than  it  was  before.  You're 
better  off  with  an  old-fashioned 
coherent  system  than  a  hodge-podge 
of  new  and  old." 


(left  to  right)  Erik  Brynjolfsson,  associate 
professor,  MIT  Sloan  School  of  Management; 
codirector,  MIT  Center  for  eBusiness@MIT; 
Richard  N.  Barton,  president  and  CEO, 
Expedia,  Inc.:  Walter  W.  Buckley  \\\,cofounder, 
president  and  CEOJntemet  Capital  Group. Inc.; 
M.Anthony  Burns,  chairman  and  CEO.  Ryder 
System;  and  (standing)  conference  chairman 

Scott  Shuster  discuss  the  New  Corporation 
and  its  ever-changing  business  model. 


(left  to  right)  Political 
pundits  Warren  Rudman, 
U.S.  Senator  and  cofounder, 
Concord  Coalition;  Clarence 
Page,  Pulitzer  Prize  -  winning 
former  columnist,  Chicago 
Tribune,  Eleanor  Clift,  con- 
tributing editor,  Newsweek; 
and  Arianna  Huffington, 
syndicated  columnist  and 
author.  How  to  Overthrow 
the  Government;  Debate 
about  Campaign  2000. 


business  it  conducted  just  10  years  ago  and 
reinvested  the  money  into  areas  that  more 
directly  address  customer  needs. 

The  Ever-changing  Business  Model 

Other  companies  are  finding  that  the  very 
existence  of  the  Internet  has  changed  the 
nature  of  their  business,  thus  forcing  them 
to  alter  their  business  models  and,  in  some 
cases,  change  the  meaning  of  their  brand. 
Such  is  the  situation  in  which  the  Eastman 
Kodak  Company  finds  itself.  "The  rise  of 
digital  technology  has  caused  us  to  ask 
some  basic  questions  about  what  our  brand 
stands  for,"  says  Daniel  Carp,  the  com- 
pany's president  and  CEO.  "In  an  era  when 
you  can  fit  hundreds  of  snapshots  onto  a 
single  digital  camera  memory  card,  picture 
taking  is  no  longer  reserved  for  special 
occasions.  So  does  it  still  make  sense  to 
position  our  brand  as  the  one  you  trust 
your  memories  to?" 

Untold  thousands  of  traditional  com- 
panies are  struggling  to  answer  questions 
like  this  one  and,  in  the  process,  to  reinvent 
themselves.  As  they  do  so,  they  are  discov- 
ering that  strategic  partnerships  are  essential 
to  the  timely  and  effective  implementation 
of  change.  "Collaboration  is  now  the  norm," 
points  out  Robert  W.  Wrubel.  president 
and  CEO  of  Ask  Jeeves,  Inc.  "The  Internet 


is  an  acid  test  that  is  causing  all  businesse 
to  reconsider  their  core  competencies  and 
their  supply  chains.  And  if  you're  going  t 
reconsider  the  entire  way  you  do  business 
the  only  way  out  of  the  mess  is  to  think 
about  who's  going  to  be  your  partner." 

Collaboration  has  proven  its  mettle  as 
strategic  imperative.  And  yet  it  also  preset 
its  own  set  of  problems.  Roger  S.  Siboni 
president  and  CEO  of  E.piphany,  Inc., 
explains  one  common  conflict:  "When  yc 
partner  with  someone,  it's  usually  becaus 
your  companies  have  some  overlap.  So  y< 
have  to  accept  that  this  partner  may  turn 
out  to  be  a  competitor.  And  the  relationsh 
will  change  over  time.  You  have  to  have 
a  very  senior-level  relationship  with  youi 
partners  so  that  you  can  ride  through  the 
ups  and  downs  when  these  conflicts  arise 


E  strategy  is  E-ssential 

Granted,  the  change  process  can  be  paini 
But  the  benefits  are  so  numerous  that  no 
forward-thinking  company  can  afford  to 
abandon  the  attempt. 

"CEOs  in  the  New  Economy  must 
understand  and  leverage  technology  in 
ways  that  they  have  never  done  before. 
Technology's  intersection  with  business 
strategy  becomes  a  defining  competitive 
advantage,"  says  Evan  Kaplan,  president 
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Will  A  New  Economy  BUST  Follow  The  New  Economy  BOOM? 


Yes  and  we  see  it  'busting'  right  now  8% 

Yes  and  it's  less  than  6  months  away  5% 

Yes,  eventually  8°/c 

Not  a  'BUST'  per  se,  but  there  will  be  occasional  non-virulent  recession(s)  79°/4 

No:  The  information  revolution  has  smoothed  out  the  business  cycle  permanently; 
'BUSTS' are  a  thing  of  the  past 

Polling  in  Meridia  Interactive  Information  Services,  Plymouth  Meeting  i'\ 
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ul  <  TO  of  Aventail  Corporation.  In  fact, 
hen  asked  about  the  role  of  e-business  in 
icir  strategy.  5495  of  conference  attendees 
spondecl  that  e-business  is  the  driving 
ice  for  change  in  their  overall  company 
rategy.  and  e  business  is  having  an  inte- 
ating  impact  on  the  firm  as  a  whole. Why 
it  so  important'.'  "The  Web  is  a  far  superi- 
•  medium  for  delivering  information  about 
oducts  to  customers."  says  Peter  Neupert. 
csident  and  CEO  ofdrugstore.com.  "It 
ves  us  the  opportunity  to  change  the  rules 
'  the  game  on  customer  expectations." 

Accepting  this  premise,  companies  are 
shing  to  create  Web  presences  that  will 
p  the  ever-growing  Internet  audience.  The 
•y  to  success  in  this  effort  is  being  the  first 
the  table,  says  Robert  J.  Lynch.  CEO  and 
esiclent  of  ClearCommerce  Corp.  "Typically 
e  money  goes  to  those  in  either  the  num- 
:r-one  or  the  number-two  market  position, 
nd  after  that  it  gets  meaningless." 

That  may  be  bad  news  for  companies 
oking  to  enter  an  already  crowded  Internet 
ace,  such  as  book  or  toy  retailing.  But  the 
tod  news  is  that  many  of  the  established 
ayers,  no  matter  how  polished  they  look, 
>n*t  yet  have  their  act  together.  As  Lynch 
tints  out,  "Less  than  10%  of  businesses 
ith  a  Web  presence  have  an  infrastructure 
at  connects  their  virtual-world  storefronts 
th  their  physical-world  back-end  systems." 
lis  statistic  seems  to  indicate  that  for  now,  at 
ist.  there's  plenty  of  room  for  competition. 

riving  the  Future 

i  the  race  is  on.  But  there's  one  big  prob- 
n.  The  very  environment  that  gave  birth 
the  New  Economy  is  to  some  degree 
■  mpering  it  by  empowering  the  workforce 
a  degree  previously  unimagined.  Jobs 
i  now  so  easy  to  get  that  finding  and 
eping  talent  has  become  a  primary 
eoccupation  of  today's  CEO. 
This  is  especially  critical  in  the  case  of 
organization  such  as  Hewitt  Associates, 
:onsulting  firm  whose  value  lies  in  the 


Peter  Neupert,  president  and  CEO.  diiifistore.com, 
and  Constance  E.  Bennett,  senior  vice-president 
and  associate  publisher,  BusinessWeek,  at  a 
session  networking  break. 

talent  of  its  associates.  How  does  this 
company  address  the  issue?  "I  suggest  that 
our  managers  think  of  our  associates  as 
volunteers.  That  is,  they  voluntarily  decide 
every  Monday  to  come  back  to  work  for 
us.  Employees  now  understand  that  they 
have  lots  of  options.  Therefore,  we  work 
hard  to  be  an  attractive  place  to  work  so  we 
can  capture  the  best  people  and  keep  them 
excited  and  focused,"  says  Dale  L.  Gifford, 
Hewitt's  CEO. 

Mitch  Wienick,  president  and  CEO  of 
CDI  Corp.,  pinpoints  three  actions  CEOs 
must  take  if  they  hope  to  compete  in  the 
war  for  talent.  "First,  make  recruiting  and 
retention  job  number  one.  Second,  know 
which  positions  are  central  to  your  success 
and  build  your  plan  around  those  positions. 
And  third,  treat  your  employees  like  cus- 
tomers. Market  your  company  to  them  con- 
stantly, and  you'll  be  way  ahead  of  the  game." 

Enlisting  the  best  talent,  though,  does 
no  good  without  inspiring  leadership.  And 
the  most  inspiring  leaders,  say  some,  are 
those  with  charisma  —  that  indefinable  some- 
thing that  turns  aloof  employees  into  devoted 
followers.  What  exactly  is  this  elusive 
quality?  Passion  may  be  one  aspect:  "Once 
I  fall  in  love  with  something,  I  give  myself 


'e-business'  in  my  overall  business  strategy... 

e-business  is  the  driving  force  for  change  in  our  overall  company  strategy, 
and  e-business  is  having  an  integrating  impact  on  the  firm  as  a  whole. 

e-business  is  being  implemented  across  the  firm,  but  still  largely  on  a  'silo'  basis,  BU-by-BU. 

e-business  is  the  responsibility  of  a  special  group  that  operates  separately 
and  independently  from  the  rest  of  the  firm. 

We're  not  actually  doing  any  e-business  yet. 
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Emotional  Intelligence 


"The  acceleration  of  life  at  work 
means  that,  more  than  ever,  we  need 
some  very  basic  human  traits  to  be 
effective  in  leadership.  Those  traits 
have  to  do  with  what  I  call  emotional 
intelligence  —  how  you  manage 
yourself,  your  emotions,  your  drive, 
your  focus,  your  energy,  and  your 
relationships,"  says  Dr.  Daniel 
Goleman,  best-selling  author  of 
Emotional  Intelligence  and  Working 
with  Emotional  Intelligence. 

Although  technical  know-how  and  IQ 
are  also  important,  they  should  be 
considered  threshold  abilities,  says 
Goleman.  It  can  be  taken  for  granted 
that  a  high-level  executive  is  smart 
and  skilled.  Therefore,  emotional 
intelligence  (El)  is  the  quality  that 
separates  the  great  from  the  good. 

But  does  El  affect  the  bottom  line? 
"One  study  found  that  a  division  out- 
performed its  yearly  revenue  targets 
by  10  to  20%  if  the  division  head  was 
strong  in  emotional  intelligence.  If 
the  head  was  weak  in  this  area,  the 
division  underperformed  by  15  to 
20%.  That's  a  30  to  40%  differential 
in  business  results  every  year,"  says 
Goleman.  "So  El  is  a  competitive 
edge  in  today's  business  reality." 


(left  to  right)  Dr.  Daniel  Goleman,  author. 
Emotional  Intelligence  and  Working  with 
Emotional  Intelligence;  JoMei  Chang, 
president  and  CEO,  Vitria  Technology,  Inc.; 
Jeffery  A.  Dachis,  president,  CEO.  and 
treasurer,  Razorfish,  Inc.;  Stephan  Schambach. 
CEO,  Intershop;  and  Richard  D.  Fairbank. 
chairman  and  CEO,  Capital  One  Financial 
Corporation;  discuss  paradigms  that  CEOs 
must  understand  to  ensure  that  the  visions  they 
create  for  their  firms  are  in  harmony  with  the 
principles  of  the  New  Economy. 
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"I  never  think  about 
the  possible  impact 
of  my  creations. 
I  just  think  it's 
common  sense.  It 
should  be  done." 
JoMei  Chang, 

president  and  CEO, 
Vitria  Technology,  Inc. 


"We  must  empower 
the  people  on  the 
front  lines  to  make 
decisions  that  are 
in  the  best  interest 
of  customers." 
Ned  Barnholt, 

president  and  CEO, 
Agilent  Technologies 


"The  more  impact 
your  decisions  have, 
the  more  you  have 
to  question  your 
motives." 

Stephan  Schambach, 

CEO, 

Intershop 


"Shortly,  there  will 
be  no  applications 
that  are  not  Internet- 
architected.  There's 
no  downside  to 
an  Internet  architec- 
ture, only  upside." 

Craig  A.  Conway, 
president  and  CEO, 
PeopleSoft,  Inc. 


"We  understand 
that  all  of  the  asset 
of  our  firm  go  out 
the  door  at  the 
end  of  the  day." 

Dale  L.  Gifforo, 

CEO, 

Hewitt  Associates 
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to  it.  I  have  the  ability  to  commit  whole- 
heartedly, and  that  does  inspire  other  people," 
says  Candice  Carpenter,  cofounder  and  chair- 
man of  iVillage,  Inc. 

Sharing  the  Vision 

Another  essential  quality  of  the  charismatic 
leader,  says  Carpenter,  is  vision.  "I  believe 
charismatic  people  see  something  as  so  real 
that  they  can  already  reach  out  and  touch 
it.  They  can  paint  a  picture  that  everyone 
inside  and  outside  the  company  can  see, 
even  though  it  doesn't  yet  exist."  Attendees 
overwhelmingly  agreed:  74%  laid  claim 
to  being  visionaries  and  felt  that  this  trait 
helped  them  to  lead  effectively. 

In  fact,  vision  is  emerging  as  an  essential 
attribute  of  the  New  Economy  CEO.  But 
pursuing  the  vision  requires  perseverance, 
bravery,  and  perhaps  a  bit  of  ignorance  as 
well,  says  JoMei  Chang,  president  and 
CEO  of  Vitria  Technology,  Inc.  "Most  of 
the  time,  you're  a  little  naive  about  the  risk 
at  the  beginning  of  a  project.  Once  you 
enter  into  it  you  may  encounter  problems, 
but  by  that  time  you  are  passionate  and  you 
ignore  the  advice  that  it  cannot  be  done, 
because  you're  too  busy  doing  it" 

The  future,  of  course,  is  anything  but 


certain,  yet  the  visionary  leader  seems  so 
sure  of  the  right  path.  How  is  this  possibU 
It's  not,  says  Stephan  Schambach,  CEO 
Intershop.  But  that  can't  be  allowed  to  st 
you.  "There  are  many  things  you  simply 
can't  predict  using  data.  How  do  you  km 
what  you  have  to  have  in  two  or  three 
years?  And  yet  you've  got  to  start  deveU 
ing  it  now,  otherwise  you  won't  have  it 
It's  all  about  making  smart  guesses." 

The  irony  is  that  in  the  New  Econom 
these  "smart  guesses"  are  more  like  self 
fulfilling  prophecies.  "Unlike  other  eras 
human  history,  your  view  of  the  future 
today  has  a  lot  to  do  with  what's  going  t 
happen  in  it.  How  you  think  about  wher 
you're  going,  the  tools  you  need  to  get 
there,  and  the  skills  and  people  who  wil 
help  you  can  affect  what  actually  happei 
points  out  Jim  Taylor,  global  marketing 
guru  and  director  of  the  Organic  lnstiiui 

If  this  is  the  case,  then  the  New  Econi 
is  not  about  keeping  up.  It's  not  even  ah 
staying  ahead.  It's  about  a  new  business 
reality  in  which  those  leading  the  pack 
are  helping  to  shape  the  future.  It's  aboi    , 
a  world  in  which  dreams  can  mini'  hue 
And  it's  about  time  to  accept  thai  these 
changes  are  here  to  slay. 


Developments  to  Watch 
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JUTTING  AUTO 
EMISSIONS  IN  THOSE 
(EY  FIRST  MINUTES 


WRING  MOST  DRIVES  AROUND 

own,  cars  typically  emit  the 
he  most  pollution  in  the  first 
ouple  of  minutes.  That's  be- 
ause  the  gasoline  isn't  warm 
•nough  to  vaporize  properly. 
^.s  a  result,  up  to  80%  of  the 
uel  pumped  into  the  engine 
i  spit  out  as  unburned  hy- 
Irocarbon  particles.  But  a 
niniature  oil  refinery  under 


the  hood  could  change  that. 
Developed  by  four  engi- 
neers at  Ford  Motor  Co.,  the 
University  of  Texas,  and 
Southwest  Research  Insti- 
tute, a  new  onboard  distilla- 
tion system  "cracks"  liquid 
gasoline  to  harvest  the 
lighter  molecules  that  vapor- 
ize easily,  then  salts  them 
away  in  a  separate  minitank 
for  use  in  starting  the  car. 
This  dual-fuel  approach  could 
slash  auto  emissions  by  50% 
or  more,  says  team  leader 
Ronald  D.  Matthews,  a  pro- 


fessor of  mechanical   engi- 
neering in  Austin. 

The  next  step:  The  mini- 
refinery  system  will  be 
moved  out  of  the  university's 
lab  and  installed  in  a  2001 
Lincoln  Navigator  sport-utili- 
ty vehicle.  Matthews  expects 
it  to  take  about  18  months 
to  fine-tune  the  system  for 
both  performance  and  cost. 
The  team  hopes  to  trim  the 
cost  to  $60  from  roughly  $400 
now.  If  they  pull  it  off,  the 
patented  technology  will  be 
offered  to  all  carmakers.      □ 


SECOND  THOUGHTS  ON  MANS  AFRICAN  ORIGINS 

WHERE  ARK  HUMANITY'S  ROOTS?  THIS  IS  HOTLY  DEBATED.  MOST  ANTHROPOLOGISTS  SUPPORT 

the  "Out  of  Africa"  model.  It  holds  that  our  immediate  ancestors  began  leaving  Africa 
about  100,000  years  ago  and  eventually  displaced  all  other  early  human  populations 
around  the  world.  But  some  iconoclasts  insist  that  modern  man  arose  in  several  places. 
And  two  new  studies,  published  in  the  January  issues  of  Science  and  the  Proceedings  of 
the  National  Academy  of  Sciences,  bolster  this  dissident  view. 

In  the  first  study,  researchers  from  the  universities  of  Michigan,  Kansas,  and  Utah, 
led  by  Michigan  anthropologist  Milford  H.  Wolpoff,  compared  the  skulls  of  three  ancient 
humans  with  even  older  skulls  from  the  same  general  regions.  They  didn't  find  clear 
signs  pointing  back  to  Africa.  For  example,  a  14,000-year-old  skull  from  Australia  was 
more  similar  to  archaic  fos- 
sils from  Java,  not  Africa. 

In  the  second  study, 
Aussie  scientists  extracted 
mitochondrial  dna  from  the 
remains  of  humans  who 
lived  in  Australia  between 
8,000  and  60,000  years  ago. 
If  Africa  was  mankind's  only 
nest,  the  DNA  should  follow  a  predictable  pattern  similar  to  modern  humans.  But  it  didn't. 
Indeed,  the  dna  indicates  that  native  Australians  evolved  more  than  200,000  years  ago. 

Mainstream  anthropologists  are  intrigued,  but  say  it  will  take  much  more  compelling 
evidence  to  overturn  Out  of  Africa.  And  so  the  debate  rages  on.  Ellen  Licking 
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INNOVATIONS 


The  rotors  and  gears  be- 
lg  sculpted  with  lasers  by 
esearchers  Peter  Galajda 
nd  Pal  Ormos  at  the  Hun- 
arian  Academy  of  Sciences 
]  Szeged  are  among  the 
rorld's  tiniest  working  ma- 
rines. They're  so  small — a 
lere  5  microns  in  diameter, 
r  5%  as  thick  as  a  human 
air — that  they  can  be  pow- 
red  by  light.  Hit  the  rotor 
ith  a  laser  beam,  for  exam- 
le,  and  the  force  of  the  pho- 
)ns  causes  it  to  spin  like  a 
indmill.  The  parts  are  cre- 


ated in  a  liquid  photopolymer 
that  hardens  when  a  laser 
sketches  the  contours  of  a 
shape.  The  technique  promis- 
es to  produce  pumps  and 
switches  the  size  of  cells. 
■  Will  diamonds  be  a  chip's 
best  friend?  Semiconductor 
engineers  have  long  known 
that  chips  built  from  diamond 
films  could  surpass  silicon. 
They  would  tolerate  temper- 
atures up  to  500C,  or  three 
times  as  high  as  silicon  chips, 
and  handle  much  stronger 
electrical  signals.   Unfortu- 


nately, today's  technology 
yields  films  with  crystalline 
structures  that  resemble  a 
crazy  quilt  of  so-called  grain 
boundaries — edges  that  are 
like  brick  walls  to  microelec- 
tronic currents.  Now,  a  re- 
search team  led  by  Matthias 
Schreck  at  Germany's  Uni- 
versity of  Augsburg  is  devel- 
oping a  way  to  grow  diamond 
films  with  almost  no  grain 
boundaries.  The  trick  is  to 
deposit  the  diamond  film  on 
an  iridium-metal  surface  that 
carries  a  high-voltage  charge. 


A  SPACE  RACE 
WITH  $10  MILLION 
FOR  THE  WINNER 

AVIATION   PIONEERS   BATTLED 

in  the  1920s  for  the  $25,000 
Orteig  Prize  for  making  the 
first  nonstop  flight  across  the 
Atlantic.  Charles  Lindbergh 
won  in  1927.  Today,  wanna- 
be astronauts  are  competing 
for  the  $10  million  X  Prize.  It 
will  go  to  the  first  privately 
funded  craft  to  carry  three 
people  to  suborbital  space — 
100  kilometers  up,  or  62 
miles — and  then  repeat  the 
feat  within  two  weeks  to 
prove  the  craft's  commercial 
viability  for  space  tourism. 

Twenty-one  teams  from 
Argentina  to  Russia,  includ- 
ing 12  in  the  U.S.,  are  work- 
ing on  rockets  or  spaceplanes. 
The  newest  competitor  ap- 
proved by  the  X  Prize  Foun- 
dation is  Canadian  Arrow, 
headed  by  industrial  designer 
Geoffrey  T.  Sheerin  in  Lon- 
don, Ont.  By  adapting  exist- 
ing technology,  including  the 
engine  in  Nazi  Germany's  V2 
rockets,  Sheerin  hopes  to 
launch  a  test  flight  within 
three  years  for  $5  million. 

Canadian  Arrow  will  need 
to  move  fast:  Five  teams 
are  already  conducting  test 
flights.  The  Mojave  (Calif.) 
group  led  by  aviation  pioneer 
Burt  Rutan  has  reached  the 
highest  point  so  far:  19  kilo- 
meters. A  winner  might 
emerge  as  soon  as  next 
year,  says  Peter  H.  Diaman- 
dis,  a  St.  Louis  physician 
who  founded  the  X  Prize 
Foundation  and  collected  the 
prize  money.  That  would  be 
fitting:  2002  is  the  75th  an- 
niversary of  Lindbergh's  his- 
toric flight.  Petti  Fong 
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Smoking-gun  documents  over  the  Internet.  Lawsuit  kits. 

Easy  financing.  The  result:  Plaintiffs'  lawyers  are 

having  a  field  day.  Here's  an  inside  look. 


■he  "Firestone  Tire  Tread  Separation" 
^^^^^litigation  packet  is  one  legal  best- 
^M     seller  you  won't  find  in  bookstores. 
^M     Sold   by   the   Association    of  Trial 
^m     Lawyers  of  America  (atla),  the  pow- 
'^H      erful  Washington  trade  group  that 
erves  as  the  tort  bar's  central  brain  trust, 
he  closely  guarded  689-page  document  is  dis- 
tributed only  to  plaintiffs'  attorneys.  A  step-by- 
step  guide  to  suing  Bridgestone/Firestone 
Inc.  and  Ford  Motor  Co.,  the  litigation  pack- 
et starts  with  a  breezy     

synopsis  of  the  tire  de- 
bacle. It  then  proceeds  BY  MlKE 


it 


$ 


to  offer  readers  everything  they  need  to  get 
a  lawsuit  started:  There  are  59  complaints 
from  previously  filed  tread-separation  cases 
that,  with  a  few  changes  to  reflect  local  law, 
can  be  re- 
cycled any- 
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where    in 
the  coun- 
try. Also  included  are  a  list  of  documents  to  re- 
quest from  Firestone,  a  package  of  useful  Na-  | 
tional  Highway  Traffic  Safety  Administration 

documents,  and  a  directory  of 

several  informative  Web  sites.  | 
r  RANCE  One  happy  customer  is 


i 


THE  PAINT- 
BY-NUMBERS 
LAWSUIT 

The  Internet  has 
revolutionized  the  business 
of  taking  Corporate 
America  to  court 


STEP    THREE 


FIND  AN  EXPERT 

A  credible 
physician  or 
engineer  can  do 
wonders  with  a 
jury.  Web  sites 
such  as  DepoConnect.com 
specialize  in  helping  tort  lawyers 
find  good  expert  witnesses. 
Professional  experts  also  rent 
booths  at  attorneys'  conventions 
and  advertise  in  legal  trade 
journals. 


STEP    ONE 


FIND  A  VICTIM 

Traditionally, 
lawyers  waited  for 
customers  to 
come  to  them. 
But  that's  not 
always  the  way  it  works  these  days. 
Lots  of  plaintiffs'  law  firms 
advertise  for  clients  on  television 
or  lure  them  through  national 
referral  networks  such  as 
USinjurylawyer.com  (right). 


STEP    FOUR 


GET  MONEY 

Courts  move 
slowly.  That 
means  that 
lawyers  and  their 
clients  sometimes 
have  a  cash-flow  crisis  while  they 
wait  for  that  big  verdict  to  come 
in.  Litigation-finance  specialists 
such  as  ExpertFunding.com  offer 
immediate  cash  in  exchange  for  a 
stake  in  litigation,  but  the  cash 
advance  comes  at  a  high  price. 


STEP    TWO 


GET  A  LITIGATI 
PACKET 

How-to  guides 
exist  for  suits 
against  handgu 
makers,  tobacc 
companies,  and  Warner-Lamber 
diabetes  drug  Rezulin,  among 
other  things.  Generally  costing 
than  $200,  they  include  almost 
everything  a  lawyer  needs  to  ge 
case  started. 


STEP    FIVE 


OBTAIN  HOT 

DOCUMENTS 

* 
Nothing  makes  I 
case  like  a 
smoking  gun. 
Organizations 
such  as  the  Attorneys  Informati  ) 
Exchange  Group  in  Birminghan 
Ala.,  and  ATLA  Exchange  serve] 
warehouses  that  help  plaintiffs| 
attorneys  get  the  internal  corpc 
documents  they  need  to  win  ov 


judge  and  jury. 


n 

i 
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Dale  K.  Perdue,  a  partner  at  Clark,  Perdue,  Roberts  & 
Scott,  a  10-attorney  firm  in  Columbus,  Ohio.  Although  he 
still  doesn't  have  any  tire-blowout  clients,  Perdue  readily 
shelled  out  $145  for  the  cd-rom  version  of  the  litigation 
packet  (the  paper  copy,  which  can't  be  cut-and-pasted,  sells  for 
$175).  The  product  "saves  you  the  time  of  reinventing  what 
has  already  been  invented,"  he  says.  "It  also  lets  you  know 
who's  out  there  doing  the  work,  so  you  can  establish  networks 

with  those  people  and 
share  intelligence." 

If  Perdue  ever  gets 
a  piece  of  the  tire  ac- 
tion, he'll  have  no  trouble  buying  everything  else  he  needs  to 
win  a  big  verdict.  By  typing  the  words  "Firestone"  and 
"tread  separation"  into  a  search  engine  on  DepoConnect.com, 
a  Web  site  that  can  be  accessed  only  by  plaintiffs'  attorneys 
with  passwords,  it's  possible  to  get  the  names  of  expert  wit- 
nesses who  specialize  in  tire  failures — as  well  as  full  copies  of 
their  prior  courtroom  and  deposition  testimony.  If  Perdue  or 
his  client  need  money,  Atlanta's  ExpertFunding.com  and 
American  Asset  Finance  of  North  Haledon,  N.J.,  will  gladly 
offer  cash  in  exchange  for  a  stake  in  any  ultimate  recovery. 
And  the  secretive  Attorneys  Information  Exchange  Group 
(aieg)  will  provide  the  most  important  thing  of  all:  damning 
internal  documents  that  show  just  how  much  Ford  and  Fire- 
stone knew  about  the  dangers  of  their  products.  The  aiec's  li- 
brary of  auto-industry  documents  is  so  vast  that  plaintiffs'  at- 
torneys sometimes  surprise  opponents  with  embarrassing 
memos  and  engineering  studies  that  the  car  companies'  own 
lawyers  have  never  seen. 

Welcome  to  the  new  world  of  assembly-line  litigation.  Su- 
ing Corporate  America  is  a  big  business.  While  there  are  no 


authoritative  data,  a  conservative  estimate  of  total  annua 
plaintiff-lawyer  income,  based  on  information  culled  from  th 
Internal  Revenue  Service,  ATLA,  and  industry  consultants,  i 
at  least  $25  billion.  Add  the  value  of  the  judgments  they  wii 
for  victims  and  corporate-defense  expenditures,  and  the  sur 
goes  much  higher.  Tillinghast-Towers  Perrin,  a  managemen 
consultant  with  a  specialty  in  insurance  issues,  estimate  J J 
that  the  overall  annual  cost  of  the  American  tort  system,  ir 
eluding  payments  to  injured  people,  legal  fees,  and  adminis 
trative  expenses,  was  at  least  $165  billion  in  1999.  That  wa  I ' 
about  2%  of  gross  domestic  product — twice  as  much  as  i 
most  industrial  countries. 

SMART  STASH.  As  the  money  has  escalated,  tort  lawyer 
have  succeeded  in  turning  litigation  into  an  all-but-automate 
process.  Litigation  packets  are  now  available  for  product  ! 
ranging  from  handguns  to  the  Warner-Lambert  Co.  diabetf 
drug  Rezulin  to  the  gas  additive  methyl  tertiary-butyl.  En 
powered  by  the  Internet  and  enriched  by  a  never-endin 
stream  of  lottery-size  verdicts  and  settlements,  tort  lawyei 
have  built  an  ingeniously  organized  industry  that  operates,  f< 
the  most  part,  well  out  of  the  public  eye. 

This  reality  is  at  odds  with  the  popular  perception 
plaintiffs'  lawyers.  Everybody  knows  they  make  a  pile 
money,  but  in  books  and  movies  such  as  A  Civil  Actio 
Erin  Broctcovich,  and  The  Rainmaker,  tort  attorneys  ai 
generally  portrayed  as  lone,  idealistic  Davids  taking  on  ma 
sive,  team-counseled  corporate  Goliaths.  There  are  long  nighj 
in  the  law  library,  impassioned  pleas  to  frightened  whist  11 
blowers,  and  deep  digs  into  haystacks  of  meaningless  corpj 
rate  documents  to  search  for  one  smoking  gun. 

Sometimes,  it  still  happens  that  way.  Hut  most  lawsuits  ajj 
managed  with  the  ruthless  efficiency  of  Wal-Mart   Stor] 
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ic.'s  distribution  network.  Mere  hours  after  a  big  company 
ich  as  Ford  Motor,  Microsoft,  or  American  Home  Products 
:ts  into  trouble,  plaintiffs'  attorneys  can  churn  out  dozens  of 
dts  across  the  country.  Meanwhile,  coalitions  of  class-ac- 
)n  law  firms  can  mount  sophisticated,  multipronged  legal,  po- 
ical,  and  mass-media  attacks  against  entire  industries — 
id  can  drive  multibillion-dollar  companies  into  bankruptcy, 
^hese  people  fly  around  in  bigger  jets  than  we  do,"  says 
obert  W.  Pike,  executive  vice-president  and  secretary  at  All- 
ate  Insurance  Co.  "This  is  no  longer  a  cottage  industry." 
The  advent  of  assembly-line  litigation  has  fundamentally 
tanged  the  balance  of  power  in  America's  courthouses: 
aintiffs'  lawyers  are  gaining  the  upper  hand.  In  spite  of 
me  isolated  tort-reform  victories,  companies  are  finding  it 
irder  than  ever  to  defend  themselves.  "If  it's  a  15-round 
fht,  I  sort  of  have  a  feeling  that  we're  around  the  10th 
und,"  says  Thomas  A.  Gottschalk,  senior  vice-president 
td  general  counsel  at  General  Motors  Corp.  "The  corpo- 
te  side  has  won  a  couple  of  rounds,  but  I  think  the  plain- 
Ts'  side  has  so  far  won  more  than  the  defense." 

That's  a  big  reason  why  Corporate  America  is  leaning  on 
•esident-elect  George  W.  Bush  to  push  tort  reform.  During 
e  campaign,  he  promised  to  clamp  down  on  plaintiffs'  attor- 
■ys  by  changing  some  of  the  ground  rules  for  litigation.  For 
ample,  Bush  wants  to  force  people  who  file  suits  to  pay  for 
e  other  side's  legal  expenses  if  they  lose — a  move  that  would 
ake  it  much  harder  for  private  citizens  to  take  on  big  com- 
nies  and  one  that  is  fiercely  opposed  by  most  Democrats.  But 

the  final  months  of  the  campaign,  Bush  de-emphasized  tort 
form,  and  the  issue  appears  to  have  drifted  to  a  lower  rung 

his  list  of  priorities.  And  given  the  narrowness  of  his  victory, 
e  prospects  for  far-reaching  legislation  appear  to  be  doubtful. 


Is  the  power  of  the  plaintiffs'  bar  a  bad  thing?  That  de- 
pends on  the  underlying  merits  of  each  case.  Where  there  has 
been  serious  corporate  misconduct,  as  has  been  alleged  in  the 
tire-blowout  cases,  the  existence  of  paint-by-numbers  lawsuits 
makes  it  easier  for  injured  people  to  win  the  compensation 
they  deserve.  It  also  makes  it  harder  for  big  companies  to  get 
away  with  such  underhanded  tactics  as  destroying  docu- 
ments or  stonewalling  victims. 

UGLY  SIDE.  And  make  no  mistake:  Corporate  America  is 
hardly  defenseless.  Big  companies  such  as  gm,  Allstate,  and 
DuPont  have  more  than  100  in-house  lawyers  apiece,  plus 
dozens  of  outside  firms  on  retainer.  They  also  have  giant 
budgets  and  plenty  of  their  own  high-tech  resources.  Chicago's 
Defense  Research  Institute,  for  instance,  offers  an  online  li- 
brary containing  files  on  50,000  expert  witnesses.  "They  have 
the  same  type  of  databases  we  do,"  says  Richard  H.  Middle- 
ton  Jr.,  a  former  president  of  atla.  The  plaintiffs'  bar  simply 
wants  "to  level  the  playing  field." 

But  not  every  lawsuit  is  as  strong  as  the  tire  cases  appear 
to  be.  The  same  litigation  packets,  internal  documents,  and  ex- 
pert-witness testimony  that  support  a  legitimate  lawsuit  can  be 
used  to  buttress  a  seemingly  bogus  case.  That's  the  ugly  side 
of  the  litigation  machine  (page  122).  Plaintiffs'  lawyers  have  be- 
come so  skilled  that  they  can  make  good  money  on  clients  who 
have  suffered  little  if  any  real  injury.  (Because  the  cause  of  the 
tire  problem  has  not  been  fully  investigated,  and 
because  individual  accidents  have  varying  ex- 
planations, Ford  and  Firestone  are  challeng- 
ing the  extent  of  their  legal  culpability  ^^ta 
for  the  blowout  problem.)  O^ 

Such  flimsy  cases  impose  un- 
necessary costs  on  Corporate 


W 


re  outnumbered  and  outspent.  Not  anymore 


^ 


ow,  a  lone  attorney  can  fight  on  equal  terms  a 
^lipany  with  the  revenues  of  a  Third  World  country 


Legal  Affairs 


America  and  waste  the  time  of  over- 
worked judges.  But  that's  not  all 
they  do.  Tort  suits,  after  all,  are 
more  than  simply  business  proposi- 
tions for  plaintiffs'  lawyers.  They  are 
also,  by  definition,  attempts  to  regulate  corporate  behavior. 
When  attorneys  allege  that  trucks  roll  over  too  easily  or  that 
health-maintenance  organizations'  cost-cutting  efforts  go  too  far, 
they  are  essentially  asking  judges  and  juries  to  set  new  safe- 
ty standards — above 
and  beyond  those  es- 
tablished by  state  and 
federal  agencies. 
That  troubles  many  executives  and  scholars,  who  worry 
that  a  case  launched  as  a  money-making  venture  for  a  small 
band  of  tort  lawyers  can  have  vast  regulatory  implications. 
The  problem,  says  George  L.  Priest,  a  professor  of  law  and 
economics  at  Yale  Law  School,  is  that  courts  aren't  particu- 
larly well  situated  to  make 
broad  policy  decisions. 
Judges  and  juries  have  no 
technical  expertise,  are 
shown  a  limited  amount  of 
evidence,  and  make  many 
decisions  behind  closed 
doors.  Litigation  can  be  "a 
parody  of  the  regulatory 
process,"  says  Priest. 

Of  course,  harsh  cri- 
tiques of  the  plaintiffs'  bar 
have  been  aired  for  years. 
But  it  certainly  isn't  hurt- 
ing them  much  on  the 
ground — tort  attorneys  are 
making  more  money  than 
ever.  There's  the  familiar 
story  of  the  tobacco  bo- 
nanza, which  yielded  more 
than  $10  billion  in  legal 
fees  (payable  over  several 
years).  But  in  addition  to 
the  handful  of  attorneys 
who  tapped  that  gold 
mine,  there  are  plenty  of 
other  plaintiffs'  lawyers 
who  are  making  a  fortune. 
Securities-fraud  kingpins 
Melvin  Weiss  and  Bill  Ler- 
ach  were  recently  forced 
to  reveal,  during  a  trial  in 
Chicago,  that  they  earned 
an  average  of  about  $12 
million  a  year  apiece  from 
1994  to  1998.  Many  of  the 
more  successful  TV  and 
billboard  legal  personalities 
make  $2  million  to  $5  mil- 
lion annually. 

Those  sums  dwarf  the 
earnings  of  most  corporate 
defense  attorneys.  In  Alt- 
man  Weil  Inc's  2000  sur- 
vey of  Law  Firm  Econom- 
plaintiffs'  contingency 
•huwn  to  have 


TORT  LAWYERS'  SECRET  WEAPON 


more  net  income  per  lawyer  ($365,941)  than  any  other  spe- 
cialty, including  commercial  litigation  ($282,733),  intellectual] 
property  ($190,944),  and  labor  ($189,226).  The  possibility  of 
windfall  verdicts  and  settlements  is  a  big  reason  that  star  de- 
fense lawyers  such  as  David  Boies,  Fred  Bartlit  Jr.,  and| 
Stephen  Susman  have  started  to  take  on  plaintiffs'  contin- 
gency cases. 

That's  not  to  say  tort  law  is  always  an  easy  way  to  make 
living.  Plaintiffs'  attorneys  invest  all  their  time  and  money  ir 
a  case  up  front  and  then  may  have  to  wait  years  for  a  payoffJ 
It  can  be  a  scary,  boom-bust,  oil-wildcatter  kind  of  business! 
Lawyers  usually  drill  a  lot  of  dry  holes  and  try  to  tide  them-j 
selves  over  with  a  few  gushers.  More  than  a  few,  like  Jar 
Schlichtmann  in  the  best-seller  A  Civil  Action,  are  driven  intc, 
bankruptcy. 

EVENING  THE  SCALES.  Traditionally,  plaintiffs'  attorneys  have 
had  two  key  disadvantages  in  their  war  against  Corporate 
America:  They  were  outnumbered,  and  they  were  outspentl 

To  even  the  scales,  tori 
lawyers  have  made  amazJ 
ing  advances — particular| 
ly  in  the  crucial  arenas 
research,  teamwork,  and 
finance.  As  a  result  of  thiJ 
unheralded  managemenj 
revolution,  a  sole  practil 
tioner  based  in  a  BuffalJ 
strip   mall    can   fight 


WHAT  THE  AIEG  DOES  The  Attorneys'  Information  Ex- 
change Group  is  a  central  warehouse  storing  internal  corpo- 
rate documents  uncovered  in  product-liability  litigation, 
among  other  things.  Based  in  Birmingham,  Ala.,  the  non- 
profit group  is  an  arm  of  the  American  Trial  Lawyers  Assn. 
in  Washington  and  has  a  staff  of  nine.  j^j^  terms  with 


HISTORY  Founded  in  1980,  the  AIEG  began  as  an  informal 
network  of  plaintiffs'  attorneys  with  Ford  Pinto  cases.  Fed 
up  with  the  carmaker's  hardball  litigation  tactics,  they  began 
sharing  internal  corporate  documents  and  trading  tactical 
tips.  Since  then,  its  scope  has  grown.  It  now  has  specialized 
units  for  everything  about  autos,  from  tires  to  airbags.  Other 
groups  are  devoted  to  school  buses,  motorcycles,  and  boats. 

SECRECY  The  AIEG  doesn't  want  corporate  defendants  to 
know  what  documents  are  in  its  databases.  So  the  group 
has  an  elaborate  set  of  rules  to  ensure  that  the  contents 
of  its  library  remain  secret  and  protected  by  attorney-client 
privilege.  Members  of  the  group  are  forbidden  from  dis- 
closing what  paperwork  the  AIEG  possesses.  Nor  are  the 
documents  posted  online.  Plaintiffs'  attorneys  usually  have 
to  travel  to  Birmingham  to  see  them. 

COST  Last  year,  the  AlEG's  600  members  paid  a  $1,000 
initiation  fee,  plus  annual  dues  of  $500. 

Data  BusinessWeek 
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aieg  HQ:  Access  to  the  (/roup's  database  is  tightly  controlled 


pany  boasting  bigger  rev 
enues  than  a  Third  Worl 
country. 

The  most  breathtakin 
gains  have  been  made 
the  automation  of  legal  r 
search.  If  this  is  the  I 
formation  Age,  then  la 
is  the  quintessential  info 
mation  business.  Lawsuit; 
after  all,  are  built  on  litt 
more  than  words:  prec 
dents,  theories,  witne 
testimony,  and  smokin 
gun  documents.  All 
can  be  shuttled  around  t 
Internet  with  incredible 
ficiency.  So  it's  hardly  s 
prising  that  a  host  of  W< 
sites  has  emerged  to  he 
plaintiffs  file  suits.  At  tl 
members-only  site  spc 
sored  by  atla  Exchang 
the  organization's  litig 
tion-support  division,  to 
attorneys  can  share  tad 
cal  advice  with  fell 
lawyers,  view  a  databaj 
of  verdicts  and  set  1 1 
ments,  and  hrow 
through  a  library  of  cou 
documents.  ATLA  Exchan 
recently  bolstered  its  I 

vrnliii'v  by  offering  att) 
neys  $5  for  every  inten 

corporate  document,  bri 
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ANYWHERE. 


Introducing  the  Compaq  MP2800  Microportable  Projector.  At  just  2.5"  wide,  it's 
the  smallest  in  the  world.  The  tiny  size,  however,  hasn't  come  at  the  expense  of 
performance  or  features.  The  MP2800  has  an  all-digital  display  and  900  lumens 
of  brightness  so  your  presentations  are  always  vivid,  clear,  and  above  all 
memorable.  And  by  the  way,  it's  just  three  pounds.  The  MP2800  Microportable 
Projector.  It's  technology  that  frees  you  to  move,  and  move  people.  To  learn  more 
about  the  Compaq  MP2800  (also  available  bundled  with  Compaq  Armada  note- 
books), call  1-800-AT-COMPAQ  or  visit  compaq.com/products/projectors. 
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A  TEXAS  INSTRUMENTS  TECHNOLOGY 


COMPAQ 

Inspiration  Technology 


D2001  Compaq  Computer  Corporation.  All  rights  reserved.  Compaq  and  the  Compaq  logo  are  registered  trademarks  of  Compaq  Computer  Corporation. 
nspiration  Technology  is  a  trademark  of  Compaq  Information  Technologies  Group,  L  .P.  in  the  U.S.  and  other  countries.  DLPisa  trademark  of  Texas  Instruments. 
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itigation-finance  firms  let  plaintiff s  share  a  luxury 
*ipanies  have  always  enjoyed:  The  ability  to  wait 
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or  deposition  they  sent  in. 
The  true  temple  of  plaintiffs' 
lawyer  research,  though,  is  the  lit- 
tle-known Attorneys  Information 
Exchange  Group,  which  has  its  own 
Web  site  at  aieg.com.  Housed  in  a  nondescript  office  building 
in  Birmingham,  Ala.,  the  nonprofit  cooperative  supports 
lawyers  suing  car,  motorcycle,  truck,  boat,  and  other  types  of 
transportation  companies.  The  aieg  is  founded  on  a  simple 
principle:  Every  time  one  of  the  group's  600  members  un- 
earths interesting  corporate  documents  in  a  lawsuit,  they 

should  all  be  forward- 
ed to  a  central  reposi- 
tory to  be  shared  with 
other  lawyers. 

The  result  is  a  remarkably  powerful  litigation  tool,  a  sort 
of  Library  of  Congress  for  the  internal  paperwork  of  dozens 
of  companies.  How  many  documents  are  in  the  aieg?  "Too 
numerous  to  count,"  says  President-elect  Donald  H.  Slavik, 
a  Milwaukee  attorney.  In  addition  to  internal  corporate  doc- 
uments, the  aieg  gathers  court  papers  and  technical  litera- 
ture. Much  of  this  collection  has  been  digitized  and  coded,  so 
the  documents  are  searchable  by  company,  employee  name, 
year,  or  product.  "We  are  a  bank  of  information,"  says 
Slavik.  "We  encourage  our  members  to  send  us  as  much  ma- 
terial as  possible." 

SPIES.  One  weapon  companies  often  deploy  to  discourage 
the  dissemination  of  sensitive  documents  they  hand  out  in  lit- 
igation is  the  protective  order.  But  the  aieg  manages  to  get 
around  that  problem,  in  many  cases,  by  asking  members  to 
negotiate  for  protective  orders  that  give  them  the  right  to 
share  documents  with  other  plaintiffs'  attorneys.  As  a  result, 
the  AIEG  database  has 
vast  quantities  of  in- 
formation that  ordi- 
nary civilians,  and 
even  government  reg- 
ulators, never  see. 

Consider  the  Ford- 
Firestone  suits.  Long 
before  the  issue  made 
headlines,  long  before 
Congress  forced  the 
companies  to  turn 
over  documents  related 
to  the  disaster,  the 
AIEG  had  accumulated 
400,000  pages  of  mate- 
rial on  the  topic.  In 
early  September,  as 
the  story  was  explod- 
ing nationally,  aieg  tire 
subgroup  Chairman 
Tab  Turner  was  able 
to  swiftly  pull  together 
more  than  70  internal 
Ford  and  Firestone 
documents  dating  back 
to  1987  and  create  a 
chronological  history  of 
the  companies'  alleged 
awareness  of  the  al- 
defect.  Listing 
e-mails,  memos,  test 
■  ustomer  com- 


WHAT  CLASS  ACTIONS  ARE  FOR 


ahead  of  THE  CURVE:  Long  before  the  tire  story  hit,  AIEG  members 

had  hundreds  of  thousands  of  pages  of  material  on  the  topic 


plaints,  and  correspondence  between  the  companies,  the 
chronology  was  given  to  auto-safety  advocate  Joan  Claybrook, 
who  delivered  it  to  the  Senate  Commerce  Committee  on 
Sept.  12.  Almost  every  media  story  about  allegedly  smoking- 
gun  documents  during  that  period  was  based  on  documents 
that  had  been  available  to  AIEG  members  for  months. 

Just  as  the  aieg  specializes  in  transportation,  there  are  oth- 
er plaintiffs'  groups  that  warehouse  documents  from  other  in- 
dustries, atla's  railroad,  breast-cancer,  and  vaccine  litiga- 
tion groups,  for  example,  all  have  their  own  private  document 
libraries.  Each  of  these  organizations  is  paranoid  about  se- 
curity and  takes  elaborate  precautions  to  prevent  nonmem- 
bers  from  learning  about  its  operations.  To  join  the  aieg 
lawyers  have  to  get  two  references  from  other  plaintiffs'  at- 
torneys and  sign  a  notarized  affidavit  that  they  don't  do  any 
corporate  work.  The  AIEG  then  sometimes  follows  up  with  its 
own  investigation.  Why  is  all  this  necessary?  Because  corpo 
rate  lawyers  have  a  history  of  posing  as  plaintiffs'  attorneys 
and  trying  to  infiltrate  closed  ATLA  meetings.  In  1995,  a  de 
fense  lawyer  was  discovered  at  a  private  meeting  of  atla's 
breast-implant  litigation  group  at  a  hotel  in  Dallas,  according 
to  Mike  Hugo,  a  Boston  trial  lawyer  who  chaired  the  group  at 
that  time.  He  says  the  intruder  was  expelled  but  never  sub- 
jected to  any  legal  or  disciplinary  actions. 

AIEG  member  Robert  L.  Langdon,  based  in  Lexington 
Mich.,  says  the  group  doesn't  just  aid  plaintiffs — it  also  helps 
keep  Corporate  America  honest.  Last  year,  for  example,  h« 
lost  a  personal-injury  suit  against  Toyota  Motor  Corp.  in 
volving  a  woman  whose  back  was  broken  when  her  199S 
Corolla  slid  on  ice  into  an  oncoming  truck.  At  an  aieg  meet 
ing  in  San  Antonio  soon  thereafter,  one  of  his  partners  dis 
covered  that  the  auto  company  had  failed  to  turn  over  all  o 

the  relevant  collisioi 
tests  it  had  conducted 
Langdon  submittec 
the  new  evidence  ti 
the  judge,  who  deter 
mined  the  materia 
could  have  change 
the  way  the  jur 
ruled,  and  ordered 
new  trial.  (Toyota  out 
side  counsel  Stephe 
M.  Strum  says  th 
tests  were  withheld  b 
mistake  and  actuall 
supported  the  comp 
ny's  case.) 

The  AIEG  illustrate 
the  second  thing  th 
tort  lawyers  hav 
gotten  a  lot  bettc 
at:  working  togethe 
Plaintiffs'  law  firms  ai 
from  a  corporate  pe 
spective,  small  bus 
nesses.  The  biggei 
have  barely  100  atto 
neys  and  $50  million 
annual  revenues.  M< 
ati  .a  members  work  fi 
partnerships  thai  ha 

fewer   thai]    live    atto] 
neys  : 1 1 1<  I  earn  undei 
million  a  year,  lb  f( 
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These  days,  your  fiercest  competitor  may  become  your 
most  profitable  partner.  Yes,  you  will  need  new  skills  to  handle  this. 


In  today's  interconnected  economy,  the 
right  business  alliances  can  be  key  to  your 
success.  But  which  company  offers  the 
right  strategic  fit?  How  do  you  structure 
the  alliance  successfully-and  quickly 
enough  to  capture  its  value?  And  once 
completed,  how  do  you  optimize  its  worth? 
At  Ernst  &  Young,  our  industry  knowledge- 
and  objective  advice-can  help  you  make 
the  right  decisions.  So  you  can  handle  these 
new  relationships.  Without  getting  bitten. 


e  problem  is,  lawyers  who  bring  frivolous  suits  ai 


pensate  for  their  small  size,  tort 
lawyers  have  built  an  extensive 
network  of  mostly  invisible  alliances. 
At  the  heart  of  this  network  are 
the  atla  litigation  groups.  Accord- 
ing to  a  directory  distributed  at  the 
organization's  July  annual  meeting, 
ATLA  has  (51  of  them,  covering  everything  from  automatic-door 
malfunctions  to  defective  toys  to  tap-water  burns.  These 
groups  form  almost  immediately  after  a  new  product-liability 
disaster,  have  regular  closed-door  meetings,  and  often  main- 
tain their  own  document  depositories  like  the  one  at  the 
aieg.  Sometimes,  the  groups  spawn  subgroups  focusing  on  one 

company.  The  section 
devoted  to  helping  vic- 
tims of  parking-lot 
crime,  for  example, 
has  a  75-member  unit  focused  exclusively  on  suing  Wal-Mart. 
The  ATLA  litigation  groups  are  just  the  tip  of  the  iceberg. 
There  are  also  independent  networks  of  plaintiffs'  firms  that 
band  together  to  share  the  cost  of  pretrial  research  and 
wage  coordinated  attacks  on  companies  in  multiple  courts. 
Many  of  the  firms  that  attacked  Big  Tobacco,  for  example, 
have  also  joined  together  to  attack  hmos,  the  lead-paint  in- 
dustry, and  carmakers. 

The  inner  workings  of  these  syndicates  are  a  closely  kept 
secret.  But  the  operations  of  one  group  were  inadvertently 
exposed  when  the  minutes  of  a  1995  meeting  of  the  Complex 
Litigation  Committee  (clc),  a  network  that  included  Seattle's 
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Hagen  &  Berman  and  San  Francisco's  Lieff,  Cabraser, 
Heimann  &  Bernstein,  along  with  several  other  firms,  were  i 
mistakenly  turned  over  to  defense  counsel.  The  document  re-  {■ 
vealed  that  members  paid  $10,000  apiece  to  join  and  that  the  I 
group  assigned  individual  firms  to  investigate  the  feasibility  of  k 
suits  against  several  industries.  If  a  case  got  the  green  light,  il 
teams  would  split  the  legal  work  and  report  back  at  regularly  s 
scheduled  meetings.  Shortly  after  the  existence  of  the  clc  K- 
came  to  light,  members  say,  it  was  disbanded. 
MONEY  CRUNCH.  One  of  the  main  reasons  plaintiffs'  attorneys  s 
hook  up  is  to  share  the  cost  of  a  big  suit.  Not  all  lawyers  be-  R 
long  to  rich  syndicates  such  as  the  clc.  And  clients  fre- 1 
quently  face  their  own  money  crunch.  Even  if  they  are  clear- 1 
ly  victims  of  corporate  negligence,  it  can  take  up  to  three  1 1 
years  or  more  before  they  ever  see  a  verdict  check.  In  the  I 
face  of  steep  medical  costs,  they're  vulnerable  to  a  hardbal 
defendant  offering  a  quick,  cheap  settlement. 

Now  this  problem  is  giving  rise  to  a  new  financial  industry  p 
Small,  private  firms  such  as  ExpertFunding.com,  Americar  I 
Asset  Finance,  and  San  Francisco's  Law  Finance  Group  buj  1 
stakes  in  lawsuits  from  attorneys  and  clients — acting,  ir  D 
essence,  as  legal  venture  capitalists.  It's  a  high-risk,  high-re  ■ 
ward  business.  If  the  case  is  dismissed,  they  don't  get  i  kv 
dime.  But  if  the  plaintiff  hits  the  jackpot,  lenders  can  triple  ft 
their  investment.  The  companies  also  give  attorneys  ordinan  ■ 
business  loans  and  buy  out  clients'  annuity  settlements  foi  w 
lump-sum  payments. 

Over  the  past  12  months,  ExpertFunding.com  has  mad<  fa 
about  500  litigation  advances,  ranging  in  size  from  a  fevfii 


ON  THE  PROWL  FOR  VICTIMS 


Toothbrushes  seem  like  innocent  lit- 
tle things:  Inexpensive  and  simple 
to  use,  they  make  life  a  lot  more 
pleasant  for  everybody.  But  in  1999,  a 
pair  of  attorneys  filed  a  national  class 
action  against  Procter  &  Gamble,  Col- 
gate-Palmolive, and  five  other  manufac- 
turers, arguing  that  toothbrushes  are 
actually  dangerous.  When  used  improp- 
erly, the  lawyers  said,  they  can  lead  to 
discomfort,  receding  gums,  and  sensi- 
tive teeth — conditions  that  could,  in  ex- 
treme cases,  cost  a  few  thousand  dol- 
lars to  repair. 

Sounds  sort  of  ridiculous.  But  the 
companies  faced  enormous  exposure- 
millions  of  Americans  use  toothbrushes 
every  day.  If  the  plaintiffs'  attorneys 
had  been  able  to  convince  a  jury  that 
they  were  right,  the  defendants  could 
have  been  hit  with  a  judgment  of 
$1  billion  or  more.  "You  get  one  crazy 
judge,  and  you  can  lose  a  case  like 
this,"  says  James  E.  Farrell  Jr.,  vice- 
president  and  assistant  general  counsel 
at  Colgate-Palmolive  Co. 

As  it  turned  out,  Illinois  state  court 
judge  James  F.  Henry  jettisoned  the 
lasl  July.  But  corporate  lawyers 
argue  thai  the  toothbrush  suit  points  to 
a  mud  problem:  the  prolifera- 
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tion  of  a  new  breed  of  dubious  class  ac- 
tions. Based  on  highly  speculative  legal 
theories,  they  seek  to  fix  social  prob- 
lems that  nobody  is  complaining  about, 
avenge  trivial  misdeeds,  and  compen- 
sate consumers  for  injuries  they  didn't 
even  know  they'd  suffered.  In  1998,  for 
example,  class-action  lawyers  brought  a 
fraud  suit  against  sporting  goods  manu- 
facturer Acushnet  Co.  for  changing  the 
terms  of  a  free  promotion.  The  com- 
plaint? Instead  of  giving  consumers  free 
golf  gloves,  as  promised,  the  company 
substituted  a  package  of  golf  balls. 
MISSING  INCHES.  These  suits,  in  the 
minds  of  most  legal  experts,  are  truly 
the  bottom  of  the  barrel:  They  serve  no 
valuable  social  purpose,  add  nothing  to 
the  nation's  regulatory  machinery,  and 
are  frequently  mocked  even  by  fellow 
plaintiffs'  attorneys.  That  doesn't  make 
them  unprofitable,  though.  The  golf  liti- 
gators, unlike  the  toothbrush  attorneys, 
hit  pay  dirt.  Acushnet  denied  liability 
but  handed  them  more  than  $100,000  in 
legal  fees.  The  "victims"  of  the  compa- 
ny's misconduct,  meanwhile,  received 
three  more  new  balls. 

And  that's  not  such  an  unusual  story. 
No  matter  how  minor  the  injury,  class- 
ad  ion  attorneys  generally  manage  In 


find  ways  to  get  paid.  In  1997,  for 
ample,  plaintiffs'  attorneys  sued  /  k 
Computer,  Compaq  Computer,  Ga  1^ 
Toshiba,  and  29  other  computer  n  fc 
for  exaggerating  the  size  of  their 
tor  screens.  Because  part  of  the  j  t> 
monitors  was  covered  by  plastic,    law 
companies  allegedly  overstated  tl  b> 
viewing  area  by  about  an  inch.  R  i  •■,■ 
Consumers  got  $13  certificates  fo  fcer 
computers,  while  the  lawyers  too  kIi 
home  a  $6.1  million  settlement.  T  |bk 
companies  issued  a  brief  statemei 
denying  wrongdoing  but  said  tha 
wanted  to  avoid  the  risk  of  a  tria 

How  is  it  possible  to  profit  froi  rot 
flimsy  lawsuits?  Because  of  the  p 
of  the  class  action — a  legal  procei 
that  allows  plaintiffs'  attorneys  t< 
resent  tens  of  thousands  of  indiv 
at  once.  With  numbers  that  large 
porate  defendants  face  the  prosp 
multibillion-dollar  verdicts.  Thus, 
companies  will  surrender  the  mo 
judge  officially  "certifies"  a  class 
tion — even  if  they  think  they  ha\ 
a  minuscule  chance  of  losing.  "TV 
al  economic  risk  analysis  says  Hi; 
you  have  a  10%  chance  of  losing 

lion  dollars,  t  hen  the  case  has  a 
meiil   value  of  $100  million,"  says 


efiting  along  with  those  who  represent  legitimate  victims 


Ousand  dollars  to  more  than  $500,000,  according  to  founder 
(I  ( Ihief  Executive  Officer  Michael  Douglas.  Although  most 
£  financial  institutions  are  afraid  to  bet  on  litigation,  Douglas 
ys  the  risk  can  be  managed.  He  has  developed  a  detailed 
reening  process  that  involves  investigating  the  client's  med- 
il  history,  the  facts  of  the  case,  and  the  relevant  law.  Doug- 
*  claims  the  company  strikes  out  on  only  2%  of  the  cases  it 
tests  in.  "The  [defendants]  have  billions  of  dollars  to  spend 
d  can  afford  to  play  the  waiting  game,"  he  says.  "This 
.s  plaintiffs'  lawyers  compete  on  an  equal  basis." 
While  the  fees  are  steep,  plaintiffs'  lawyers  and  their 
ents  have  been  more  than  willing  to  pay.  One  client  is 
iristy  R.  McKinney,  an  Alma  (Ark.)  woman  who  claims 
e  became  a  quadriplegic  when  a  Firestone  tire  on  her 
•rd  Bronco  blew  out  on  her  21st  birthday.  (Both  companies 
y  there  has  been  limited  factual  investigation  of  the  case 
d  deny  liability.)  McKinney  is  scheduled  to  go  to  trial 
ainst  Ford  and  Firestone 
er  this  year.  Meanwhile,  her 
nily  is  borrowing  $5,000  a 
mth  from  Covington  (Ky.) 
igation-finance  firm  Provi- 
nce Inc. 

While  they  will  have  to  pay 
i  company  back  twice  what 
invested,  McKinney's  attor- 
y,  Fred  E.  Stoops  Sr.,  is  con- 
ent  the  ultimate  verdict  will 
more  than  ample.  He'll  ask 


ough,  an  in-house  litigator 
:ing  in  class  actions  at  Ford 
Jo. 

sure,  not  all  class  actions 
asy  to  criticize.  There  are 
hat  do  exactly  what  class 
are  designed  to  do:  effi- 
)ffer  relief  to  a  large  group 
e  who  have  suffered  real 

Even  opponents  of  the 
s'  bar  admit  that  some 
;ions  are  justifiable  and 
tvorably  of  cases  such  as 
^-discrimination  suits  against 
and  Denny's  and  the  antitrust 
gainst  Hoffmann-LaRoche, 
'olenc,  and  other  vitamin  manu- 
s.  (The  companies  denied  liabili- 
2se  cases.) 

S  FOR  TROUBLE?  But  most  gen- 
nsel  swear  that  the  number  of 
5  class  actions  is  increasing.  Be- 
lere  is  no  central  data  bank 
cks  the  fate  of  individual  cases, 
hard  proposition  to  confirm, 
leless,  there's  evidence  that  the 
lumber  of  class  actions  is  on 

In  a  1999  survey  of  32  of  the 
est  companies  of  the  country 
id  by  the  conservative  Federal- 
ly, in-house  lawyers  reported 
ber  of  class  actions  filed 
them  in  federal  courts  in- 
340%  from  1988  to  1998.  Based 
views  with  plaintiffs'  lawyers 


GOLDFARB:  "Plaintiffs'  attorneys  are  capital 
ists.  For  many  of  them,  it's  just  a  business" 

and  in-house  counsel,  the  Rand  Insti- 
tute for  Civil  Justice  last  year  also  con- 
cluded that  the  number  of  class  actions 
is  rising,  though  it  said  the  phenome- 
non couldn't  be  quantified. 

What  frustrates  corporate  lawyers 
the  most  is  that  some  plaintiffs'  lawyers 
have  managed  to  turn  the  legal  system 
upside  down.  Rather  than  waiting  for 
clients  to  call,  they  come  up  with  ideas 
for  lawsuits  and  hunt  down  clients. 
These  aggressive  attorneys  treat  class 
actions  as  investment  ventures  rather 
than  vehicles  for  helping  consumers,  ar- 
gues Lewis  H.  Goldfarb,  vice-president 
and  associate  general  counsel  at  Daim- 
lerChrysler.  "The  plaintiffs'  lawyers  are 
capitalists,"  says  Goldfarb.  "For  many 
of  them,  it's  just  a  business." 

One  way  that  lawyers  find  "victims" 
to  serve  as  lead  plaintiffs  is  by  offering 
a  bounty,  which  can  sometimes  be  as 


the  jury  to  force  the  two  companies  to  pay  for  a  lifetime 
health  plan  that  will  cost  $15  million  to  $20  million.  Addi- 
tionally, he  will  seek  compensation  for  her  pain  and  suffering. 
"These  two  companies  have  stolen  her  life,"  says  Stoops. 
"What's  that  worth?"  Then  he  will  ask  the  jury  to  assess 
punitive  damages.  He's  aiming  high.  "Punitive  damages  are 
measured  relative  to  the  net  worth  of  the  corporation,"  says 
Stoops.  "But  I  don't  think  they  should  be  so  high  that  they 
put  the  companies  out  of  business." 

Bankruptcy  for  Ford  and  Firestone?  Isn't  that  a  little 
grandiose  for  a  guy  who  works  for  a  small  law  firm  in  Tul- 
sa? Chapter  11  for  Ford  is  a  long  shot,  to  be  sure.  But 
Bridgestone/Firestone  investors  are  spooked.  More  than 
400  suits  have  already  been  filed,  and  many  of  these  cases 
have  allegations  just  as  heart-rending  as  the  ones  in  the 
McKinney  suit.  Working  with  raw  material  that  was  less 
sensational,  tort  attorneys  drove  Dow  Corning,  Johns 
Manville,  and  several  asbestos-related 
companies  into  bankruptcy.  After 
plaintiffs'  lawyers  predicted  last 
month  that  total  damages  in  the  tire 
suits  may  reach  $50  billion,  enough 
to  potentially  swamp  Firestone,  shares 
of  Tokyo-based  parent  Bridgestone 
fell  nearly  30%.  That's  a  tribute  to 
the  power  of  legal  entrepreneurs  like 
Fred  Stoops.  Yes,  plaintiffs'  lawyers 
are  big  talkers.  But  these  days,  Cor- 
porate America  is  listening.  □ 


high  as  $20,000.  They  also  recruit 
friends  and  relatives  of  their  firms' 
employees.  The  Internet,  with  its 
many  corporate  protest  sites,  has 
become  a  rich  hunting  ground  for 
potential  plaintiffs. 

If  none  of  these  techniques 
yields  a  case,  class-action  litigators 
cast  a  wider  net.  One  strategy  is 
to  send  out  a  mass  mailing  to 
"clients"  that  the  lawyers  have 
represented  in  prior  cases — poten- 
tially tens  of  thousands  of  people — 
asking  them  about  the  products  they 
own.  Miami  tort  attorney  D.  Michael 
Campbell  sent  out  a  questionnaire  in- 
quiring what  cars  people  drove,  who  is- 
sued their  health  insurance,  whether 
they  drove  all-terrain  vehicles,  and  who 
their  telephone  company  was.  "We  are 
investigating  filing  class-action  suits  in 
various  locations  concerning  certain  de- 
fective products,"  said  the  letter,  which 
Campbell  says  was  mailed  out  about 
five  years  ago.  "You  may  be  eligible  to 
become  a  class  representative...  [andl 
will  be  eligible  for  a  special  fee." 

Campbell  says  he  was  "just  keeping 
clients  informed"  and  performing  a 
valuable  service  by  alerting  them  to 
their  rights.  Maybe  so.  But  generally, 
the  big-money  winners  in  class-action 
litigation  aren't  the  victims — they're  the 
lawyers. 

By  Mike  France  in  New  York 
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BRANDS 


PLAYTEX:  WHY  NO  ONE 
IS  ADOPTING  THIS  BABY 

Its  huge  debt  and  falling  profits  seem  to  be  scaring  off  buyers 

From  Woolite  to  Mr.  Bubble  to  Play-  into  advertising,  with  some  success.  In- 
tex  tampons,  little  Playtex  Prod-  deed,  Playtex  achieved  its  highest  mar- 
ucts  Inc.  boasts  some  mighty  brand  ket  share  in  tampons  last  year — 31% — 
muscle.  That's  no  accident:  Chief  Exec-  while  Procter  &  Gamble,  with  a  41% 
utive  Michael  R.  Gallagher,  a  Procter  share  in  its  Tampax  lines,  saw  unit  sales 
&  Gamble  and  Clorox  alum,  has  been  drop  sharply  in  2000,  according  to  Chica- 
spreading  brand  religion. at  the  West 
port  (Conn.)  company  ever  since  he 
landed  there  in  June,  1995.  He 
spearheaded  acquisitions  that 
stocked  Playtex  with  new 
products  and  locked  in  the 
No.  1  or  2  positions  in  each 
of  its  three  main  business- 
es: tampons,  suntan  lotion, 
and  infant  care.  The  goal — 
as  some  of  Playtex'  big 
private-equity  investors 
saw  it — was  simple:  Turn 
Playtex  into  an  appetizing 
purchase  for  an  expan- 
sion-minded outfit  such 
as  Kimberly-Clark  or 
Johnson  &  Johnson. 

Trouble  is,  suitors 
don't  appear  to  be  nib- 
bling, at  least  not  at 
the  $16  to  $18  a  share 
that  stockholders  would 
like  to  get.  In  fact,  Play 
tex  shares  have  tumbled 
since  May  and  are  idling  at 
around  $8.50.  For  two  quar- 
ters   in    a    row,    Playtex    has 
warned  that  profits  are  falling.  But 
perhaps  what's  most  unsettling  for 
potential  buyers  is  that  Playtex — which 
spun  off  its  bra  business  in  1988  and 
no  longer  makes  apparel — carries  a  huge 
debt:  $931.6  million  at  the  end  of  2000, 
dwarfing  its  current  stock-market  value 
of  $520  million.  "They  need  to  find  a 
buyer,"  says  analyst  Andrew  Shore  at 
Deutsche  Banc  Alex.  Brown.  "But  that's 
going  to  be  difficult.  The  balance  sheet 
is  one  of  the  biggest  prophylactics." 
WORK  IN  PROGRESS.  Much'  of  the  debt 
is  left  over  from  Gallagher's  shopping 
spree.  Since  1998,  the  company  has  paid 
more  than  $390  million  for  Mr.  Bubble, 
Binky  pacifiers,  Wet  Ones  baby  wipes, 
Baby  Magic  shampoo  and  lotion,  Dia- 
per Genie  diaper  disposal,  and  other 
brands.  Gallagher  also  poured  money 


THE  PLAYTEX  PORTFOLIO 


SALES*:  $848  MILLION 


HOUSEHOLD 
PRODUCTS 


■  PERSONAL 
GROOMING 


SUNTAN 
LOTION  15% 


'2000 
ESTIMATI 


Data:  Deutsche  Banc  Alex.  Brown,  Playtex  Products  Inc. 

go-based  Information  Resources  Inc. 
Brand  strategist  Laura  M.  Ries, 
whose  Roswell  (Ga.)  firm,  Ries  &  Ries, 
advises  companies  on  marketing  issues, 
says  Gallagher  is  moving  in  the  right  di- 
rection. "It's  a  page  right  out  of  [Gen- 


eral Electric  Co.  ceo]  Jack  Welch's  plaj 
book.  And  that's  a  great  strategy  b< 
cause  you  do  make  money  on  brand 
that  are  No.  1  or  No.  2."  But,  she  add: 
the  strategy  is  still  a  work  in  progress 
"They've  acquired  some  big  brands,  bi 
they  should  shut  weak  ones."  Toppin 
her  list  of  products  to  jettison  are  som 
personal  grooming  lines  acquired  i 
1998,  including  Binaca  breath  spra; 
They're  "tiny,  tiny  brands  that  are  jus 
sucking  resources  out  of  the  company 
The  debt  load  is  manageable  for  no\ 
but  what's  worrisome  is  Playtex'  slowin 
growth.  Sales — excluding  acquisitions- 
grew  8%  in  1999  but  slowed  to  a  5' 
crawl  in  2000  and  aren't  expected  to  i 
better  this  year.  Some  of  that  is  due 
the  downshifting  economy  as  Wal-Ma: 
Stores  Inc.  and  other  large  retailei 
cut  back  on  inventory,  Gallagh< 
told  analysts  this  month.  But  tl 
ceo,  sounding  beleaguered 
the  conference  call,  also  a 
knowledges  that  the  compar 
is  facing  tougher  competitio 
The  strongest  threat  com< 
from  Johnson  &  Johnson  ar 
Gerber,  which  have  been  a  . 
tacking  Playtex'  strong  infan  : 
feeding  lines.  Information  R 
L  sources    says   unit   sales 
Playtex'  popular  spill-pro 
cups,  for  example,  fell  13 
for  the  year  ending  Dec. 
and     bottle     unit     sal 
dropped  12.4% 

So  how  will  Playti 
cope  until  it  finds  a  buye 
Gallagher  declined  to 
interviewed,  but  Chief  I 
nancial  Officer  Glenn 
Forbes  says  the  company  h 
no  big  strategic  changes 
store — just  "basic  blocking  a 
tackling"  in  marketing  its  brands.  A 
Gallagher,  in  his  session  with  the  ar 
lysts,  didn't  rule  out  more  acquisitioi 
Several  major  investors  who  ha 
stuck  with  Playtex  say  they  have  cor 
dence  in  Gallagher  and  are  willing 
wait  for  him  to  boost  the  share  pr 
and  pave  the  way  for  a  sale.  "It's  i 
time  to  bail,  it's  time  to  buy  the  share 
says  investor  Samuel  R.  Shapiro,  pre 
dent  of  Atlanta's  Shapiro  Capital  M; 
agement  Co.,  who  increased  his  tin 
position  this  month.  His  rationale: 
believes  Playtex  will  sell  this  year 
J&.I  or  Kimberly-Clark.  J&J  won't  co 
ment,  while  Kimberly-Clark  says  a  p 
chase  is  "unlikely."  With  sales-grov 
falling  and  the  economy  slowing,  it  lot 
as  if  Gallagher  will  need  all  the  patiei 
his  stockholders  can  muster. 

By  Pamela  L.  Moore  in  New  K 
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jottoni  line. 
Every  year,  more  and  more  organizations  embrace  energy  management  as 
a  means  to  their  financial  goals.  But  how  many  recognize  the  other  benefits 
of  energy  efficiency,  like  improved  corporate  reputation  and  cleaner  air? 
Energy  Star*  Partners  do.  And  the  U.S.  Environmental  Protection  Agency 
congratulates  them  all.  Especially  the  Partners  of  the  Year,  whose  outstanding 
achievements  demonstrate  that  an  investment  in  energy  performance  never  stops  paying  off. 
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To  learn  more  about  Energy  Star,  call  1-888-STAR-YES  or  visit  www.epa.gov/buildings. 


I'/     l.l'1  m    oTAR  Jrarfners  01  title  Year  Advance  Transformer  Co.  •  Arden  Realty,  Inc.  •  GE  Lighting'  Harwood International 

Johnson  &  Johnson    •  La  Quinta  Inns,  Inc.  •  North  Memorial  Health  Care 
Pitney  Bowes,  Inc.  •  Public  Service  Company  of  Colorado  -  Denver  District  Cooling 
Sachem  Central  School  District  •  ShopKo  Stores,  Inc.  •  State  of  Wisconsin 

Energy  Star  is  sponsored  by  the  1  S  Environmental  Protection  Agency  and  the  U.S  Department  of  Energ)    i         i  Star  15  a  l   5  registered  mark 
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Last  year,  we  worried  that  Y2K  meant  the  lights  going 

out  at  the  stroke  of  midnight.  It  didn't  happen  then, 

but  it  did  happen  in  July,  August,  September  and  December. 

And  it  vv/7/  happen  again. 
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A  strong  economy  and  the  growth  of  the  internet  caused  energy  use  to 
increase  beyond  all  expectations.  Meanwhile,  uncertainty  about  the  future 
had  put  plans  for  new  generating  capacity  on  hold.  New  power  plants  are 


now  in  the  pipeline,  but  these  take  years,  not  months,  to  complete. 

We  can  help.  Capstone  MicroTurbines'"are  available  now. They  produce  reliable,  environmentally 
friendly  electricity  onsite  to  meet  your  business's  needs.  Clean  and  simple. 


The  energy  future  will  be  a  partnership  of  clean,  onsite  power  working  along  with  traditional 
ways  of  generating  and  distributing  power.  To  secure  your  energy  future  today,  call  toll  free  at 
866-4 -CAPSTONE  (866-422-7786),  or  see  our  website  at  www.microturbine.com. 


K 


^<(f~ 


§  Capstone  MicroTurbine 
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Power  when  and  where  you  need  it 
Clean  and  simple. 
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TRATEGIES 


RUNNING  THE  TIGHTEST 
SHIPS  ON  THE  NET 

n  the  competitive  market  for  operating  Web  sites,  a  military  style  makes  a  difference 


rhink  of  it  as  War 
Games  meets  Re- 
venge of  the  Nerds. 
In  the  command  cen- 
•r  at  Emeryville  (Calif.)- 
ised  siteROCK  Corp.,  eight 
affers  tap  on  keyboards 
id  watch  rows  of  over- 
;ad  screens  spew  out  data 
1  the  performance  of  their 
istomers'  Web  sites.  One 
t'entysomething  staffer 
iddenly  yells  to  a  col- 
ague  across  the  room, 
ho  races  over  to  help 
oubleshoot.  According  to 
.e  "two-man  rule,"  two 
;ads  reduce  human  error. 
Dave  Lilly,  siteROCK's 
lief  operating  officer, 
;ams  as  he  watches 
rough  soundproof  glass, 
ae  duo  quickly  runs 
rough  procedures  laid  out 
30  thick  binders  to  help 
npoint  the  Web  site's 
•oblem.  The  activity  fol- 
ws  a  tight  script  based 
;avily  on  the  53-year-old 
Uy's  six  years  in  the  mil- 
iry,  part  of  them  as  chief 
igineer  of  a  nuclear  sub- 
arine.  The  goal:  to  engi- 
•er  human  reliability,  us- 
g  military  processes  to 
eate  teamwork,  orderli- 
es, and  quick  resolutions 
an  often  chaotic  business. 
f  processes  can  work  on  a 
tclear  submarine  where 
'U  have  19-year-olds  taking  orders 
)m  22-year-olds,  they'll  work  any- 
lere,"  he  says. 

»RAD  OF  THE  NET.  Sound  extreme? 
Thaps,  but  siteROCK  isn't  alone.  Ad- 
nced  Internet  Technologies  Inc.  (AIT), 
I  Fayetteville  (N.C.)  company  that 
sts,  or  runs,  Internet  sites  for  other 
sinesses,  also  is  steeped  in  military 
sthodology.  It's  headed  by  13-year 
my  veteran  Clarence  E.  Briggs  III,  a 
rly  former  infantry  major  who  runs  a 


Gone  are  the  pool  tables,  noontime 
massages,  and  touchy-feely  managers 

DAVE  LILLY,  SITEROCK'S  CHIEF  OPERATING  OFFICER 

rigorous  two-week  "boot  camp"  for  new 
hires  and  sizes  up  the  market  the  same 
way  a  general  would  a  battlefield.  Mean- 
while, siteROCK's  chief  competitor, 
Nocpulse  Inc.  of  Sunnyvale,  Calif.,  dubs 
itself  the  norad  of  the  Internet,  for 
North  American  Defense  Command 
Center.  Although  it  has  no  military 
roots,  Nocpulse  requires  staffers  to  fol- 
low scores  of  procedural  documents  on 
its  internal  Web  site,  dubbed  The 
Bunker. 


Indeed,  a  new  counter- 
culture is  springing  up  at 
the  gritty  core  of  the  In- 
ternet industry,  among  the 
companies  that  handle  the 
meat-and-potatoes  Web 
site  operations  and  other 
mission-critical  tasks  for 
businesses.  Gone  are  the 
pool  tables,  noontime  mas- 
sages, and  touchy-feely 
managers  that  marked  Sil- 
icon Valley's  Internet  boom 
of  the  late  1990s. 

In  is  a   breed  of  no-non- 
sense  manager  who   be- 
lieves discipline  and  pre- 
cise execution  can  create  a 
top-notch    Web    company 
with  outstanding  customer 
service       and      business 
smarts.    "Internet-opera- 
tions work  requires  rock- 
solid      processes,"      says 
Corey    Ferengul,    senior 
program     director     with 
market  researcher  Meta 
Group.   These   companies 
"offer  quite  a  contrast  from 
the  willy-nilly  management 
of  early  service  providers." 
Promising — and  deliver- 
ing— reliability  are  key  to 
survival.    More    than    65 
companies  have  sprouted 
up  in  the  past  two  years 
to  run  and  manage  sites 
for  Internet  startups  and 
traditional  companies  alike. 
Analysts  say  that's  far  too 
many,  even  for  a  market  that  research 
firm  me  projects  will  grow  to  $177  bil- 
lion by  2004,  up  from  $116  billion  in 
1999.  Moreover,  the  competition  is  get- 
ting tougher,  with  big  players  such  as 
WorldCom  Inc.  entering  the  market 
through  its  September  acquisition  of 
Web  hoster  Digex  Inc.  To  stay  in  the 
game,  small  startups  are  trying  extreme 
management  to  convince  corporate  cus- 
tomers that  their  systems  are  foolproof. 
But  is  a  boot-camp  approach  the  best 
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way  to  go?  It  can  be — to  a  point.  "The 
military  has  a  great  track  record  of 
managing  people  on  an  ongoing  basis," 
says  M.  Diane  Burton,  assistant  profes- 
sor of  management  at  Massachusetts 
Institute  of  Technology's  Sloan  School 
of  Management.  "It  can  be  a  competitive 
advantage"  if  used  correctly.  A  case 
where  the  strategy  worked  is  Electron- 
ic Data  Systems,  the  granddaddy  of 
technology  outsourcers.  When  Ross  Per- 
ot founded  the  company  nearly  38  years 
ago,  he  applied  management  methods 
taken  from  his  eight  years  in  the  Navy. 
eds  today  is  a  $19  billion  company  and 
still  has  a  regimented  image,  even 
though  Perot  sold  it  16  years  ago. 
"Warfare  is  the  most  complex 
task  in  the  world,"  says  Per- 
ot's son,  Ross  Jr.,  who  now 
runs  his  dad's  second  mili- 
tary-style consulting  busi- 
ness, Perot  Systems 
Corp.,  founded  in  1988.  | 
"It  makes  sense  that 
many  of  the  same  process- 
es are  applied  in  business." 

The  regimented  atmosphere  and 
military  themes,  however,  may  be 
tough  to  stomach  for  skilled  workers 
used  to  a  more  free-spirited  atmos- 
phere. AIT,  which  recruits  heavily  from 
nearby  Fort  Bragg,  may  go  too  far 
for  some.  If  newcomers  are  surprised 
to  learn  that  many  employees  gather 
willingly  every  morning  before  work 
for  PT,  or  personal  training,  they  might 
be  shocked  to  learn  that  the  company 
has  an  arms  room  stocked  with  12- 
gauge  shotguns  and  9-millimeter  hand- 
guns. It's  kept  locked,  but  has  been 
opened  twice  during  hurricanes,  when 
the  company  feared  looters  might 
storm  headquarters.  "We're  paranoid 
about  our  customers'  security,"  says 
CEO  Briggs,  claiming  clients  are  com- 
forted to  know  their  sites  are  elec- 
tronically and  physically  secure. 
IRONCLAD.  Striking  a  balance  between 
hard-core  military  processes  and  an 
innovative  environment  will  be  key  to 
the  success  of  these  startups.  When 
customers  demand  new  services  or 
technology,  siteROCK,  AIT,  and  Nocpulse 
will  have  to  bend  to  provide  them. 
The  ceos  of  the  companies  insist  then- 
ways  do  not  include  any  authoritarian 
business  methods,  and  instead  they 
encourage  bottom-up  feedback  from 
employees.  In  fact,  siteROCK,  which 
counts  Commerce  One,  Gap,  and  Mi- 
it  among  its  customers,  nixed  a 
photo  of  employees  posing  with  a 
salute.  "We  don't  want  to  appear 
explains  a  company  spokesman. 

If  used  effectively,  military-style 


Companies  hope  the 

boot-camp  style  will 

convince  clients  their 

systems  are  foolproof 


leadership  boasts  valuable  lessons  for 
other  Net  execs.  Most  important,  iron- 
clad processes  can  make  sure  customers 
don't  fall  through  the  cracks.  That  has 
been  a  longtime  gripe  for  Jean  L.  Scroc- 
co,  curator  of  the  online  Spi- 
derwebart  Gallery.  In  1998, 
three  years  and  two  hosting 
providers  into  her  Web  ef- 
forts, Scrocco  decided  to  bet 

MILITARY 

MANAGEMENT? 

YES,  SIR! 

Forget  the  almost-any  thing -goes  style 

of  the  typical  dot-com  manager.  As 

dot-coms  implode,  military 

leadership  techniques  are  now  finding 

fertile  ground,  especially  in  the 

Internet  outsourcing  business.  Here 

are  some  pointers: 


PROCESS  RULES 


No  seat-of-the-pants  decisions  here.  Mili- 
tary-style managers  use  strict  processes, 
or  "standard  operating  procedures,"  for 
everything  from  hiring  personnel  to  sooth- 
ing irate  customers.  Internet  management 
company  NOCpulse  Inc.  keeps  reams  of 
processes  and  checklists  on  its  internal 
Web  site,  The  Bunker. 


WAR  GAMES 


Poor  planning  can  be  as  treacherous  in 
business  as  in  war.  So  detailed  blueprints 
and  troubleshooting  sessions  are  a  must. 
Web-hoster  Advanced  Internet  Technolo- 
gies Inc.  holds  monthly  "war  games," 
where  employees  probe  competitors  for 
weaknesses  and  target  customers  for 
capture. 


METTLE  TESTING 


Managers  need  to  know  how  a  staffer 
handles  pressure  before  they  push 
someone  up  the  corporate  ladder. 
Web-site  monitor  siteROCK  uses  an 
"interrogation  room,"  where  execs  grill 
promotion  candidates  for  hours. 


heavily  on  the  Net  and  shuttered  her 
physical  art  store  in  Morris  Plains,  N.J. 
She  quickly  had  doubts  as  Spiderwe- 
bart  staggered  through  two  more  host 
ing  providers,  suffering  weeklong  lapses 
in  service.  "I  was  starting  to  look  for 
another  building  in  New  York  or  Las 
Vegas,"  she  says.  In  1999,  she  hired  AIT, 
and  her  woes  lightened.  "We  still  have 
some  trying  times,  but  we  know  we're 
going  to  get  a  fast  response  and  pro- 
fessional treatment,"  says  Scrocco. 

Business  strategy  is  another  ares 

where  ex-military  execs  bring  a  colorful 

determined  flavor.  AIT  holds  monthly 

war  games  called  Intelligence  Prepara 

tion  of  the  Market,  after  the  army's  pre 

engagement  processes  known  as  Intelli 

gence  Preparation  of  the  Battlefield 

Staffers  probe  competitors'  businesse 

for  weak  points  and  target  customer 

to  lure  away.  So  far,  it's  helping  pri 

vately  owned  ait  stay  ahead  of  th 

game,  with  50%  of  its  new  customer 

coming  from  competitors.  End  result 

AIT's  revenues  jumped  177%,  to  abou 

$20  million,  in  2000.  Briggs  says  th 

company  is  profitable,  but  he  woul 

not  disclose  numbers.  SiteROCK  an 

NOCpulse,   however,    have   no   clea 

timetable  for  reaching  profitability 

NOCpulse  recently  went  live  with  it 

first  half-dozen  customers,  while  site 

rock  says  its  60  customers  pay  an  a\ 

erage  of  $128,000  a  year. 

The  military's  emphasis  on  trainin 
and  milestones  also  carries  over  we 
to  business.  When  siteROCK  considei 
promoting  an  employee,  the  worke 
sits  before  superiors  who  pepper  tl 
candidate  for  90  minutes  with  que; 
tions,  such  as:  What  would  you  do 
Mae-West,  one  of  two  critical  Inte 
net  hubs  in  the  U.S.,  went  down?  "V 
want  to  come  up  with  some  of  tl 
most  difficult  situations  and  see  ho 
they  react  under  pressure,"  says  Lill 
SiteROCK  employees  also  are  r 
quired  to  read  through  several  thre 
inch-thick  binders  of  standard  open 
ing  procedures  before  they  can  wo 
in  the  command  center.  As  each  sh 
turns  over,  the  staff  must  shufl 
through  90  minutes  of  paperwork  V 
fore  handing  over  the  keys.  "N 
everyone  would  be  able  to  do  this  j( 
You  have  to  be  able  to  follow  din 
tions  and  follow  the  processes,"  sa 
Lori  Perrine,  a  customer-support  s| 
cialist  at  siteROCK. 

Still,  the  real  stress  remains 
these  underdog  managers,  toiling 
find  equilibrium  between  discipline  I 
innovation  in  this  pressure  cooker  m 
ket.  There's  still  nu  manual  for  thai 
By  Ben  Elgin  in  Emeryville,  Ca 


126 


!    /    lam.ae/Pq     POQl 


Digex  and  Spalding 


We  manage  Web  servers, 

They  manage  to  improve  your  game. 

Together,  we  do  e-Business. 


Spalding  has  been  a  leader  in  golf  ball 
manufacturing  for  over  100  years  - 
that's  their  business.  Through 
Spalding.com,  they  offer  only  the 
BEST  products  -  Ben  Hogan,  Etonic, 
Strata  and  Top-Flite.  At  Digex,  we  may 
not  know  much  about  sporting  goods 
but  we  do  know  what  it  takes  to  run  a 
successful  e-Business. 


ire 


f 


We  supply  the  hardware,  software  and 
pre-engineered  platforms  that  include 
best-of-breed  technology  to  get  your 
site  up  and  running  -  fast  and  reliably. 
Our  world-class  data  centers  and 
networks  are  optimized  for 
performance  and  availability,  so  your 
site  is  online  24x7x365.  We  provide  the 
administration,  monitoring  and  security 
services  necessary  to  make  sure  your 
site  remains  secure. 


Spalding  is  a  hit  for  its  online  customers. 
Digex  is  a  hit  for  Spalding. 


Digex      keeps  e-business  in  business 


www.digex.com/spalding     1-800-455-2968  Ext.  501 

Where  managed  hosting  began. 
Where  managed  hosting  is  going. 
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Paperless  Tax  Returns: 
We're  Making  Progress 

A  lot  more  folks  will  be  able  to  file  electronically  this  year 


BY  CAROL  MARIE  CROPPER 

Mothing  can  make  tax  filing  pleasant.  But 
for  those  who  dream  of  the  day  when 
technology  turns  tax  preparation  into 
something  as  easy  as  a  couple  of  clicks  on 
a  mouse,  new  features  from  the  Internal 
Revenue  Service  and  the  Quicken  Turbo- 
Tax  tax-filing  program  may 
make  the  task  a  bit  less  onerous 
this  year. 

About  130  million  individual  re- 
turns are  expected  to  rain  down 
upon  the  IRS  this  tax  season.  Under  prodding 
from  Congress,  the  ms  has  been  encouraging 
taxpayers  to  ship  in  those  returns  electronically, 
both  to  make  the  process  more  efficient  and  to 
save  itself  money.  But  until  this 
year,  e-filers  still  had  to  follow 
up  their  computer  transmissions 
by  mailing  a  paper  form  bear- 
ing their  signature.  Some 
couldn't  e-file  at  all,  since 
their  situations  required 


Your  Taxes 


FILING 


—  s, 
using  tax  forms  or  attachments  that  the  ire  «!' 
wouldn't  accept  electronically.  Last  year,  only  1 1 
million  Americans  filed  returns  to  the  IRS  ovei  I 
the  Internet.  An  additional  25.2  million  electron  "it 
ic  returns  came  in  from  tax  preparers.  Some  I F 
million  filers — those  with  simple  enough  taxei  i ' 
to  use  the  1040EZ  Form — had  only  to  call  up  th<  %'• 
irs's  TeleFile  system  and  punch  ii  P 
their  numbers. 

The  IRS  expects  the  total  eithe:  p 
phoned  in  or  sent  by  computer  ti  p 
climb  to  42.3  million  this  year,  rep  i* 
resenting  32.5%  of  all  returns.  That  still  put  tw 
the  agency  off-target  for  meeting  its  goal  of  809  T,J' 
of  all  returns  being  computer-filed  by  2003,  ad  ») 
mits  Terry  Lutes,  director  of  the  IRS  electroni 
tax  administration.  One  problem  is  that  the  IRS 
getting  resistance  from  tax  professionals  unha] 
py  that  they  have  to  maintain  two  separat 
systems,  paper  and  electronic.  Also,  some 
do-it-yourselfers  worry  about  cyberspace  se- 
curity— or  just  don't  feel  comfortable  using  a 
computer. 

But  for  individuals  filing  garden-variety  re 
turns,  the  coming  tax  season  will  be  a  landman  |tlj 
"For  the  first  time,  it's  going  to  be  a  totally 

perless  experience  b 

explains      an      ir  .  t. 

spokeswomai  tf 

■■        Uncle      Sa 

^r     has  decide 

to  let  taxpa 


ad  I 

mi  I 

larl 

atl 


ers     make     \Mm 
their    own    seen  hit 
PIN  number  to  idei  l 
tify  themselves,  ju:  t  i: 
like  customers  of  aut  N 
m  mated  teller  machin*  ki4 
do,  rather  than  having  '  ; 
mail   in  the   paper  signatui  tan 
form.  Only  those  mailt 
codes  by  the  IRS  b  i  . 
cause  they  had  file 
electronically  befo 
or  have  used  a  cor 
puter  to  do  their  i 
turn  could  do  th 
previously. 

The    IKS    also 

busily  removing  n 

remaining      roadbloo 

against  filing  certain  Eon 

electronically.  A  total  of  28  formi 


- 


eluding  Form  2360,  a  simple  request  for  a  filing 
(tension — will  become  digitally  available  for  the 
-st  time  this  year;  an  additional  40  will  appear 

2002,  for  the  2001  tax  year.  That  will  still 
ave  forms  that  must  be  filed  on  paper,  including 
commonly  used  one  that  allows  the  noncusto- 
al  parent  in  a  divorce  to  claim  the  child  as  a 
•pendent  and  take  the  exemption,  as  well  as  a 
rm  used  by  people  making  large  noncash  con- 
ibutions,  such  as  art  or  an  auto,  to  charity.  In 
>th  cases,  the  complication  is  the  requirement 
r  some  signature  other  than  the  taxpayer's, 
.ill,  Lutes  says,  this  year's  additions  will  mean 
'%  of  all  taxpayers  could  file  online.  With  next 
?ar's  changes,  that  grows  to  99.3%. 
SASTER.  Quicken  TurboTax,  the  leading  tax- 
eparation  program  for  consumers,  is  at  the 
refront  of  the  paperless  push.  Last  tax  season, 
irboTax  executives  persuaded  Salomon 
nith  Barney  to  download  Form  1099  tax- 
yer  information,  such  as  interest,  dividends, 
d  stock  sales,  directly  into  its  program.  This 
ar,  financial-services  firms,  such  as  Fidelity 
vestments,  Vanguard  Group,  TD  Waterhouse 
•oup,  and  T  Rowe  Price  Associates,  have  come 
board.  That  means  TurboTax  users  with  online 
counts  at  those  investment  houses  can  get  the 
me  data  downloaded  into  their  program  that 
e  firms  report  to  the  ms. 
TurboTax  also  is  working  with  three  major 
payroll-processing  firms,  so  employers  can  ship 
employee  W-2  wage  information  into  the 
program  as  well.  Participating  companies 
will  notify  their  workers,  who'll  then  be 
freed  from  the  task  of  entering  the  numbers 

for  such  things  as  earnings  and  the  amount  of 
leral,  state,  and  local  taxes  deducted.  Colleen 
rrin,  a  TurboTax  spokeswoman,  says  250  em- 
)yers  representing  more  than  a  half-million 
lployees  have  signed  up  so  far.  They  include 
;alog  company  Lillian  Vernon  Corp.  as  well  as 
itodesk,  a  maker  of  PC 
sign  software.  To  partici- 
te,  taxpayers  will  need 

rboTax  or  TurboTax 
iluxe  software  or  the 
mpany's  Web  version, 
ailable  at  www.turbo- 
c.com. 


finance  software.  But  there  are  no  direct  feeds 
of  1099  or  W-2  information  into  TaxCut.  H.  D. 
Vest  Financial  Services,  a  brokerage  firm  pro- 
viding free  online  tax  preparation  on  its  Web 
site,  doesn't  offer  downloads  of  1099s  and  W-2s, 
either. 

Next  year,  Intuit  hopes  to  expand  the  number 
of  companies  electronically  pouring  in  1099  and 
W-2  data,  says  Bob  Meighan,  Intuit's  vice-presi- 
dent and  general  manager.  Then  it's  on  to  mort- 
gage bankers  for  the  mortgage  interest  de- 
ductions and  perhaps  even  to  local  tax 


? 


Save  the  Pencils 

The  irs  is  working  toward  the  day 

when  taxpayers  can  file  returns 

completely  by  computer.  But  you'll 


collectors  for  proper- 
ty-tax deductions.  Picking  up 
charitable  contributions  might  be  possible,  as 
more  people  donate  over  the  Web. 

There  will  probably  never  come  a  time  when 
every  tiny  bit  of  information  for  each  and  every 
taxpayer  is  electronically  fed  into  a  tax-filing 
program,  says  Forrester's  Punishill.  The  med- 
ical industry,  for  example,  is  a  long  way  from 
providing  electronic  information  for  taxpayers 
who  want  to  write  off  health  costs. 

Of  course,  taxpayers  willing  to  do  a  two-step 
could  already  transfer  in- 
come and  expense  informa- 
tion stored  in  their  Quicken 
and  other  personal-finance 
software  into  TurboTax. 
Ditto  for  transfers  into  Tax- 
Cut.  And  remember,  those 
using  personal-finance  soft- 


foi 


still  need  paper  if: 
Intuit  is  the  clear  leader  ware  can  get  some  infor- 
mation electronically  from 
brokerages  and  charge-card 
companies  such  as  Ameri- 
can Express. 

All  this  looks  pretty  im- 
pressive to  such  taxpayers 


this  area,  says  Jaime 
nishill,  senior  analyst  at 
rrester  Research,  a 
:hnology  research  firm, 
tuit's  major  tax-prep 
?tware  competitor,  h&r 


►  You're  divorced  and  want  to  claim 
the  exemption  for  a  child,  even 
though  your  ex  has  custody 

►  You've  contributed  a  noncash  item 
to  charity  (other  than  securities) 

3ck,  is  still  recovering      that's  worth  more  than  $5,000 ^Roger  ^rnerf  69,  who 

bJ.m  last  year's  disaster,     ►You  want  to  amend  an  earlier  return  saw    a    TurboTax    demo 

.en  some  taxpayers  us-      ------ when    Meighan    appeared 

the  company's  Web-     ►You  re  filing  for  a  deceased  spouse  before  the  compUter  club  at 

nli  *ed  product  complained      or  parent  Turner's  retirement  com- 

,  sy  could  see  other  users'     ►  You're  using  Married  Filing  Sepa- munity  in  Laguna  Woods, 

rate  status  but  live  in  a  community 
property  state,  such  as  California, 


;  information.  This  year,  rate  status  bu"t  |iVein 'a  community  Calif-  "l  think  &'*  c°o1  to 

LftarnZmg  ^  v  Pr°Perty  state-  such  as  California,  be  »ble  to  eet  <**  ***- 
»oft  Corp.,  so  its  Kip-  J: Jl  y  Wkrnn«;in  mation]  automatically,"  the 
Br  TaxCut  program  can  lexas'..or.vvls.con.sin retiree  says.  Though  a  pro- 
re  easily  pick  up  tax-re-  ►You  have  lots  of  stock  transactions  fessional  has  done  his  taxes 
ed  information  from  the  to  report  for  years,  Meighan  thinks 
s  crosoft  Money  personal  he's  ready  to  go  it  alone.  □ 

mmmmL 
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Soon  everyone 
from  employers  to 
mortgage  bankers 
will  pour 
taxpayers'  data 
into  programs 
such  as  that  of 
tax-prep  software 
leader  Intuit 


^ 
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Tax  Relief  May  Come 
To  Those  Who  Wait 


immediate  tax  bill.  "There 
a  long  list  of  outcomes  tha 
could  turn  any  decision 
pay  tax  now  into  a  mis 
take,"  explains  Bernar 
Kent,  a  tax  partner  wit 
PricewaterhouseCoopers. 
TEEN  ANGLES.  The  ne 
break  is  actually  two  sep 
rate  rate  cuts.  Taxpayers 
the  lowest  bracket — up 
$45,200  in  taxable  incon 
for  couples,  or  up  to  $27,01 
for  singles — get  an  immec 
ate  benefit.  If  they  sell  ; 
asset  after  Jan.  1  th 
they've  owned  for  five  yea 
or  longer,  they'll  pay  8%  tj 
on  the  gain.  (If  they've  own 
the  asset  one  to  five  year 
the  rate  is  10%;  less  th; 
i  one  year,  15%,  the  same 
current  rates.) 
That  suggests  an  ea; 
strategy  for  parents  or  gran 
parents:  If  you're  planning 
build  up  your  teenagers' 
counts  this  year,  give  them 
predated  property  that  you'J 
held  a  long  time.  With  a 
the  recipient  inherits  the 
er's  holding  period  and  cc 
basis.  So  if  you  give  your  te| 
$10,000  in  stock  that  cost 
$5,000  five  years  ago,  and  sr 
in  the  15%  bracket,  she 


sell  the  stock  and  net 
_  ,  _     .        ,  .  i,   •,»,•!  after  taxes — instead   of 

Long-term  investors  can  claim  lower  rates-out  its  tricky      $9,000  you  would  have  ief 

you  sold  the  stock.  A  couJ 


BY  MIKE  McNAMEE 


Pi 


tatient  investors,  you're  finally  destined  to 
(get  your  reward.  After  years  of  heaping 
'praise  on  the  buy-and-hold  folks  who  fund 
American  capitalism,  Congress  this  year  is 
promising  new,  lower  tax  rates  for  profits 
on  assets  that  are  held  five  years  or  longer. 
True,  lawmakers  might  have  overestimated  peo- 
ple's patience:  They  voted  in  the  new  rate  in 
1997  but  stalled  the  actual  cuts  until  2001.  In 
fact,  most  investors  can't  reap  the  benefits  for 
five  more  years.  But  the  reward  will  be  worth 
the  wait,  right? 

Well — maybe.  Fact  is,  claiming  the  new  capi- 
tal-gains rates — down  from  10%  to 
8%  for  couples  earning  less  than 
$45,200,  and  from  20%  to  18%  for 
those  earning  more — is  going  to  be 
tricky.  To  realize  any  savings  on 
stocks  or  other  assets  you  already  own,  you'll 
have  to  pay  taxes  this  year  in  the  hope  (or  gam- 
ble) that  you  will  save  taxes  in  2000. 

That  violates  the  cardinal  rule  of  tax  plan- 
ning: Never  pay  Uncle  Sam  a  dime  today  that 
you  can  put  off  until  tomorrow.  So  tax  pros  are 
getting  headaches  deciding  whether  the  even- 
tual savings  are  worth  the  cost  and  risk  of  ail 
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can  give  up  to  $20,000  a  year  to  a  child  with 
incurring  any  gift  tax.  But  take  note:  Your  c 
will  only  get  the  8%  rate  if  she's  14  or  older, 
income  of  younger  children  is  taxed  at  their  p 
ents'  top  rate. 

Taxpayers  above  the  15%  bracket — mean 
most  investors — will  have  to  wait  longer.  T 
rate  cut,  from  20%  to  18%,  will  apply  only  to 
sets  acquired  after  2000  and  held  five  years, 
Congress,  in  its  wisdom — and  its  search  fo 
revenue  bump — created  an  opening  to  help 
get  the  lower  rate  on  assets  you  already  o 
It's  called  a  deemed  sale,  and  it  lets  you  pret< 
that  you  sold  an  asset  on  JanJ 
2001  (Jan.  2  for  traded  securitij 
then  immediately  repurchased  it| 

Say  you  bought  100  shares 
$10  stock  in  1999.  On  Jan.  2, 
stock  closed  at  $12.  If  you  think  you're  going 
stay  with  this  stock  until  200(5,  you  can  reoogl 
$200  in  gains  so  far,  pay  $40  in  tax  ;it  tod 
20%  rate,  and  start  the  clock  on  a  new  holding 
riod.  If  you  wait  until  20(H)  or  later  to  sell,  y< 
pay  just  18%  tax  on  gains  above  $12. 

The  good  news  is  that  you  don'l   have  to 
anything  to  use  this  Lactic  until  you  file  y 
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NOW  A  FEW  WORDS  ABOUT  YOUR  WEB  SITE. 

To  build  rewarding  relationships  with  your  customers,  you  have  to  make  it  easy  for 

business  with  you.  Today,  that  means  implementing  a  Web  strategy  that 

i  interact  with  customers  in  ways  you  never  could  before.  At  SilverStream, 

software  and  services  that  help  you  deliver  an  Internet  experience  that 

adth,  depth  and  professionalism  your  customers  and  trading  partners 

're  setting  new  standards  for  building  next-generation  eBusiness  Web  sites. 

the  most  advanced  eCRM  technologies  and  B2B  integration  capabilities,  to 

a  real  competitive  edge  -  now  and  in  the  future.  Are  you  ready  to  take  your 

sBusiness  to  a  whole  new  level?  www.silverstream.com 


SilverStream 

Are  you  ready  to  do  eBusiness? 


>  2000  SilverStream  Software,  Inc.  SilverStream  is  a  registered  trademark  of  SilverStir  tai 


BusinessWeek  Investor 


Making  Low  Tax  Rates  Pay 


Say  you  paid  $10  a  share  for  a  stock  bought  before  2000.  If  you  pay  taxes  now 
on  your  gains  to  date,  you  can  get  a  lower  tax  rate  on  future  gains.  The  more 
gains  you  have  so  far,  the  higher  the  stock  must  go  in  the  next  five  years  to 
make  this  strategy  pay. 


TARGET  PRICE  IN  5  YEARS* 

mmm 

$10        $11        $12        $13        $14        $15        $16        $17        $18        $19        $20 
STOCK'S  PRICE  AS  OF  JAN.  2,  2001 

-ASSUMES  YOU  WOULD  HAVE  EARNED  6%  ON  FUNDS  USED  TO  PAY  TAXES.  ALSO  ASSUMES  8%  STATE  ANO  LOCAL  TAXES 
Data:  Twenty-First  Securities,  BusinessWeek 

2001  return — as  late  as  Apr.  15,  2002 — and  can 
change  your  mind  until  Oct.  15,  2002.  "You'll  be 
16  months  into  the  new  holding  period  before 
you  have  to  decide  whether  to  act,"  says  Bob 
Trinz,  editor  of  ria's  Federal  Taxes  Weekly  Alert. 

The  bad  news  is  that  the  choice 
will  still  be  fraught  with  risks.  If 
you  do  a  deemed  sale  but  sell  the 
position  before  2006,  you'll  lose  any 
earnings  from  the  money  you  used 
to  make  the  early  tax  payment.  Worse,  if  you 
die  owning  the  stock  or  give  it  to  charity,  you'll 
lose  big,  because  you've  paid  taxes  on  profits 


:.« 
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Super  Break? 


New,  lower  capital-gains  tax  rates  are  kicking  in  for 

assets  owned  five  years  or  longer — but  deciding  whether  to  take 

advantage  of  these  new  rates  is  tricky. 

IT'S  A  GOOD  IDEA  IF  ... 

►  You're  Giving  Funds  to  Teenagers.-  A  child  14  or  older  in  the  15% 
tax  bracket  can  claim  a  lower  gains  rate — 8%  vs.  your  20%  rate — 
on  assets  you've  already  owned  five  years. 

►  You  Have  Stocks  with  Small  Long-Term  Gains:  You  can  pay  tax  on 
gains  through  Jan.  2,  then  start  the  clock  running  on  a  new  holding 
period  to  get  the  18%  five-year  rate  in  2006. 

►  You  Plan  to  Hold  Shares  a  Long  Time:  Don't  restart  the  clock  on 
any  property  you  plan  to  sell  before  2006 — you'll  pay  tax  now,  with 
no  benefit  later. 

►  You  Own  a  Business  That's  About  to  Take  Off:  You'll  have  to  hire 
an  appraiser  to  set  the  company's  value  as  of  Jan.  1,  then  can  start 
a  new  holding  period  to  claim  the  five-year  rate. 

IT'S  A  BAD  IDEA  IF  ... 

►  You  Have  a  Loss  on  Shares:  If  you  restart  the  clock  on  a  losing 
position,  you  can't  claim  the  loss  to  reduce  your  taxes. 

►  You  Plan  to  Bequeath  or  Donate  Property:  Don't  pay  tax  now  on 
assets  targeted  for  your  estate  or  for  charity — capital  gains  on  such 
assets  wouldn't  be  taxed  anyway. 

I:  ■    in     ,".  1 1' 
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that  otherwise  never  would  have  been  taxed 

Don't  even  think  about  a  deemed  sale  for  a  pq 
sition  that's  underwater:  The  rate-cut  law  bar 
you  from  using  losses  on  a  deemed  sale  to  offs< 
other  gains.  You're  also  barred  from  using  th 
18%  rate  on  stock  you  acquire  by  exercisin 
options — either  employer  stock  options  or  trade' 
options — that  you  owned  before  Jan.  1.  And  th 
tactic  doesn't  work  well  for  assets  bought  i 
2000,  even  if  you  have  gains,  because  profits  wi 
be  taxed  at  short-term  rates,  up  to  39.6%. 
CREATIVE  ACCOUNTANTS.  If  you  want  to  recla; 
sify  an  asset,  look  hard  at  the  gains  you  alread 
have.  The  more  profit  you  have  made,  the  mor 
immediate  tax  you'll  pay — and  the  more  futui 
growth  you'll  need  to  cover  the  lost  earning 
on  those  tax  dollars.  Take  that  $10  stock  that  h 
risen  to  $12.  To  make  a  deemed  sale  pay,  it  mu: 
hit  $20.40  by  2006— a  70%  gain.  How  likely 
that?  Experience  since  1946  suggests  stocks  r< 
turn  10%  a  year — or  61%  over  five  years 

As  the  chart  shows,  the  target  price  needed  I 
make  this  strategy  break  even  rises  steeply,  d 
pending  on  how  much  gain  you  already  hav 
"If  you  have  a  small  enough  pro: 
to  date,  and  are  optimistic  enouj; 
about  the  stock,  this  can  be 
O.  K.  deal,"  says  Robert  Gordo 
president  of  Twenty-First  Secui  | 
ties,  which  devised  an  online  calculat 
(www.twenty-first.com)  to  test  the  lower  rate 

Who  will  take  advantage  of  a  deal  that's  ju 
O.  K.?  Investors  holding  stock  with  zero  or  tii 
long-term  gains — and  after  2000's  markets,  the 
may  be  lots  of  these  candidates.  Owners  of  sm 
businesses  that  are  about  to  take  off  might  wa 
to  exchange  a  small  tax  hit  now  for  bigger  sa 
ings  later,  suggests  Martin  Nissenbaum,  head 
personal  finance  and  taxes  for  Ernst  &  Young 

Creative  accountants  are  investigating  oth 
angles.  Taxpayers  with  past  operating  losses 
passive  activities — rental  real  estate,  say, 
stock  in  a  small  company  that  you  didn't  acti\ 
ly  manage — might  benefit,  says  David  Lifs< 
managing  partner  of  accountants  Hays  &  ( 
Usually,  you  can't  claim  such  losses  until 
dispose  of  the  investment.  But  if  the  Interi 
Revenue  Service  regards  a  deemed  sale  as  d 
position,  such  taxpayers  could  unlock  those  lo 
es,  use  them  to  offset  this  year's  income — a 
still  keep  the  asset. 

If  you  think  you  might  want  to  tap  these  k 
er  rates,  start  getting  your  records  in  ord 
For  closely  held  businesses  or  real  estate,  yo 
need  an  appraisal  of  their  value  as  of  Jan 
Stock  investors  need  records  of  closing  pri 
on  Jan.  2.  Mutual-fund  shareholders  have  a  t 
ger  challenge:  They  need  to  identify  which  sha 
they  owned  before  Jan.  2,  2000,  and  apply 
tactic  only  to  those  shares  to  avoid  trigger 
high-tax  short-term  profits. 

Is  it  worth  it?  Keep  in  mind  that  the  Bush 
ministration  and   ('(ingress   may   soon   come 
with  a  simpler  break:  an  across-the-board   t 
cut.  If  they  do,  deemed  sales  may  g<>  straight 
the  list  ol'  Ideas  Best  Forgotten  Quickly. 
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■member  a  while  ago  when  your  super- 
market seemed  to  put  a  new  flavor  of  juice 
.in  the  cooler  each  week?  Instead  of  having 
to  choose  only  between  orange  and  grapefruit 
juice — by  itself,  enough  to  cause  a  fight  in  my 
family — suddenly  you  had  Orange-Strawberry, 
Orange-Tangerine,  Pineapple-Orange-Banana,  and 
more,  some  with  extra  pulp,  others  pulp-free. 
It  was  all  too  strange  for  me,  so  I  just  stuck 
with  plain  OJ.  But  did  I  miss 
out  on  something  better? 

Similar    confusion    is 
flowing  right  now  from 
Wall  Street,  where  the  fla- 
vors   for   investing   your 
money  are  multiplying  be- 
yond standard  brokerage  ac- 
counts and  mutual  funds  to 
"separate"  accounts  and  ex- 
change-traded funds,  among 
others.    Most    striking,    if 
you've  tuned  into  cnbc,  are 
the  incessant  ads  featuring 
a  tall,  thin,  very  bald  man 
and  a  black  dog  ushering  us 
into  a  new  world  of  "folio" 
investing.  Folios  are  baskets 
of  stocks   that,   like   mutual 
funds,  offer  easy  diversifica- 
tion. But  because  you  own  the 
stocks  directly,  you  have  bet- 
ter   control    over   your   re- 
turns— and    the    taxes    on 
them — than  in  a  pooled  fund. 

Tempting.  But  are  folios  more  than  a  flavor  of 
the  week?  And  should  you  take  a  taste?  After 
testing  them,  I'd  say  yes,  and  maybe. 

Steve  Wallman  is  the  tall,  thin,  very  bald  ceo 
of  folio/w.  (He  has  three  dogs,  but  not  the  one 
on  TV.)  He  also  is  a  former  Securities  &  Ex- 
change Commissioner  who  has  taken  on  a  big 
job — "to  change  the  way  people  think  about  in- 


Funds  or  Folios? 


What's  the  cost  in  money  and  time  of  investing  $500,000,  with  48%  in 
U.S.  stocks,  12%  in  foreign  stocks,  and  40%  in  bonds? 


ANNUAL  COST 


TIME  SPENT 
TO  INVEST 


TIME  SPENT  TO 
MONITOR*** 


IREE  INDEX  FUNDS*  $1,084         1  hour 

IREE  FoTioWPORFbLIOS**"      295"        1 hour 


1  hour  a  year 
12  hours  a  year 


'nguard's  Total  Stock  Market,  Total  International  Stock,  and  Total  Bond  Market  index  funds;  cost  does  not  include 
es  on  capital-gains  distributions    "Market,  International,  and  Government  Bond  folios    ***Estimates 


Data:  FOLIOrn,  Vanguard,  Morningstar  Inc.,  BusinessWeek  estimates 


vesting,"  he  told  me.  While  folio/w  is  first  with 
folios,  it's  not  alone.  E*Trade  plans  a  rival  ser- 
vice, and  Netfolio,  led  by  What  Works  on  Wall 
Street  author  Jim  O'Shaughnessy,  sees  a  March 
debut.  "Mutual  funds,"  he  said,  "are  dinosaurs." 
THE  REAL  THING.  That's  a  silly  sound  bite.  But 
FOLlo/w  (www.foliofn.com),  which  I  tested  myself, 
and  Netfolio  (www.netfolio.com),  which  O'Shaugh- 
nessy showed  me  in  a  demo,  are  the  real  thing. 
Traditional  brokers  and  fund  companies  had  better 
watch  out:  These  folio  services  are  full  of  fresh, 
investor-friendly  features  and  tools,  such  as  Net- 
folio's  deep  database  of  company  and  market  data, 
which  investors  can  use  to  back-test  all  kinds  of 
stock-picking  strategies.  They're  flexible,  allow- 
ing investors  to  pick  stocks  and  build  portfolios  to 
taste.  And  for  all  but  small  in- 
vestors, they're  cheap:  Basic  ser- 
vice costs  $295  at  FOLiq/h  and 
$200  at  Netfolio,  making  them 
cost-effective  for  anyone  with 
more  than  $25,000  to  invest. 

folio/tc  has  more  ins  and  outs 
than  I  can  cover,  but  here's  my 
single  favorite  feature:  the  clear 
and  full  reporting  of  costs  and  per- 
formance. With  a  few  clicks  at 
FOLIo/w,  investors  can  call  up 
y   charts  and  tables  showing  the 
-  L  Y  •'   true  returns,  after  fees,  on 
their   investments — what    fi- 
nance types  call  the  "internal 
rate  of  return" — and  compare 
them  to  benchmark  indexes, 
jV    or    individual     stocks     and 
funds.  Figuring  this  from  to- 
day's typical  brokerage  statement  is 
impossible,  an  ugly  truth  that  Wall 
Street  and  its  regulators  should  be 
ashamed  of. 

So  the  folio  firms  are  on  to  some- 
thing. But  are  they  for  you?  Yes,  if  you  enjoy 
spending  time  investing  and  don't  mind  doing  it 
online.  In  a  simple  test,  I  compared  investing 
$500,000  at  FOLIo/rc  vs.  index  funds  (table),  fo- 
Lio/n's  fees  are  lower,  but  I  estimate  that  most 
people  would  spend  more  time  monitoring  and 
tinkering  with  their  folios.  Also,  some  preset  fo- 
lios, including  one  with  stocks  of  companies  spon- 
soring NASCAR  winners,  struck  me  as  goofy,  and 
folio/tc  doesn't  yet  offer  a  way  into  municipal 
bonds,  a  staple  of  taxable  portfolios.  It  hopes  to 
add  one  soon. 

Since  I'm  eager  right  now  to  spend  less  time, 
not  more,  with  my  portfolio,  I'm  not  ready  to 
swap  my  funds  for  folios.  Yet  like  indexing  30 
years  ago,  folios  have  arrived  on  Wall  Street  as  a 
better,  if  strange,  idea.  Take  your  time,  but  folios 
are  worth  checking  out. 


BusinessWeek  online 


For  barker.online,  go  to  www.businessweek.com/investor/ 
or  AOL  keyword:  BW  Daily 
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QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (321)  728-1711 
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You're  competing  in  the  Internet  Economy.  The  Economy  of  Skills.  Where  intellectual  capital  is  the  currency  of  the  day. 
You  need  to  create  a  company  culture  that  welcomes  new  ideas  and  new  ways  of  thinking.  And  you  need  the  best  people 
to  make  that  happen.  Are  you  doing  everything  you  can  to  find  the  best  talent  now?  What  if  you  made  it  easy  for  new 
graduates  to  give  you  their  resumes  online?  What  if  you  could  match  up  the  perfect  candidate  with  the  right  hiring  manager 


Find  your  best  talent. 

Discover  all  that's  possible  on  the  Internet. 


within  hours?The  Internet  can  help  you  recruit  faster  and  more  cost-effectively  than  you  can  imagine. 
In  fact,  our  cost  per  hire  dropped  39%,  and  our  time  to  hire  dropped  60%.  We  can  show  you  how. 
Whether  you  manage  your  own  network,  or  use  a  service  provider  with  a  Cisco  Powered  Network 
^■JujSCO'  we  can  help  you  discover  a  new  way  to  recruit  for  the  future.  Visit  cisco.com/go/iq 


Cisco  Systems 


Empowering  iiii 
Internet  Generation" 


Twice  as  many  points 
&  twice  as  mauv  miles 
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Now  you  can  earn  both  double  points  &  double  miles 
on  Double  Dip  stays  with  Hilton  HHonors  through  February,  200 

Hilton  HHonors  hotels  are  the  only  hotels  that  offer  you  both  hotel  points  and  airline  miles  for  the  same  stay.  And  now  throu 
February  28,  2001,  you  can  earn  twice  the  points  and  twice  the  miles  for  the  same  stay  at  any  of  more  than  2,000  Hilton  HHonors  hot 
worldwide.  You  don't  have  to  choose  between  hotel  points  and  airline  miles — you  get  both.  HHonors  calls  this  a  Double  Dip,  and  ) 
can  Double  Dip  even  when  you  don't  fly  with  an  airline.  To  qualify  for  this  promotion,  just  have  one  Double  Dip  stay  during  the  per 
and  you'll  get  twice  as  many  points  and  twice  as  many  miles  for  every  additional  Double  Dip  stay  before  February  28th.  Plus,  HI  Ion 
members  can  enjoy  up  to  40%  off,  with  World  of  Savings  rates  outside  the  U.S.  To  enroll  in  Hilton  1 II  lonors  or  to  make  reservations,  v 
us  online  at  www.hiltonhhonors.com,  call  your  professional  travel  agent  or  call  1-800-HHONORS. 


Hilton  HHonors 


Poiiits&  Miles 
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DoubleTree- 

ii Bui rii-Riioixf'CLUM 


S 
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,  is  a  stay  for  which  you  earn  both  Points  &  Miles~-available  only  at  Hilton  HHonors  hotels.  Must  have  one  Double  Dip  stay  to  qualify  tol  iwk  b  the  earnings  on  add! al    i- 

fl  I  valid  November  15,  2000  through  February  28.  2001  Hilton  HHonors  membership,  earning  ol  Points  &  Miles,  and  redemption  "I  points  I lubjeot  to  HHoi erm     « 

Conditions.  (O2001  Hilton  HHonors  Worldwide. 
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f  you  think  the  market  has  bottomed  out,  what 
stocks  should  you  buy?  To  Joan  Lappin,  presi- 
dent of  Gramercy  Capital  Management,  the 
answer  is  easy:  the  bloodied  Internet  stocks. 
Scores  have  fallen  by  the  wayside,  so  the  dis- 
credited group  is  "full  of  opportunity,"  she  ar- 
gues. Lappin  says  the  market  hit  bottom  the  day 
the  Fed  cut  interest  rates.  She  points  to  the  Nas- 
daq Composite  Index,  which  stood  at  2,262  that 
day  and  closed  on  Jan.  17  at  2,683. 

So  Lappin  has  been  buying  shares  of  two  of 
her  top  picks:  Excite@Home  (athm)  and  Info- 
Space (insp).  Lappin  says  shares  of  Excite,  the 
world's  largest  consumer  broadband  Internet 
service  company,  have  fallen  partly  because  of 
AT&T's  74%  voting  stake.  With  AT&T's  decision 
to  split  up,  Excite's  future  has  become  unclear. 
Its  stock  has  plunged,  to  3%  a  share  on  Dec.  22, 
from  44  on  Jan.  20,  2000,  and  now  trades  at  8. 

What  entices  Lappin  is  this:  AT&T  has  agreed 
to  buy  the  combined  16%  stake  owned  by  Com- 
cast and  Cox  Communications  for  $2.9  billion. 
Yet  Excite's  total  market  value  is  just  $3  billion. 
Evidently,  she  says,  AT&T  wouldn't  have  agreed 
to  pay  the  price  if  it  didn't  think  Excite  was 
worth  a  lot  more.  Excite  is  expected  to  earn 
25(2  a  share  in  2002,  up  from  about  4(2  in  2001. 
She  sees  its  stock  hitting  25  this  year  as  Excite's 
fate  becomes  clearer. 

InfoSpace,  a  provider  of 
Internet  infrastructure  ser- 
vices, hit  138  a  share  in  ear- 
ly March,  but  has  since 
crashed  to  9.  It  is  the  pow- 
er behind  3,100  Web  sites, 
including  those  run  by  AOL 
Time  Warner  and  Microsoft. 
InfoSpace  enables  sites  to 
be  more  user-friendly  and 
respond  quickly  to  requests 
for  information.  Lappin  sees 
InfoSpace  earning  130  a  share  in  2001,  up  from  5(2 
in  2000.  "The  stock  could  easily  double  this  year," 
she  says.  Gramercy  started  accumulating  about 
200,000  Excite  shares  in  early  December  at  an  av- 
erage cost  of  8  and  100,000  of  InfoSpace  at  10. 

VOLT  COULD  GET 
A  JOLT 


Ti 


\o  some  value  investors,  Volt  In- 
formation Sciences  (vol),  a  low- 
profile  Big  Board  company  with 
two  profitable  businesses,  is  ripe  for 
either  a  breakup  or  a  buyout.  The 
fourth-largest  provider  of  information 
technology  staffing  for  such  companies 
as  Microsoft  and  3M,  it  also  lays  fiber- 
optic cable  for  "last-mile  hookup"  to 
homes  and  offices  for  such  telecoms 


. 


as  Qwest  Communications.  "The  last  mile  is 
where  the  bottleneck  in  broadband  lies,  and  this 
work  hasn't  been  hit  by  the  slowdown  in  tele- 
com," says  Summit  Capital  President  John 
Rudolf,  who  has  been  buying  Volt  shares.  He 
says  Volt's  it  staffing  business  remains  strong  as 
companies  lay  off  permanent  workers. 

"Volt  is  a  sum-of-the-parts  play,"  Rudolf  says, 
that  could  end  with  the  company  breaking  up  to 
unlock  the  value  of  its  assets — or  "another  com- 
pany could  either  buy  one  part  or  all  of  its  as- 
sets." Either  way,  he  sees  the  stock  winding  up  a 
winner.  Now  at  22,  it  trades  at  9  times  estimat- 
ed 2001  profit  of  $2.30  a  share.  The  company 
earned  $2  a  share  in  2000.  Sales  are  expected  to 
hit  $2.4  billion  in  2001,  up  from  2000's  $2.1  billion. 

Yet  Volt's  market  cap  has  languished  at  just 
$343  million.  Based  on  earnings,  the  stock  is  worth 
35  to  40,  says  Rudolf.  And  in  a  buyout,  it's  worth 
close  to  50.  About  half  of  Volt's  stock  is  controlled 
by  Volt  Chairman  and  ceo  William  Shaw,  who  is 
in  his  mid-70s.  So  any  deal  has  to  be  friendly. 
Shaw  couldn't  be  reached  for  comment. 

TAKE-TWO:  THE  GAMES 
PEOPLE  PLAY 

Interactive  video  games  are  hotter  than  ever 
amid  buzz  from  Sony's  PlayStation  2  and  Mi- 
crosoft's Xbox  video  players.  "The  interactive 
software  game  industry  is  growing  faster  than 
any  other  entertainment  segment,"  says  analyst 
Richard  Zimmerman  at  securities  firm  Janney 
Montgomery  Scott. 

How  to  play  this  fervor?  One  "phenomenal 
growth  story"  is  Take-Two  Interactive  Software 
(ttwo),  a  developer,  publisher,  and  distributor  of 
interactive  software  games  for  PCs,  video-game 
consoles,  and  Palm-powered  handhelds,  says  Wed- 
bush  Morgan  Securities  analyst  Miguel  Inbarren. 
Take-Two  owns  a  "solid  library  of  game  content" 
that's  "well  positioned"  for 
the  new  slate  of  consoles, 
he  adds.  Take-Two  recently 
launched  two  very  success- 
ful new  games  for  PlaySta- 
tion 2,  Smuggler's  Run  and 
Midnight  Club:  Street  Rac- 
ing. They  ranked  fifth  and 
sixth  in  overall  industry 
sales  during  the  holiday 
weeks,  with  combined  sales 
of  $20  million  since  their 
launch  in  October,  says  Take-Two  President  Paul 
Eibeler.  Inbarren  figures  Take-Two  will  earn  $1.40 
a  share  on  sales  of  $500  million  this  year,  up  from 
880  on  $387  million  in  sales  in  2000.  Take-Two's 
stock,  now  at  12,  trades  at  a  p-e  of  10,  vs.  25 
among  its  peers.  Inbarren  rates  the  stock  a  "buy." 


BusinessWeek!  online 


Read  Gene  Marcial's  Inside  Wall  Street  Online  column 

Tuesday  afternoons  at  www.businessweek.com/today.htm. 

And  see  him  Fridays  at  11:30  a.m.  est  on  CNNfn. 
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ACROSS 

1.  Computer  storage  units, 
for  short 

5.  Small  bills 

9.  CBOT  offerings 

14.  British  composer 

15.  Treasury  security 

16.  Walter  _  Disney 

17.  Big  Apple  museum,  initially 

18.  Receipt  of  insurance 
proceeds 

20.  Memo  directive 

21.  Full-page  book  illustration 

22.  Keats  creations 

23.  Mesabi  output 


25.  Probability  quote 

27.  " Luxury" 

(see  page  at  right) 

32.  Left  the  market 

36.  Prefix  for  vegetarian 

37.  Things  to  count 

39.  Put  to  work 

40.  Warner 

41.  Choice  words 

42.  Texaco  symbol 

43.  Coffeemaker 

44.  Confused 

45.  Japanese  beer  brand 

46.  Hardly  visionary 
48.  Banquet  VIPs 


50.  Biblical  prophet 

52.  Telephonic  trio 

53.  Black  and  Decker 
competitor 

56.  One  of  the  Nikkei  225 

59.  Personnel  director's  woe 

63.  Creditor's  concern 

65.  Confident 

66.  Microsoft  co-founder 

67.  Brit's  floor  covering 

68.  "Grinding  It  Out" 
autobiographei 

69.  Disagreeable 

70.  Knight's  wife 
71  Vigorous  pull 


DOWN 

1.  Doll's  word 

2.  Piccadilly  statue 

3.  Mortgage-backed 
securities  source 

4.  Rotterdam  and  Newark 

5.  How  houses  may  be  built 

6.  Holiday  season 

7.  Feminine  name  ending 

8.  Altercation 

9.  Average  grade 

10.  Nearly 

11.  Wasn't  truthful 

12.  Big  name  in  cedar  chests 

13.  Beleaguered  planes 
19.  Accounting  book 
24. Grande 

26.  Windows  ancestor 

27.  Record  holder 

28.  Join  forces,  in  a  way 

29.  It  means  "money  saving" 
in  brand  names 

30.  Author  Beattie  et  al. 

31.  Computer-network 
processing  locations 

33.  Unconventional 

34.  Airline's  former  name 

35.  Aquatic  birds 

38.  Procter  and  Gamble  produc 

41.  Wholesale 

42.  United  Technologies 
subsidiary 

44.  Objective 

45.  Menninger  Clinic's  locale:  Abb 
47.  Warehouse  unit 
49.  Put  to  work 
5 1.  Royal  Dutch/ Group 

53.  Read  a  bar  code 

54.  Nut  used  for  soft  drinks 

55.  Misfortunes 

57.  Puccini  piece 

58.  Cape  Town  currency 

60.  Subjective  sensation 

61.  Household  appliance 
hi.  Liner  level 
64.  Whichever 


For  answers  to  this  puzzle: 

Turn  to  page  141  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 

www.businessweek.com  (URL:  www.businessweek.com/adsection/puzzlesbylincoln/index.htm) 

li   created  by:  Stanley  Newman. 


LINCOLN 


v/ww.lincolnvehicles.com 


Hours  from  the  city. 

A  twenty-acre  backyard. 
Nothing  to  do  but  a 


|    Define  luxury  for  yourself. 


4  I 


i\     I 


/ 


h  a  cabin  that's  beautifully  appointed  with  walnut  and  leather.  After  all, 
can  always  rough  it  when  you  get  there.  For  more  information,  or  to  schedule  a  test 
■,  visit  lincolnvehicles.com  or  call  800-688-8898. 
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Figures  of  the  Week 


STOCKS 


S&P  500 

Jan.    July    Jan.  Jan.  11-17 

1560  -  i  1370 


U.S.  MARKETS 


Jan.  17 


%  change 
Year  to    Last  12 
Week      date    months 


%  chc 


GLOBAL  MARKETS 


Jan.  17 


Year  tc 
Week     date 


1480 


1400 


1320 


1240 

COMMENTARY 

The  stock  market  is  still  gaining  ground, 
though  in  fits  and  starts.  A  steady 
stream  of  earnings  shortfalls  continue  to 
temper  enthusiasm  about  whether  the 
Fed's  interest-rate  cuts  would  recharge 
the  economy.  Tech  stocks  took  the  lead 
with  the  Nasdaq  rising  a  healthy  6.3%, 
though  it  faltered  at  the  end  of  the 
week.  The  S&P  index  rose  1.2%,  while 
the  blue-chip  Dow  was  virtually  flat. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1329.5  1.2 

Dow  Jones  Industrials  10,584.3  -0.2 

Nasdaq  Composite  2682.8  6.3 

S&P  MidCap  400  509.4  1.7 

S&P  SmallCap  600  222.9  3.4 

Wilshire  5000  12,310.1  2.0 

SECTORS 

Business  Week  50*  1004.7  2.2 

BusinessWeek  Info  Tech  100**    637.9  6.1 

S&P/BARRA  Growth  685.1  1.6 

S&P/BARRA  Value  647.0  0.9 

S&P  Energy  881.2  -0.6 

S&P  Financials  160.4  -0.2 

S&P  REIT  87.1  -0.2 

S&P  Transportation  708.5  -1.0 

S&P  Utilities  294.0  -1.8 

GSTI  Internet  205.8  10.5 

PSE  Technology  876.6  4.8 
*Mar.  19,  1999  =  1000       **Feb.  7,  2000=1000 


0.7 
-1.9 

8.6 
-1.4 

1.5 

1.1 


-9.3 
-9.7 

-34.0 
13.6 
11.2 

-10.8 


S&P  Euro  Plus  (U.S.  Dollar)         1425.7 


3.6 

-20.5 

12.8 

NA 

-0.4 

-21.7 

1.7 

5.0 

-5.4 

3.5 

-2.6 

20.3 

-1.0 

15.3 

1.6 

16.1 

-16.2 

21.6 

13.3 

-69.4 

7.6 

-10.7 

London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 
FUNDAMENTALS 


6197.4 

5884.1 

6653.4 
13,667.6 
15,261.5 

8879.4 

6078.3 
Jan.  16 


3.2 
2.3 
4.1 
5.3 
1.7 
-1.1 
3.2 
4.5 


Wk.  ago| 


S&P  500  Dividend  Yield                     1.19%  1.22% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)    25.6  25.0 

S&P  500  P/E  Ratio  (Next  12  mos.)*       21.9  21.5 

First  Call  Earnings  Surprise*              0.00%  -0.93% 
•First  Call  Corp. 

TECHNICAL  INDICATORS       Jan    16  Wk.  ago 


S&P  500  200-day  average  1424.2  1427.9 

Stocks  above  200-day  average  66.0%  63.0% 

Options:  Put/call  ratio  0.62  0.61 

Insiders:  Vickers  Sell/buy  ratio  1.88  1.77 


BEST-PERFORMING 
GROUPS 


Last 

month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Furnishings  &  Appliances 
Auto  Parts  &  Equip. 
Department  Stores 
Heavy-Duty  Trucks 
Hardware  &  Tools 


28.0 
26.5 
25.5 
22.5 
21.9 


Defense  Electronics 
Savings  &  Loans 
Homebuilding 
Tobacco 
Pollution  Control 


122.7 
76.6 
73.7 
72.4 
64.0 


Alcoholic  Beverages 
Electric  Companies 
Communications  Equip. 
Multiline  Insurers 
Property-Casual.  Insurers 


-17.6 
-12.9 
-11.2 
-11.2 
-9.7 


Metal  &  Glass  Contain 
Long-Dist.  Telecomms 
Office  Equip.  &  Suppl 
Steel 
Semiconductors 


f 


■  MUTUAL  FUNDS 

Week  ending  Jan.  16 
■  S&P  500  ■  U.S.  Diversified  BAN  Equity 
4-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return  % 

Leaders 

Small-cap  Value  7.5 

Communications  6.6 

Latin  America  6.1 

Mid-cap  Value  5.3 

Laggards 

Japan  -7.2 

Health  -7.0 

Diversified  Pacific/Asia  -2.6 

Utilities  -2.5 


52-week  total  return 

Leaders 

Financial 

Health 

Natural  Resources 

Real  Estate 

Laggards 

Technology 

Japan 

Diversified  Pacific/Asia 

Diversified  Emerging  Mkts. 


29.3 
23.2 
22.8 
22.0 

-32.2 
-32.2 
-30.3 
-28.9 


Weekending  Jan.  16 
■  S&P  500  ■  U.S.  Diversified  BAN  Equity 
52-week  total  return 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


Leaders 

Apex  Mid  Cap  Growth  32.7 

Dreyfus  Small  Co.  Val.  22.3 

Aegis  Value  20.4 

Frontier  Equity  20.0 
Laggards 

iShares  DJ  U.S.  Ind.  Sect.  41.7 

ProFunds  Ultrashort  OTC  -26.5 

CGM  Focus  -15.7 


Data;  Standard  &  Poor's 


Alliance  Sel.  Inv.  BioTech.     -14.6      ING  Internet  A 


Leaders 

Schroder  Cap.  Micro  Cap  155.2 

Amer.  Eagle  Cap.  Apprec.  105.4 

Evergreen  Health  Care  B  75.5 

State  St.  Res.  Glob.  Res.  A  73.6 
Laggards 

Jacob  Internet  -77.9 

Potomac  Internet  Plus  -75.8 

ProFunds  UltraOTC  Inv.  -72.4 
-68.2 


INTEREST  RATES 


KEY  RATES 


Jan.  17    Week  ago      Q! 


MONEY  MARKET  FUNDS 


6.00%       6.04% 


90-DAY  TREASURY  BILLS 


5.35 


5.29 


1-YEAR  TREASURY  BILLS 


4.92 


4.85 


10-YEAR  TREASURY  NOTES 


5.17 


5.09 


30-YEAR  TREASURY  BONDS 


5.52 


5.48 


30-YEAR  FIXED  MORTGAGE!        7.21 


6.92 


tBanxQuote,  Inc. 

Mm 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS  I 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  r 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond 


GENERAL  OBLIGATIONS 


4.25% 


TAXABLE  EQUIVALENT 


6.16 


INSURED  REVENUE  BONDS 


4.36 


TAXABLE  EQUIVALENT 


6.32 


I  THE  WEEK  AHEAD 


LEADING  INDICATORS  Monday,  Jan.  22,  10 
a.m.  est*  The  Conference  Board's  com- 
posite index  of  leading  indicators  proba- 
bly fell  0.3%  in  December,  after  falling 
0.2%  in  November.  That  is  the  median 
forecast  of  economists  surveyed  by  Stan- 
dard &  Poor's  mms,  a  unit  of  The  Mc- 
Graw-Hill Companies. 

EXISTING  HOME  SALES  Thursday,  Jan.  25, 
10  a.m.  est*-  Existing  homes  likely  sold 
at  a  seasonally  adjusted  annual  rate  of 
5  million  in  December,  down  from  5.22 


million  in  November,  according  to  the 
s&p  mms  median  forecast. 

EMPLOYMENT  COST  INDEX  Thursday,  Jan.  25, 
8:30  a.m.  est*  Compensation  in  the 
fourth  quarter  likely  increased  1.1%, 
says  the  s&p  mms  survey,  after  a  0.9% 
advance  in  the  third  quarter. 

INITIAL  UNEMPLOYMENT  CLAIMS  Thursday, 
Jan.  25,  8:30  a.m.  est*  New  filings  for 
state  unemployment  benefits  likely  rose 
to  360,000  for  the  week  ended  Jan.  20. 


Over  the  past  four  weeks,  jobless 
have  averaged  363,000.  In  late  C 
ber,  they  hit  a  52-week  high  of  3i 
a  sign  that  slower  economic  growl 
loosening  labor  markets. 

DURABLE  GOODS  ORDERS  Friday,  Jan. 
8:30  a.m.  est  *  New  orders  taker 
durable-goods  makers  likely  fell  b 
in  December,  a  sharp  reversal  froi 
2.5%  increase  in  November.  The 
ber  jump  was  exaggerated  by  a  si 
new  aircraft  orders. 
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BUSINESS  WEEK  FIFTY 

July 


Ian. 


is  on  a  roll.  The  index  rose  2.2%  this  week,  helped  by  a  spending  spree  in  tech  stocks.  New  ana- 
;e  on  Comverse  Technology  perked  up  the  stock,  which  rose  10.3%.  Software  developer  Adobe  Sys- 
d  16.9%  after  investing  $17  million  in  Kinecta,  a  developer  of  technology  for  Web-content  distribution 
_  ;ments  Adobe's  software.  Other  tech  gainers  were  AOL,  Dell  Computer,  and  Cisco  Systems. 


%c 

lange 

Since 

npany 

Week 

3/1/00 

oft 

0.1 

-41.7 

farner 

6.3 

-15.6 

Systems 

7.6 

-40.8 

1.5 

-7.0 

COMPANY  PERFORMANCE 


Rank      Company 


%  change 

Since 
Week     3/1/00 


26 

Intel 

-7.6 

-47.4 

27 

Tribune 

-0.2 

9.2 

28 

Xilinx 

-7.1 

-35.3 

29 

Enron 

3.2 

3.1 

ly  stems 

l  Stanley  Dean  Witter 

Technologies 
rse  Technology 

crosystems 

s  Schwab 

hpot 

mputer 

k  Appliance 
nic 


5.3 
7.4 
-6.0 
1.3 
6.4 


22.6 

-71.3 

7.5 

-41.1 

-70.9 


30  Lexmark  International  2.2  -59.0 

31  Omnicom  Group  3.5  -4.3 

32  America  Online  8.7  -14.4 

33  Guidant  -3.3  -32.2 

34  MBNA  3.8  63.8 


10.3 

11.4 

9.1 

3.4 

-2.2 


9.6 

-33.9 

-49.1 

-8.9 

-16.6 


35  Pfizer 

36  Solectron 

37  Gateway 

38  Wells  Fargo 

39  General  Dynamics 


-3.7 
8.7 

1.5 

1.4 

-4.6 


27.8 
11.2 
-71.0 
42.3 
57.5 


6.5 
-1.6 
11.8 

2.6 
-0.4 


-47.3 
10.6 

-33.6 

9.9 

-7.0 


ware 

I  Materials 
ternational 
ter  Associates 

jy 

mm 


13.7 
7.7 
2.9 
4.5 

11.3 
0.8 


-49.4 
-47.8 
57.9 
-56.4 
-18.4 
-47.5 


40  Texas  Instruments  8.9  -38.5 

41  Capital  One  Financial  5.1  75.5 

42  General  Electric  4.5  6.6 

43  Kansas  City  Southern  Industries  12.0  151.4 

44  Wal-Mart  Stores  4.4  10.1 

45  Paccar  2.6  20.6 

46  PE  Biosystems  Group  0.0  -17.9 

47  Merck  -2.3  35.4 

48  Adobe  Systems  16.9  6.6 

49  Reliant  Energy  -6.7  62.1 

50  Citigroup  -0.2  39.0 


'RODUCTION  INDEX 


Change  from  last  week:  0.( 
Change  from  last  yean  111 


IUSTRIAL  OUTPUT 

Jan.6=179.5 
1992=100 


»tt 


The  index  Is  a  4-week 
moving  average 


May 
2000 


Sept. 
2000 


Jan. 
2001 


ion  index  remained  unchanged  in  the  week 
I  Before  calculation  of  the  four-week  mov- 
the  index  fell  back  to  179.5,  from  181.3  in 
)ec.  30.  After  seasonal  adjustments,  crude- 
truck  assemblies,  and  rail-freight  traffic 
eply.  Steel  production  and  electric  power 
ile  coal  was  basically  flat.  Autos  and  lum- 
i  sharply,  were  the  only  industries  to  see 
ncreases. 

each  of  the  index  components  is  at  www.business- 
oroduction  index  Copyright  2000  by  The  McGraw-Hill 


■  ONLINE  RESOURCES 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

S&P  PERSONAL  WEALTH  Real  time  mar 
ket  coverage,  industry  analysis,  and 
personalized  retirement  advice. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Advanced  Internet 
Technologies  125 
Alliance  Fund  76 
Allstate  Insurance 
(ALL)  115 
Altman  Weil  115 
American  Asset 
Finance  115 
American  Century 
Vista  (TWCVX)  76 
American  Express 
(AXP)  128 
American  Home 
Products  (AHP)  115 
AOL  Time  Warner 
(AOL)  137 
Aquarius  Drinking 
Water  48 
Asian  Strategic 
Investments  48 
AT&T  (T)  137 
B 


Bank  One  (ONE)  40 
Baron  (BARAX)  78 
Beijing  Sanyuan 
Foods  48 

Blackstone  Group  46 
BMC  Software  (BMCS) 
76 

Bridgestone/Firestone 
(BRDCY)50,115 
C 


Carlsberg  48 
CBS  (VIA)  8 
Chevron  (CHV)  44 
China  Eastern  Airlines 
48 

Christian  &  Timbers 
58 

Cisco  Systems  (CSCO) 
76 

Clipper  Fund  (CFIMX) 
76 

Clorox  (CLX)  124 
Coca-Cola  (KO)  102 


Comcast  (CMCSK) 
137 

Commerce  One 
(CMRC)  125 
Continental  Materials 
(CUO)  32 

Cox  Communications 
(COX)  137 
CuraGen  46 


DaimlerChrysler(DCX) 
12 

DepoConnect.com 
115 

Deutsche  Banc  Alex. 
Brown  (DBK)  46, 124 
Digex(DIGX)  125 
DuPont(DD)  115 

E 


Eastman  Kodak  (EK) 
48 

Egreetings  Network 
(EGRT)  58 
Enron  (ENE)  44 
E*Trade  Group  (EGRP) 
133 

Evergreen  Capital 
Growth  Fund 
(ECPGX) 76 
Excite@Home  (ATHM) 
137 

ExpertFunding.com 
115 
EYT32 


Fidelity  Investments 
78 

First  Data  (FDC)  76 
Firsthand  Technology 
Value  Fund  (TVFQX) 
76 

Five  Star  Brewery  48 
FMC  (FMC)  32 
Focus  Twenty  Fund 
(MAFOX)  76 
foliofn  133 


Ford  (F)  12, 50, 113, 
115 

Forrester  Research 
(FORR)  128 
Founders  83 
Fox  (FOX)  64 
Freddie  Mac  (FRE)  68 
Frito-Lay  (PEP)  1 02 

G 


Gabelli  83 
Gam  (GAMNX)  78 
Gap  (GPS) 125 
General  Electric  (GE) 
76 

General  Motors  (GM) 
12,46,50,115 
Gerber  Products  124 
Global  Center  58 
Globalstar 
Telecommunications 
(GSTRF)  46 
Goldman  Sachs  (GS) 
24,48 

Gramercy  Capital 
Management  137 
Guangdong  Kelon 
Electrical  48 

H 


Halliburton  (HAL)  44 
H&R  Block  128 
H.D.  Vest  Financial 
Services  128 
Home  Depot  (HD)  144 


21 

InfoSpace  (INISP)  137 
Intel  (INTO  76 
Intuit  (INTU)  128 
IPS  (IPSMX)  78 
ISCG  32 


Jacob  Fund  (JAMFX) 

78 
Janney  Montgomery 

Scott  137 


Janus  Twenty  Fund 

(JAVLX)  76 
Johnson  &  Johnson 

(JNJ)  1 24 

K 


Kimberly-Clark  (KMB) 
124 
Kraft  Foods  (MO)  48 


Large  Company 

Growth  Fund  (NVLCX) 

76 

Long  March 

Pharmaceutical  48 

M 


McDonald's  (MCD) 
102 

McGraw-Hill  (MHP) 
20,68,138 
McKinsey  48 
Merrill  Lynch  (MER) 
24, 56, 76 
Meta  Group  (METG) 
125 

MFS  Emerging  Growth 
Fund  (MFEGX) 76 
Microsoft  (MSFT)  21, 
76,115,125,128, 
137 

Mitchell  Securities  40 
Moody's  Investors 
Service  40 

Morgan  Stanley  Dean 
Witter  (MWD)  28 
Motorola  (MOT)  102 

N 


NBC  (GE)  8 
Nestle  (NSRGY)  46 
Netcentives  (NCNT) 
58 

Netfolio  133 
New  Enterprise 
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he  Data  Availability  Company 


In  a  rocky  and  fiercely  competitive  global  economy,  your 
data  is  your  most  valuable  asset. 

Unrivaled  solutions  from  VERITAS  give  you  the  vital  edge 
necessary  to  scale  new  business  heights. 

VERITAS,  The  Data  Availability  Company,  provides  you 
with  essential,  industry-leading  software  solutions,  UNIX 
to  NT,  data  center  to  laptop,  to  continuously  access  and 
protect  your  business  critical  data. 


VERITAS 


J  S  I  N  E  5  S    WITHOUT    INTERRUPTION 


Editorials 


PUTTING  BRAKES  ON  THE  LITIGATION  MACHINE 


There  are  few  issues  that  are  more  politicized  in  America 
than  tort  reform.  Democrats  fight  it  in  the  name  of  con- 
sumer rights,  while  accepting  big  contributions  from  plaintiff 
lawyers.  Republicans  demand  it  in  the  name  of  economic  effi- 
ciency, while  accepting  large  contributions  from  the  business 
community.  But  strip  the  partisanship  away  and  the  facts 
themselves  reveal  that  a  new  form  of  automated  assembly-line, 
tort  litigation  is  costing  the  nation  nearly  2%  of  gross  domes- 
tic product  annually — twice  as  much  as  Europe  (page  114). 

The  litigation  machine  is  generating  an  increasing  number 
of  spurious  cases  that  compensate  consumers  for  injuries 
they  don't  suffer,  fix  social  problems  no  one  complains  about, 
or  avenge  trivial  misdeeds.  Last  year,  lawyers  filed  a  class  ac- 
tion against  Procter  &  Gamble,  Johnson  &  Johnson,  and  Col- 
gate-Palmolive, arguing  that  their  toothbrushes  were  dan- 
gerous when  used  improperly.  Toothbrushes?  The  corporations 
were  faced  with  a  $1  billion  jury  judgment.  Fortunately,  the 
Illinois  state  court  judge  kicked  the  case. 

Make  no  mistake.  Class  actions  can  be  a  powerful  force  for 
the  social  good.  Consumers  and  the  public  in  general  have 
benefited  from  suits  against  companies  that  fixed  prices  on  vi- 
tamins. Hemophiliacs  received  compensation  from  companies 
that  sold  them  HlV-tainted  blood.  And  employees  who  endured 
racial  discrimination  received  millions  of  dollars  in  just  com- 
pensation from  their  employers. 

But  some  plaintiff  lawyers  treat  class  actions  as  business 
ventures  rather  than  vehicles  for  helping  people.  They  first 
come  up  with  the  idea  for  a  suit  and  then  use  the  Internet  to 


find  potential  clients.  There  are  now  easy-to-use  litigatio 
packets  on  the  Net  to  facilitate  lawsuits,  and  Websites  to  fir 
experts  to  testify.  There  is  even  a  central  warehouse,  availab 
only  to  plaintiff  lawyers  and  not  the  public,  that  stores  h 
ternal  corporate  documents  uncovered  in  product-liabilit 
cases.  The  David  and  Goliath  battles  between  plaintiff  lawye: 
and  corporate  defense  attorneys  is  over.  Today,  the  fight  is  b 
tween  two  Goliaths. 

The  Bush  Administration  is  rightly  making  tort  reform 
priority.  It  should,  however,  target  abusive  lawsuits,  not  all 
them.  One  proposal,  to  have  losers  in  class  actions  pay  all  tj 
litigation  costs  of  the  corporations  being  sued,  is  too  onerot 
It  would  effectively  strip  most  consumers  of  their  right 
participate  in  any  class  action.  A  better  Administration  idj 
is  to  shift  the  venue  of  class  actions  away  from  state  to  fe 
eral  courts.  Campaign  contributions  by  plaintiff  lawyers  plj 
an  increasing  role  in  getting  sympathetic  judges  elected  at  t| 
state  level. 

It  is  the  judges  themselves  who  can  play  the  most  effecti] 
role  in  cutting  down  frivolous  litigation  by  using  their  po\ 
to  dismiss.  Under  heavy  pressure  to  clear  dockets,  judges  nJ 
encourage  parties  to  settle.  They  then  issue  protective  ordd 
to  keep  evidence  from  the  public,  further  encouraging  cla 
action  settlements.  This  just  keeps  the  game  going.  Tl 
abuse  in  the  name  of  tidiness  has  got  to  end.  If  a  case 
pears  frivolous,  it  should  be  dismissed  quickly.  A  legal  mej 
anism  for  protecting  the  weak  is  being  exploited  for  ill  gi\ 
It's  time  for  sensible  tort  reform. 


FAST-TRACK:  FULL  SPEED  AHEAD 


America's  trade  policy  is  a  mess,  and  fixing  it  should  be  a 
high  priority  for  the  new  Administration.  Caught  be- 
tween left  and  right  in  Congress,  mired  in  petty  bickering  be- 
tween Washington  and  Brussels,  and  undermined  by  anti- 
globalization  groups,  free  trade  is  losing  legitimacy.  It's  time 
to  change  course  before  the  U.S.  economic  slowdown  pro- 
vokes a  damaging  protectionism.  Here's  what  should  be  done. 

The  new  U.  S.  Trade  Representative  Robert  Zoellick  should 
use  the  recently  signed  trade  treaty  with  Jordan  as  a  model 
to  persuade  Congress  to  return  fast-track  authority  to  the 
Presidency.  Congress  took  that  authority  away  from  President 
Clinton  when  unions  and  lobbying  groups  insisted  on  includ- 
ing labor  and  environmental  protections  in  trade  legislation. 

The  Jordan  trade  pact,  and  pending  agreements  with  Chile 
and  Singapore,  offer  a  way  out.  Signatories  agree  to  enforce 
their  own  labor  laws  and  not  sacrifice  environmental  regula- 
tion: for  foreign  investment.  All  have  world-standard  laws  on 
their  books.  There  are  few  sanctions  attached  to  the  treaty. 

These  protections  should  be  sufficient  to  satisfy  both  lib- 
n id  conservatives  in  Congress.  Well-intentioned  as  it 


may  be,  it  is  unrealistic  and  unreasonable  to  foist  First  W<j 
labor  and  environmental  standards  on  emerging  nations, 
dia  and  Mexico,  both  democracies,  have  made  it  abundaij 
clear  they  object.  Besides,  U.  S.  consumer  groups  have  sh(j 
they  have  the  clout  to  persuade  Nike,  Home  Depot, 
Starbucks  to  raise  the  standards  of  their  overseas  op<| 
tions  without  mandating  labor  standards  in  trade  legislat 
It  is  equally  unrealistic  for  the  U.  S.  Chamber  of  Comm^ 
and  other  business  lobbying  organizations  to  oppose  any 
erence  to  working  conditions  and  the  environment  in 
eign  trade  treaties.  Global  flows  of  capital  and  goods  clej 
have  an  enormous  impact  in  Asia,  Latin  America,  and 

The  new  ustr  has  a  lot  on  his  plate.  He  must  persuade  I 
rope  to  abide  by  several  World  Trade  Organization  decisl 
that  favor  the  U.  S.  on  bananas.  Chiquita  Brands  is  in  deel 
nancial  trouble  due  to  European  intransigence.  But  the  restl 
tion  of  fast-track  authority  should  be  the  overriding  tradcl 
jective  of  the  Bush  Administration.  With  fast -track,  it| 
proceed  with  its  goal  of  establishing  a  Free  Trade  Area  oi 
Americas  that  extends  naita  from  the  Yukon  to  Patagoi 
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DESIGNATE  YOURSELF 


EXECUTIVE 

FREEDOM 

FIGHTER. 


Rattle  some  cages.  Deploy  the  troops.  It's  time  to  power  up  your  enterprise's  collaborative  network.  After  all,  it's 
collaboration  that's  driving  profitability  in  the  Internet  Economy.  A  collaborative  network  lets  you  share  information 
and  processes  with  the  outside  world  —  so  you  can  harness  the  power  of  your  partners,  vendors,  customers  and 
employees  to  boost  efficiencies,  build  value  and  achieve  competitive  advantage.  But  to  collaborate,  you  need 
absolute  freedom.  That's  what  you  get  from  ).D.  Edwards.  We  provide  the  only  Web-enabled,  enterprise-wide  founda- 
tion that  gives  you  the  freedom  to  choose  the  best  solutions.  You  can  run  with  any  idea.  Plug  in  any  application. 
And  connect  with  any  business  partner  running  any  software.  Ready  to  enlist?  Visit  www.jdedwards.com/freedom 
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Ji  Peace  of  mind. 


Discover  all  that's  possible  on  the  Internet. 
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A  mother  casts  a  sidelong  glance.  A  father  takes  a  quick,  admiring  look.  Smiling  back  at  them  is  a  revolution  in  daycare.  With 
the  installation  of  Internet  cameras,  many  daycare  centers  are  now  enabling  parents  to  look  in  on  their  children  from  a  whole 
new  vantage  point:  their  desktop. The  power  of  the  Internet  to  put  people  first  is  something  Cisco  Systems  understood  long 
before  building  our  own  first  daycare  center.  As  a  source  of  our  own  success,  we've  seen  the  profoundly  positive  effect  the 
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Internet  has  had  on  a  whole  host  of  employee  services.  Many  of  which  your  own  company  may  not 
have  even  considered  yet.  So  for  your  own  peace  of  mind,  whether  you  manage  your  own  network, 
or  use  a  service  provider  with  a  Cisco  Powered  Network  tUolSCO'  let  us  show  you  how  to  put  the 
Internet  to  work  for  you.  And  show  you  all  the  benefits  that  follow  from  it.  Visit  cisco.com/go/iq 
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Ever  dreamed  Of  being  more?   If  you  feel  you're  not  living  up  to  your  full  potential, 
come  to  Randstad.  We'll  work  to  learn  your  skills,  your  talents  and  your  ambitions,  then  represent 
and  market  you  to  thousands  of  employers  (at  no  cost),  finding  the  best  opportunities  for  you — 
full-time,  part-time,  anytime.  With  over  500  offices  in  the  U.S.,  Randstad  makes  it  easy  for 
you  to  succeed.  Enjoy  your  dream  while  you're  still  awake. 
Call  1-877-922-2468  or  visit  www.us.randstad.com. 
professional    •   technical    •   office    •   creative    •   industrial 
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HANDHELD  EDITION 


Put  us  on  your  Palm! 
Get  news  from  Daily 
Briefing,  s&p  data, 
and  more.  Visit 
AvantGo.com  to 
sign  up. 
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Tempted  by  Cisco? 

Way  off  its  highs,  tech  powerhouse  Cisco 
now  seems  cheap.  But  investors  beware: 
Its  near-term  prospects  are  mixed 


DAILY 
BRIEFING 


Business  and  investing  news, 
commentary,  and  analysis 


HIlHillH 

4    * 


www.businessweek.com/bwdai 


ANALYSIS:  Before  long,  brewer  Foster's  could  end  up 
being  Australian  for  "takeover" 
COMMENTARY:  The  potential  failure  of  California's 
utilities  will  reverberate  throughout  America 


INVESTING 


In  partnership  with 
Standard  &  Poor's 


www.businessweek.com/investor/ 


UCIAf  I  ^^  Online's  Investing  channel  now  includes  the  former 

ll  Ee  WW  ■  s&P  Personal  Wealth.  You'll  find  market  news,  advice  froi 
s&P  analysts,  and  a  new  portfolio  tracker 


SMALL 
BUSINESS 


'i  A  resource  for 
A  entrepreneurs 


frontier.businessweek.cfi 


IN  BOX:  Entrepreneurs  don't  see  the  Fed's 
rate  cut  having  much  impact  because  banks 
were  already  discounting  loans 


Dront 


.a 


u 


TECHNOLOGY 


State-of-the-art 
coverage  of  info  tech 


www.businessweek.com/technolol 


ANALYSIS:  Under  FCC  Chairman  Michael 
Powell,  expect  less  regulation  and  greater 
encouragement  of  high-speed  Net  services 


B-SCHOOLS 


Business  Week's  exclusive 
rankings  and  profiles 


www.businessweek.com/bschoc 


NEWS:  Burned  by  the  dot-com  meltdown,  fledgling  MBAs  are  lookinj 
to  their  alma  maters  for  help  in  finding  traditional  jobs 


GLOBAL 
BUSINESS 


In-depth  coverage  of  Asia, 
Europe,  and  Latin  America 


www.businesswwk.coin/Klobalb 


Q&A:  Indonesia's  President  Abdurrahman  Wahid  talks  about  foreigi 
investment,  the  military,  the  IMF,  and  his  health 


CAREERS 


Advice  and  tools  for 
upper-management  job  seekers 


www.biisincsswot'k.com/caree 


LEADER'S  EDGE:  In  today's  cutthroat 
corporate  landscape,  each  player  must 
contribute  to  the  team — or  else 


IS  LeadersOnlin 


WATCH  IT 


BLOW  THE  PAPER  TRAYS  OFF 


THE  COMPETITION. 


ox  Phaser  1235  Color  Printer 
ppm  at  1200  dpi,  $3599* 


Three  times  faster  than  any  color  laser  printer. 

Introducing  the  Xerox  Phaser®  1235  color  printer,  the  latest  breakthrough  in  network  printers  from  the  combined  expertise  of  Tektronix 

and  Xerox.  With  amazing  1200-dpi  color  at  12  ppm,  and  black  and  white  at  20  ppm,  Xerox  brings  color  printing  up  to  the  speed  of 

today's  business.  And,  since  every  model  comes  network-ready  with  fast  Ethernet  and  a  366  MHz  processor,  your  office  can  say  goodbye 

to  long  lines  at  the  printer.  To  see  our  full  line  of  color  and  black  and  white  network  printers  that  leaves  the  competition  in  the  dust, 

call  1-877-362-6567  ext.  1764  or  visit  us  at  www.xerox.com/officeprinting/speedl764. 


iE¥/6rMM^T  Company 

XEROX 


XEROX  PRINTERS  MAKE  IT  HAPPEN. 


XEROX 

NETWORK  PRINTERS 


IMS2000  XEROX  CORPORATION  All  rights  reserved   Xero*'.  The  Document  Company  and  Phaser'  are  trademarks  ol  XEROX  CORPORATION   Tektronn  is  a  trademark  otTeklrom.,  inc  licensed  to  XEROX  CORPORATION   'Estimated  U  S  retail  price  Reseller  pre*  may  vary 


1999 


athtub. 


I         I     lOI P.  I     "HI 


iy   does    the  world   persist    in    reinventing   things   that 
just   fine    in   the   first   place?    It's    called   progress. 
We're   building   a    new   utility   company.    One   that   does 
energy,    infrastructure   and   yes,  ideas. 


Exel 


on 


Welcome  change. 


Up  Front 


EDITED  BY  SHERIDAN  PRASSO 


SLIMMING  DOWN 

BOEING  JETTISONS 
A  PLANT 

AN  EXECUTIVE  AT  BOEING  CO. 

has  told  BusinessWeek  that 
the  company  will  shut  down 
its  massive  737  and  757  as- 
sembly lines  on  the  southern 
outskirts  of  Seattle  and  com- 
bine them  with  the  existing 
747  widebody  plant  to  the 
north,  in  Everett,  Wash.  The 
dramatic  move   could   save 


EVERETT:  Production  shift 

Boeing  $1  billion  a  year  and 
make  it  the  leaner  machine 
it  needs  to  be  to  surpass 
Europe's  subsidized  Airbus 
Industrie. 

In  addition,  Boeing  plans 
to  outsource  more  compo- 
nents, cut  a  number  of  sup- 
pliers, and  sell  off  real  estate 
in  27  states.  And,  for  the  first 


time  ever,  Boeing  will  farm 
out  wing  manufacturing  for 
its  new  747X,  to  Mitsubishi 
Heavy  Industries  of  Japan. 
A  Boeing  spokesman  declined 
to  confirm  the  cost  cuts  but 
said:  "We  continue  to  be  in  a 
tight,  competitive  environ- 
ment. We  have  to  continue 
to  keep  reducing  costs."  The 
goal  is  to  transform  Boeing 
into  a  company  focused  on 
design,  marketing,  and  as- 
sembly, while  letting  others 
build  the  parts. 

The  8,000  employees 
at  the  shuttered  plant  in 
Renton  will  be  offered 
jobs  in  Everett.  But 
Boeing  is  counting  on  at- 
trition to  trim  the  body 
count.  And  it  can  antici- 
pate trouble  with  unions, 
including  legal  action. 

Now  isn't  the  time 
for  a  labor  battle.  Air- 
bus is  lightspeed  ahead 
in  new  models  and  tech- 
nology.  The  European 
consortium  has  60  orders  for 
its  A380  superjumbo,  while 
Boeing's  new  version  of  the 
747  has  yet  to  book  its  first 
order.  With  commercial  jet 
deliveries  expected  to  flatten 
over  the  next  two  years, 
Boeing  can't  afford  to  wait  to 
become  a  new  kind  of  aircraft 
company.        Stanley  Holmes 


THE  LIST 

EUREKA! 

If  you're  a  brainstormer,  ideas.com      ^K~" 
wants  you.  It  hosts  queries  from            .^R?rP 
companies  on  the  lookout  for  the       ^J   wkgm 
next  big  product.  If  the  company           ^B/      v 
picks  your  idea,  it  pays.                             Ul 

COMPANY 

WHAT  THEY'RE  SEEKING 

WHAT  THEY  PAY 

INTERNATIONAL 
PAPER 

A  way  to  make  paper      fl 
three-dimensional           fl 

$2,500 

S.C.  JOHNSON 

Products  that  help  keep  mk 
home  surfaces  clean       ^^ 

$5,000 

COCA-COLA 

Healthy  drink  for  kids' 
school  lunches 

$5,000 

SEARS 
ROEBUCK 

The  next  hot  tool  for  the  home 
workbench  or  toolbox 

$5,000 

Data:  ldeas.com 

TALK  SHOW  4'It  is  really  about  getting  the  company  reac 
to  take  the  next  step" 

— Robert  Pittman,co-COO  of  AOL  Time  Warner,  speaking  to  The 
New  York  Times  about  the  company's  announcement  of  layoffs 


ZETSCHE:    decided     to 
Hits  wall    back  their  deli\ 
_  trucks  after  slj 
ping  engine  and  electrorj 
components  to  Chrysler  fa{ 
ries  earlier  this  month. 
70  out  of  Chrysler's  top 
suppliers  have  refused  flat-l 
to  accept  Zetsche's  demaif 
Even   so,  the  company 
avoided  production  stoppaj| 
and  Zetsche  insists  many 
pliers  are  cooperating. 

The  problem  is  now 
enough  that  Chrysler  is 
culating  an  internal  repor 
managers  warning  of  cor 
nies  that  might  stop  shipj 
parts.  Officially,  Chrysler 
that  it  is  sticking  by  its 
ings  target,  which  would 
erate  $2  billion  in  price  cl 
With  a  $512  million  loss  in  [ 
third  quarter  and  $1.3  bil 
in  red  ink  expected  from  | 
fourth,  the  company  ne 
those  savings  now.  Howel 
with  so  many  suppliers  fijf 
ing  back,  it's  going  to 
tough  battle.  Jeff  ( 


MOTOR  CITY  BLUES 

AS  SUPPLIERS  BALK, 
CHRYSLER  BLINKS 

THE  FIRST  STEP  OF  DAIMLER- 

Chrysler's  U.S.  turnaround 
strategy  has  hit  a  rough 
patch.  Faced  with  a  revolt 
among  parts  suppliers  being 
pressed  for  5%  price  cuts, 
Chrysler  Group  ceo  Deiter 
Zetsche  was  forced  to  back 
down  and  renegotiate  how 
much  he'll  pay  for  parts. 

Industry   sources   say   at 
least  four  auto-parts  suppliers 


CAR  TALK 

BABY  LINCOLN:  A 
GLEAM  IN  FORD'S  EYE 

FORD  MOTOR'S  LUXURY  DIVISION, 

Lincoln,  is  the  latest  auto 
maker  with  BMW  envy. 
Stodgy  ol'  Lincoln,  known  for 
selling  Town  Cars  to  six- 
tysomethings  in  Florida, 
plans  to  launch  a 
smaller,  hipper 
car  by  2004. 
The  model 
will  com- 
pete with 
BMW's  hot-sell 

ing  entry-lev-  330i  BEEMER 
el  3-series,  ~ 
the  so-called  Baby  Beemers. 
A  Baby  Lincoln?  Seems  so. 
The  new  car,  along  with  the 
current  Lincoln  l,s  midsize 
sedan,  are  further  attempts 
by  Lincoln  to  reach  younger 
buyers,  according  to  industry 
sources.  James  Hall,  vice-pres- 
ident of  AutoPaedflc  I  nc,  fore- 
casts sales  of  about  20,000 
car's,  and  says  the  model  could 


be  sold  in  Europe  as 
James  Rogers,  general 
keting  manager  at  Linc| 
will  only  say:  "Our  intentic 
to  have  a  full  product  line 
Lincoln  will  have  plentj 
competition.  Audi's  all-if 
A4,  which  goes  on  sale 
fall,  is  designed  to  match  | 
3-series'  sporty  driving 
formance  and  its  price  of  J 
over    $30,000. 
Ford's       Bri| 
Jaguar 
will 
get 
ries 
ers 
fall  wij 
$35,000   small   sedan. 
General  Motors'  Cadillac- 
plans  to  launch  its  Ca\ 
midsize  model  this  year. 

No  wonder  carmakers! 
setting  their  sights  on  I] 
Sales  of  the  8-series   I 

10%,  tO  1)0,000  cars,  last   \| 
propelling  BMW's  overall 
to  nearly  catch   up  to 
coin's.  Time   for   Lincolil 
step  on  it.  David  \\ 
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zing  a  trail  into  e-business  doesn't  have  to  be  a  test  of  courage.  Not  if  you  follow  Lawson.  We've  been 
wn  this  run  with  thousands  of  businesses  like  yours.  They  found  our  proven  Internet  solutions  let  them  operate 


>re  efficiently  but  without  the  worry.  To  see  how  we  can  help  you,  ask  for  our  detailed  e-Business  Success  Kit. 


t  visit  www.lawson.com/success806s  or  call   1-800-477-1357.  code  806s. 


u\wson 


PROVEN. 


Up  Front 


gan,  and  Goldman?  Bor- 
ng!  McKinsey  and  An- 
dersen? No  stock  op- 
tions! So  top-tier  biz 
school  grads  clamored 
to    be    part    of    the 
Net's  Next  Big  Thing. 
That's   now  changed. 


BUSINESS  SPEAK 

SUDDENLY,  E-COOL 
ISN'T  COOL  AT  ALL 

OVER   THE    PAST   FEW   YEARS, 

going  to  work  for  a  dot-com 
was  all  the  rage  among  new- 
ly minted  mbas.  Working  for 
traditional  employers — such 
as  consultants  and  investment 
banks — was  not.  Merrill,  Mor- 


I  With  dot-coms  flopping 
all  over,  this  year's  top 
MBA  grads  want  to  go 
back  to  the  traditional 
trades.  Here's  a  look 
at  the  campus  lingo  that 

reflects  the  trend: 

■  B2B.  Think  that  this  means 
business-to-business?  Nope. 
B-school  students  say,  "back 
to  banking." 

■  B2C.  Consumers?  No.  "Back 
to  consulting." 

■  E-biz.  It's  a  joke  among 
b-schoolers,  who  say,  "E-fizz." 

With  the  dot-com  hype  ma- 
chine now  on  pause,  let's  add 
another  one:  B2P,  or  "back  to 
pinstripes."  Jennifer  Merritt 


GREEN  WATCH 

NO  DAY  AT  THE  BEACH 
FOR  THE  BOSS 

IN  THEIR  HEYDAY,  AMERICA'S 
boardwalks  were  a  place  of 
escape,  offering  families  a 
carefree  day  at  the  seaside. 
But  many  fell  into  ruin.  And 


no  place  epitomizes  their  fate 
more  than  Asbury  Park,  N.J., 
which  launched  rocker  Bruce 
Springsteen  and  inspired 
many  of  his  songs,  including, 
aptly,  "City  of  Ruins." 

A  $3  million  project  to  re- 


store part  of  Asbury's  mile- 
long  boardwalk  is  underway. 
But  despite  the  hundreds 
of  thousands  of  dollars 
raised — including  by  Spring- 
steen himself — controversy  is 
threatening  to  stall  it.  Envi- 
ronmentalists are  filing  suit 
to  block  the  City  Council 
from  using  uncertified  ipe 
hardwood  from  Brazil. 
They  want  only  wood 
certified  as  logged  un- 
der environmentally 
sound  conditions — or 
alternatives  such  as 
recycled-plastic  "lum- 
ber." "The  city  has 
made  a  big  mistake, 
and  the  rain  forests  of 
Brazil  are  going  to  pay  for 
it,"  says  Tim  Keating  of 
Rainforest  Relief.  Now  the 
state  is  getting  involved,  de- 
manding proof  that  the  city 
has  investigated  alternatives. 
But  planners  say  certified 
wood  costs  160%  more  than 
noncertified  and  is  the  wrong 
size.  It's  "quite  a  burden  for 
the  taxpayers,"  says  Terrance 
Weldon,  interim  city  manag- 
er. Sadly,  the  debate  may  keep 
Asbury  Park  the  City  of  Ruins 
a  little  longer.        Joan  Oleck 


WILD  BLUE  YONDER 


PASSENGERS  TO  AIRLINE:  BUTT  OUT 


here's  a  story  that  speaks 
volumes    about    a    Japan 
where  consumer  activism 
is  growing,  the  number 
of  smokers  is  falling, 
and    an    antismoking 
movement  is  on  the  rise. 

Japan's  Hokkaido  Inter- 
national Airlines  Co.,  or 
Air  Do,  decided  to  buck 
the  "no  smoking"  trend  in  a 
bid  to  lure  hard-core  nicotine 
addicts  put  off  by  smoke-free 
planes.  The  airline's  flights 
were  half  full,  and  it  was  $30 
million  in  the  red.  So  on  Dec. 
1,  it  introduced  a  smoking 
section  on  its  six  daily  flights 
between  Tokyo  and  Sapporo, 
the  main  city  on  the  island 
of  Hokkaido — the  busiest  air- 
traffic  route  in  the  world. 

But  the  ploy  backfired.  Al- 
though   Hokkaido    has    the 


highest  smoking  rate 
Japan,  Air  Do  immediat 
received  more  than  100  c; 
and  letters,  mostly  cc 
plaints.  Worse,  just  22% 
the  70-seat  smoking  area 
filled  during  the  busy  end- 
year  travel  season.  Now, 
Do's  incoming  preside 
Michimasu  Ishiko,  says  h 
extinguish  the  smoking  pol 
in  March.  Ken  Belt 


THE  BIG  PICTURE 


FINANCES  ONLINE?  NOT  YET 


The  Net  remains  more  a  source 
of  information  for  financial 
transactions  than  a  means 
of  conducting  them.  But 
projections  for  the  future  of 
online  banking  and  investing 
are  rosy. 


BASE  IS  551  ADULT 

RF.SP0NDF.NTS 

OF  A  TOTAL  1,001 

SURVEY  SAMPLE 

WITH  INTERNET 

ACCESS.  MULTIPLE 

RESPONSES 

ACCEPTED 


USE  OF  INTERNET  FOR 
FINANCIAL  TRANSACTIONS 


GET  GENERAL 
INVESTMENT  INFO 

MONITOR  PERSONAL 
INVESTMENTS 

BANK  ACCOUNT  , ... 

TRANSFERS/TRANSACTIONS  **'" 

TRADE  STOCKS/OTHER 

INVESTMENTS 

PAY  BILLS  13% 

NONE  OF  THE  ABOVE  47% 


39% 


27% 


13% 


FOOTNOTES  How  many  phone  numbers  do  people  know  from  memory?  More  than  20:  34%;  11  to  20:  22%;  less  than  10:  44% 
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l):il:i:  Sl'.C  Communications! 


i 


Anyone  can  make  an  SUV. 
We  made  a  Mercedes-Benz 


It  is  built  using  cutting-edge  safety  technologies  like  the  Electronic  Stability  Program 
and  Tele  Aid*  Its  bumper  heights  are  more  aligned  with  passenger  cars,  to  be 
safer  for  everyone's  family.  Yes,  the  M-Class  is  a  true  Mercedes.  To  learn  more,  call 
1-800-FOR-MERCEDES,  or  visit  us  at  www.MBUSA.com.  The  M-Class  starts  at  $35,800* 


?P  for  a  2001  ML320  at  $35,800  exciudes$64^raSortatior^hare^Kxe^S^ 

xmphance  fees,  and  finance  charges.  Prices  may  vary  by  retailer  <  Te 1 Aid  <Wes ™^^^i^n' fXnlZPn     8  '  P  6P  Ch3LgeS'  insurance'  °Ptl0nal  equipment,  certificate  of  compliance 
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YES,  BOB  PITTMAN 
IS  A  PILOT 


Bob  Pittman  may  be  remarkably  well 
suited  to  pilot  aol  Time  Warner  as  well 
as  his  own  Falcon  20  jet  or  Bell  heli- 
copter ("Show  Time!"  Cover  Story,  Jan. 
15).  But  having  lost  his  right  eye  in  an 
accident  at  age  six,  is  he  so  persuasive 
that  he  could  pass  the  vision  portion  of 
the  Federal  Aviation  Administration 
third-class  medical  exam  that  requires 
20/40  vision  corrected  or  uncorrected  in 
both  eyes? 

Jim  McKeon 
Mission  Viejo,  Calif. 
Editor's  note:  The  faa  says  it  grants 
medical  waivers  to  pilots  who  have  lost 
one  eye,  so  long  as  the  other  eye  has 
20/JfO  vision.  Pilots  with  this  disability 
must  demonstrate  to  the  faa  that  they 
can  overcome  it.  Pittman  holds  a  valid 
"statement  of  demonstrated  ability," 
a.k.a.  a  medical  waiver. 

AN  INTEREST-RATE  CUT 

CAN'T  COMPARE  WITH  A  TAX  CREDIT 

Lowering  interest  rates  will  not  pre- 
vent a  possible  recession  or  depression 
("The  kindest  cut  of  all,"  News:  Analysis 
&  Commentary,  Jan.  15).  More  than  any 
tax  reduction,  a  5%  or  10%  tax  credit  on 
2000  income,  taking  effect  Apr.  15,  2001, 
would  give  an  immediate  boost  to  the 
economy. 

Judson  H.  Spencer 
New  York 

A  REPUBLICAN  DIVIDE 

OVER  FISCAL  POLICY 

Although  I'm  an  unabashed  Bush  afi- 
cionado, do  we  really  need  a  cut  that 
primarily  benefits  the  already  well-off 
("Tax  cuts:  Take  Greenspan's  advice," 
Editorials,  Jan.  15)?  I  would  prefer  to 


CORRECTIONS  &  CLARIFICATIOt 

In  the  table  accompanying  "Sometir 
less  is  less"  (Technology  &  You,  Jan.  15) 
specifications  for  the  Compaq  iPAQ  Ho 
Internet  Appliance  and  the  Gateway  C< 
nected  Touch  Pad  were  reversed. 

"The  Ins  and  Outs  of  Cash  Flow"  (Bu 
nessWeek  Investor,  Jan.  22)  incorrectly  st 
ed  that  rising  receivables  and  inventori 
and  falling  accounts  payable  lowered 
cent  Technologies'  cash  by  $3.8  billion 
the  third  quarter.  Actually,  this  reduction 
curred  over  the  first  nine  months  of" 
company's  fiscal  year. 


see  my  15%  tax  rate  contribute  to 
reduction  of  the  debt  load  falling 
posterity,  instead  of  having  it  reduce 
the  10%  proposed  by  George  W. 

Fred  Kreyen 
Hollister,  C 

I  vote  Republican  because  they 
port  a  lack  of  government  interven 
Bush  is  setting  the  groundwork  fo 
active,  and  perhaps  abrasive,  rol 
regard  to  the  Fed  and  is  adoptir 
Keynesian  fiscal  approach.  If  this  k 
up  I  might  have  to  start  voting  D« 
crat.  Ouch!  Sorry,  scratch  that. 
Libertarian. 

Steve  Edmun 
Reno, 

The  boom  clearly  began  with 
gan's  tax-rate  cutting  in  the  early 
and  faltered  briefly  under  Bush 
taxes  were  raised.  Slashing  int 
rates  and  dramatically  lowering 
ginal  tax  rates  will  again  cure  the 
down.  It  works  every  time  it  is  tri 
Steven  H.  Van 
Ponte  Vedra  Beach, 
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A  QUESTION  OF  INTENT 

A  Great  American  Battle  with  a  Deadly  Industry 

By  David  Kessler 
PublicAffairs  •  492pp  •  $27.50 


BRINGING  BIG  TOBACCO 
DOWN  TO  SIZE 


Throughout  much  of  1995,  contro- 
versial Food  &  Drug  Administra- 
tion chief  Dr.  David  Kessler  had 
been  waging  a  "battle  for  the  President's 
soul."  Kessler  wanted  the  FDA  to  take 
the  unprecedented  step  of  regulating  to- 
bacco products.  But  the  White  House 
was  reeling  from  the  Democrats'  loss  of 
Congress.  And  politicos  like  White  House 
Chief  of  Staff  Leon  Panetta  were  petri- 
fied that  a  quixotic  quest  to  reduce  smok- 
ing would  be  political  suicide. 

Slowly,  however,  Kessler's  back  door 
campaign  began  to  pay  off.  The  FDA 
tobacco  team  found  allies  in  Vice-Presi- 
dent Al  Gore  and  Clinton's  behind-the- 
scenes  adviser,  Dick  Morris.  "The  Pres- 
ident said  he  was  in  a  hole  and  had  to 
'throw  long,'"  Kessler  recounts.  Chal- 
lenge the  tobacco  companies,  Morris  re- 
sponded. Intrigued,  the  President  took  a 
look  himself  at  the  growing  evidence  of 
the  industry's  decades  of  deceit.  "I  want 
to  kill  them.  I  just  read  all  those  docu- 
ments, and  I  want  to  kill  them,"  Clinton 
fumed  to  Kessler.  The  long  struggle  was 
finally  over,  the  FDA  chief  thought. 

Well,  not  quite.  "In  fact,  neither  the 
President  nor  Panetta  had  entirely 
abandoned  the  possibility  of  a  compro- 
mise with  the  industry,"  Kessler  writes. 
Such  an  agreement  almost  took  place. 
Just  before  the  White  House's  Aug.  10, 
1995,  announcement  of  the  Administra- 
tion's historic  tobacco  regulations, 
Kessler  remembers,  "Clinton  looked  at 
me,  putting  his  thumb  and  forefinger 
just  a  fraction  of  an  inch  apart,  and  said 
the  White  House  had  come  that  close  to 
brokering  a  deal." 

It's  one  of  the  many  revealing  mo- 
ments in  Kessler's  surprisingly  com- 
pelling A  Question  of  Intent — and  yet 
another  reminder  of  the  disillusioning 
ways  of  Washington.  Indeed,  Kessler 
paints  a  vivid  picture  of  a  world  where 
Congressmen  read  blindly  from  the  to- 
bacco industry's  script  of  lies,  where 


lawyers  sell  their  integrity  for  a  few 
thousand  pieces  of  silver,  and  where 
companies  openly  brag  that  "we've  got 
more  money  than  God"  while  scheming 
to  boost  sales  of  their  killer  products. 

The  broad  outlines  of  the  story  are 
well  known.  The  earnest  Kessler,  armed 
with  medical  and  law  degrees,  and  just 
enough  idealism,  arrives  in  Washington 
in  1990  to  pull  a  stumbling,  scandal-rid- 
den agency  out  of  its  doldrums.  He 
shocks  business — and  angers  his  Re- 
publican overseers — by  actually  enforc- 
ing the  nation's  food  and  drug 
laws.  Then,  he  makes  a  bid  to 
regulate  cigarettes  as  nicotine 
delivery  devices  and  manages 
to  finish  the  task  only  because 
the  Bush  Administration,  which 
wanted  to  force  him  out,  loses 
the  1992  election.  Ultimately, 
the  agency's  tobacco  rules  are 
struck  down,  five  votes  to  four, 
by  the  conservative  Supreme 
Court.  But  by  then,  Kessler  ar- 
gues, "the  world  in  which  the 
tobacco  companies  did  their 
business  had  been  fundamen- 
tally transformed." 

The  book  could  have  been  a  dry 
memoir.  But  Kessler  has  pioneered  an 
oxymoronic  literary  genre — the  policy 
thriller.  With  typical  doggedness,  the 
former  FDA  chief  interviewed  scores  of 
players — including  current  and  former 
industry  executives — dug  through  vo- 
luminous files,  and  pored  over  thou- 
sands of  pages  of  industry  documents 
and  e-mails.  As  a  result,  he's  able  to 
take  the  reader  along  on  trips  to  visit 
mysterious  informants,  to  describe  the 
machinations  deep  in  the  White  House 
and  Congress,  and  to  chronicle  the  in- 
dustry's own  alarm  at  the  mounting  FDA 
challenge.  And  if  the  book  is  curiously 
devoid  of  the  passion  expected  from  a 
crusader,  well,  as  Kessler's  wife,  Paul- 
ette,  tells  him  at  one  point:  "Compared 


to  you,  a  potted  plant  is  a  hothel 
Besides,  the  unadorned  details 
plenty  compelling.  There's  the  imag 
GOP  firebrand  Newt  Gingrich  calj 
Kessler  a  "bully  and  a  thug"  just  be 
Gingrich  steps  "onto  a  plane  owned 
tobacco  company."  There's  the  trum 
up  intimidation  lawsuit  brought  ag£ 
a  key  FDA  investigator,  Gary  Light, 
there's  the  long,  often  cloak-and-daj  < 
search  for  the  crucial  evidence  the 
needs  to  assert  jurisdiction  over  to! . 
co — the  proof  that  companies  intent!  „,, 
ally  manipulate  nicotine  levels  in  (  r- 
rettes  in  order  to  hook  smokers.  W  w 
hunting  for  import  records  showing    , 
high-nicotine  tobacco  was  coming  to    !. 
U.  S.  from  Brazil,  Kessler  writes,  "I  ',," 
gan  to  have  visions  of  our  customs 
pert,  Tim  Long,  roaming,  like  the  Fl;    |S 
Dutchman,  from  port  to  port,  forbic  '^ 
to  rest  or  return  home." 

Along  the  way,  Kessler  also  indire  !H( 
diffuses  the  virulent  charges  hurled! 
way.  Far  from  being  a  media  hoil 
Kessler  didn't  even  arrz 
press  coverage — or  inf 
his  bosses — when  he  toot 
first  major  enforcement 
tion,  seizing  orange  juice 
leadingly  labeled  "fresh." 
ther  did  he  arrive  at 
agency  with  an  agenda  to 
tobacco.  When  the  idea 
first  suggested,  "I  thought 
was  crazy,"  Kessler  rec 
"From  the  start,  our  eff 
had  been  more  of  an  impi 
sation  than  a  master  plan." 
I  wish  that  Kessler  had  directly 
dressed  one  troubling  question,  howt 
The  FDA  team  spent  huge  amount 
time  and  resources  uncovering  evidt 
and  building  its  strong  case  for  reg 
tion.  But  did  this  massive  effort  h 
the  perennially  strapped  fda's  ab: 
to  perform  its  many  other  tasks? 

Kessler  is  silent  on  that  issue,  the 
he  does  fret  about  one  cost.  "Tows 
the  end — especially  when  my  critics 
tacked   me   personally... I    someti 
wondered  whether  I  could  recomm 
that  young  people  consider  a  caree 
government,"  he  says.  Still,  he  ai 
"those  dark  thoughts  never  lingered  i 
in  my  mind."  As  Kessler  writes,  thi 
one  battle  that  was  worth  fighting. 
BY  JOHN C 
Carey  covered  Kessler's  term 
the  fda. 
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HARDCOVER  BUSINESS  BOOKS 


WHO  MOVED  MY  CHEESE?  by  Spencer  Johnson, 
M.D.  (Putnam  •  $19.95)  Learning  to  accept 
change. 


1      24 


PAPERBACK  BUSINESS  BOOKS 


1    RICH  DAD,  POOR  DAD  by  Robert  T.  Kiyosaki,  with 
Sharon  L.  Lechter,  CPA  (Warner  •  $15.95)  Teach 
your  kids  the  rules  of  money  that  the  rich  play  by. 


1      20 


WHEN  GENIUS  FAILED  by  Roger  Lowenstein 
(Random  House  •  $26.95)  Inside  hedge  fund 
Long-Term  Capital  Management. 


MAESTRO  by  Bob  Woodward  (Simon  &  Schuster  •      11        2 
$25)  An  inside  look  at  Fed  chief  Greenspan's 
reign  since  1 987. 

FISH!  by  Stephen  C.  Lundin,  PhD,  Harry  Paul,  5         4 

and  John  Christensen  (Hyperion  •  $19.95)  Moti- 
vating employees  the  Pike  Place  Fish  Market  way. 

FIRST,  BREAK  ALL  THE  RULES  by  Marcus  Buck-        2      20 
ingham  and  Curt  Coffman  (Simon  &  Schuster  • 
$26)  A  Gallup  probe  into  managerial  success. 


2  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  10      28 
Stanley,  PhD,  and  William  D.  Danko,  PhD  (Pocket 

Books  •  $14)  The  ways  of  the  wealthy  among  us. 

3  THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze  1 
Orman  (Three  Rivers  •  $13.95)  Learn  to  save. 


THE  7  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $14)  Habitually 
popular. 


71 


THE  TIPPING  POINT  by  Malcolm  Gladwell  (Little, 
Brown  •  $24.95)  Discovering  what  turns  an  idea 
into  a  hot  trend. 


10 


5  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blan-  3       52 
chard,  PhD,  and  Spencer  Johnson,  M.D.  (Berkley 

•  $12.95)  Management  techniques  in  story  form. 

6  WHAT  COLOR  IS  YOUR  PARACHUTE?  by  Richard        4         2 
Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The 

enduring  job-search  bible. 


THE  ART  OF  POSSIBILITY  by  Rosamund  Stone 
Zander  and  Benjamin  Zander  (Harvard  Business 
School  •  $22.50)  Realizing  opportunity. 


THE  POWER  OF  GOLD  by  Peter  L.  Bernstein  (Wi- 
ley •  $27.95)  The  shiny  stuff  and  its  place  in 
civilization. 


LEADING  THE  REVOLUTION  by  Gary  Hamel  (Har- 
vard Business  School  •  $29.95)  A  manifesto  for 
radical  innovators. 

THE  MILLIONAIRE  MIND  by  Thomas  J.  Stanley, 
PhD  (Andrews  McMeel  •  $26.95)  The  values  of 
the  wealthy  revealed. 


GET  YOUR  SHARE  by  Julie  Stav,  with  Deborah 
Adamson  (Berkley  •  $19.95)  Stock  market 
fundamentals. 


THE  21  IRREFUTABLE  LAWS  OF  LEADERSHIP  by     10        6 

John  C.  Maxwell  (Thomas  Nelson  •  $17.99)  A 
minister's  codification. 

GREENSPAN  by  Justin  Martin  (Perseus  •  $28)  A         -         1 
bio  of  the  Fed's  man. 

ONE  MARKET  UNDER  GOD  by  Thomas  Frank  --        1 

(Doubleday  •  $26)  Capitalism  vs.  democracy. 

GUNG  HO!  by  Ken  Blanchard  and  Sheldon  Bowles      8      22 
(Morrow  •  $20)  How  Walton  Works  No.  2  fired  up 
its  employees. 


7  RICH  DAD'S  GUIDE  TO  INVESTING  by  Robert  T.         6        7 
Kiyosaki,  with  Sharon  L.  Lechter,  CPA  (Warner  • 

$19.95)  Becoming  rich,  not  merely  comfortable. 

8  RICH  DAD'S  CASHFLOW  QUADRANT  by  Robert  T.         5         9 
Kiyosaki,  with  Sharon  L.  Lechter,  CPA  (Warner  • 

$17.95)   Move  from  job  security  to  independence. 

9  THE  48  LAWS  OF  POWER  by  Robert  Greene  (Pen-     11        4 

guin  •  $15)  Thoughts  of  power  brokers  distilled. 

10  THE  LEXUS  AND  THE  OLIVE  TREE  by  Thomas  L.       13        8 
Friedman  (Anchor  Books  •  $15)  Globalization  and 

its  discontents. 

11  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by 

David  and  Tom  Gardner  (Fireside  •  $14)  The  on- 
line duo  puts  it  on  paper. 

12  J.K.  LASSER'S  YOUR  INCOME  TAX  2001  by  the        12        2 

J.K.  Lasser  Institute  (Wiley  •  $15.95)  W-2s,  etc. 


13  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDER-      ~       15 
STANDING  MONEY  &  INVESTING  by  Kenneth  M. 

Morris  and  Virginia  B.  Morris  (Fireside  •  $15.95) 
Concise  explanations  enriched  with  graphics. 

14  GETTING  TO  YES  by  Roger  Fisher,  William  Ury, 
and  Bruce  Patton  (Penguin  •  $12.95)  A  Harvard 
team's  step-by-step  guide  to  conflict  resolution. 

15  THE  MOTLEY  FOOL  YOU  HAVE  MORE  THAN  YOU  4 
THINK  by  David  and  Tom  Gardner  (Fireside  • 

$14)  Help  for  the  investment-challenged. 


isinessWeek's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics, 
anagement,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  repre- 
1(  nted.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  December. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com 
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IS   THE    "MARKET  GOD"    A    "GOLDEN    CALF"? 

In  One  Market  Under  God,  this  month's 
.  14  hardcover,  Thomas  Frank  disputes  the  increasingly 
>ular  equation  of  the  workings  of  the  market  with  demo- 
tic process,  and  the  idea  that  capitalist  globalization  pro- 
tes  political  freedom.  Instead,  he  says,  free-market  ex- 
nism  has  promoted  a  concentration  of  power,  inequality, 
i  delusions  about  an  endless  bull  market  for  stocks. 
The  35-year-old  Frank  is  editor  of  The  Baffler,  an  influential 


magazine  he  founded  in  1988  that  offers  social  criticism  in  the 
tradition  of  H.L.  Mencken  and  Edmund  Wilson.  His  book, 
while  occasionally  repetitious,  is  an  important  and  often  hilar- 
ious counter  to  the  free-market  apologia  of  such  writers  as 
Thomas  L.  Friedman  and  George  Gilder.  But  it  fails  to  credit 
the  recent  technology  boom  for  being  both  deeply  innovative 
and,  in  many  respects,  culturally  liberating.  Still,  its  critique  of 
the  free-market  sales  pitch  is  often  insightful  and  powerful. 

BYANNECOLAMOSCA 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

tec  h&you@bus  inessweek.com 

ONLINE  SOFTWARE 
FINALLY  GETS  USEFUL 


At  the  peak  of  the  dot-com  frenzy,  the  tech 
industry  got  the  notion  that  the  Next  Big 
Thing  would  be  replacing  software  as  we 
have  known  it  with  Web-based  programs.  Like  so 
many  other  aspects  of  the  boom,  the  concept  of 
application  service  providers  contained  a  solid 
idea  within  a  billowing  cloud  of  hype. 

After  trying  several  offerings  for  individuals 
and  small  businesses  and  finding  all  of  them  in- 
adequate, I  have  finally  come  across  an  online  ap- 
plication that  makes  sense.  It's  called  QuickBase 
(www.quickbase.com)  from  Intuit,  developer  of 
Quicken  and  TurboTax  and  a  pioneer  in  inte- 
grating Web-based  features  into  conventional 
applications. 

QuickBase  offers  a  simple  and  inexpensive 
way  to  build  databases,  where  you  can 
store  important  information,  organize 
it,  and  retrieve  it  for  reports  or  analy- 
sis. Even  the  smallest  business  has  vital 
data  to  track,  such  as  customer  and 
supplier  lists  and  inventories.  Tracking 
data  can  even  be  useful  for  hobbies: 
For  example,  I  catalog  both  my  library 
and  a  crafts  collection  in  databases.  Be- 
cause of  the  cost  and  complexity  of 
most  database  software,  basic  business 
data  often  end  up  in  a  spreadsheet, 
such  as  Microsoft  Excel,  which  doesn't 
do  well  either  at  protecting  data  from 
accidental  alteration  or  at  generating 
business  reports.  Worse,  information 
may  end  up  as  a  simple  list  in  a  word 
processor.  Access,  part  of  the  Profes- 
sional version  of  Microsoft  Office,  is  all 
but  unusable  without  the  services  of  a 
Visual  Basic  programmer.  Even  the 
much  more  tractable  FileMaker  Pro,  which  I 
use  at  home,  can  be  intimidating — and  costs 
more  than  $200  per  computer  for  small  groups. 

Just  about  anyone  should  be  able  to  afford 
QuickBase.  You  pay  only  to  create  a  database: 
$14.95  a  month  for  up  to  15  databases,  $49.95  for 
up  to  50.  An  introductory  offer  allows  creation  of 
up  to  three  databases  without  charge.  Once  the 
databases  are  created,  you  can  give  others  the 
right  to  modify  the  records  or  just  view  them 
without  charge. 

The  process  is  simple.  Using  a  Web  browser, 
you  can  create  a  database  simply  by  clicking  to 
name  fields,  or  categories,  where  the  information 
is  stored.  You  can  also  use  an  assortment  of  the 
samples  and  templates  provided.  QuickBase  uses 
Internet  Explorer  5  for  Windows  or  Macintosh. 


Is 


Intuit's 
QuickBase 
offers  a  simple 
way  to  build 
databases. 
And  it's 
affordable 
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The  program  will  run  on  Netscape  Navigator,  bi 
performance  will  not  be  as  good,  and  some  a 
vanced  features  won't  work. 

Two  things  distinguished  QuickBase  from  ot 
er  online  applications  I  have  tried.  First,  there 
no  software  to  download,  not  even  a  browsi 
"plug-in."  And  it  is  really  speedy.  On  a  fast 
ternet  connection,  I  could  hardly  tell  the  proj 
wasn't  running  on  my  computer,  and  perfi 
mance  was  acceptable  even  on  a  dial-up  link. 

QuickBase  is  not  the  answer  for  all  data-m 
agement  needs.  It  is  intended  for  databases  of  i 
to  a  few  thousand  records.  And  it's  what 
known  in  database  jargon  as  a  "flat  file"  sy 
tern.  This  means  that  all  information  is  kept  in 
single  file,  rather  than  in  the  linked  files  used 
a  "relational"  system.  Splitting  a  complicate 
database  into  smaller,  linked  files  makes  it  moi 
efficient,  but  these  links  are  hard  to  do  right,  ar 
smaller  databases  are  better  off  without  them| 

The  biggest  deficiency  I  found  in  QuickBase 
the  lack  of  entry  validation.  There  is  no  w; 
for  example,  to  prevent  someone  from  en 
five-digit  year  or  a  six-digit  phone  number, 
fixed  choices,  such  as  state  names,  you  can  m; 
users  pick  from  a  list,  but  there  is  no  way 
control  other  formats.  That  makes  it  hard 
prevent  entry  errors. 


Another  concern:  Data  that  may  be  vital  1 
your  business  are  being  stored  online.  Intuit  hj 
been  handling  online  tax  and  investment  dal 
for  several  years  without  a  loss  of  data  or  othe 
incident,  which  should  boost  confidence  in  t\ 
company's  ability  to  do  the  job  safely.  Still,  it's 
bit  disturbing  that  Intuit  follows  the  tradition, 
software  industry  practice  of  disclaiming  liabilit 
for  anything  that  might  happen  to  data  for  an 
reason,  including  flaws  in  Intuit's  own  program 

If  your  data-management  needs  are  relative! 
simple,  QuickBase  may  well  be  a  better  an 
cheaper  choice  than  other  database  manager 
And  as  companies  like  Intuit  get  the  hang  i 
making  online  applications  work,  expect  bo  flj 
online  programs  become  an  increasingly  practic. 
alternative  to  desktop  software. 


24  BusinessWeek  /  February  5,  200] 


ON  WATER  OR  LAND,  ROGER  PENSKE  HAS 
\  SPECIAL  APPRECIATION  OF  THINGS  MECHANICAL. 


NCLUDING   HIS  YACHT-MASTER. 


ger  Penske's   passion   for  brilliant   machines   extends   from   engines   for  sports   cars  to  luxury 
:hts.   It's  also  reflected  in  the  marvel  of  engineering  he  wears  on  his  wrist,  the  Rolex  Yacht-Master. 
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f       o«      ,  o   ,       ,  R°'eX  YachtMaster  Officially  Certified  Swiss  Chronometer,  also  available  in  Rolesium.  For  the  name  and  location 
of  an  Official  Rolex  Jeweler  near  you.  please  call  1-800-36ROLEX.  Rolex.  . .  Oyster  Perpetual.  Yacht-Master  and  Rolesium  are  trademarks,  www.rolex.com 


Economic  Viewpoint 


BY  ROBERT  KUTTNER 


WHO  KILLED  THE  ECONOMIC  BOOM? 
A  SLEW  OF  SUSPECTS 


SMOKING 

GUN: 
Fed  policy, 
wobbly 
stocks,  the 
business 
cycle,  and 
public  debt 
payment  all 
are  culprits 
in  the 
current 
slowdown 


t  Kuttner  is  co-editor  of 
lerican  Prospect  and 
if  Everything  tor  Sale. 


Who  killed  the  economic  expansion? 
There  is  no  shortage  of  suspects.  One 
can  start  by  blaming  the  Federal  Re- 
serve. After  a  nearly  flawless  performance  guid- 
ing the  New  Economy  through  breathless  take- 
offs  and  soft  landings,  Fed  Chairman  Alan 
Greenspan  proved  that  he  is  mortal,  after  all. 
He  extracted  one  interest-rate  hike  too  many  in 
1999  and  2000,  based  on  largely  groundless 
fears  of  inflation.  Then,  when  the  economy  soft- 
ened, he  waited  too  long  to  offer  the  relief  of  a 
rate  cut. 

Suspect  No.  2  is  a  tumbling  stock  market.  At 
some  point,  the  market  had  to  return  to  earth, 
since  stock  prices  roughly  quintupled  in  the 
1990s.  The  value  of  stocks  can  increase  at  three 
or  four  times  the  rate  of  growth  of  the  real 
economy  for  a  few  years — but  not  indefinitely. 
Prices  of  technology  stocks  a  year  ago  were 
justified  only  by  the  "greater  fool  theory" — the 
expectation  that  other  giddy  investors  would 
bid  prices  even  higher.  Once  reality  intruded, 
the  crash  of  the  dot-com  market  wiped  out  tril- 
lions of  dollars  of  paper  wealth,  leaving  in- 
vestors feeling  poorer  and  less  willing  to  spend 
as  consumers. 

A  third  culprit  is  the  hoariest  of  the  usual 
suspects:  the  business  cycle.  Even  a  technology- 
driven  economic  boom  matures.  Computers  have 
reached  near-saturation  as  a  consumer  durable. 
The  New  Economy  is  indeed  capable  of  higher 
sustained  growth  rates  over  the  long  term,  but, 
like  any  other  market  economy,  it  hasn't  abol- 
ished the  business  cycle. 

Yet  another  suspect  is  a  contractionary  fiscal 
policy.  The  current  vogue  for  debt  paydown 
springs  from  the  belief  that  paying  off  the  public 
debt  gets  government  out  of  capital  markets 
and  thereby  lowers  capital  costs  for  private  in- 
vestment. In  theory,  this  stimulus  more  than 
compensates  for  the  fiscal  drag  of  endless  gov- 
ernment surpluses,  especially  if  the  central  bank 
cooperates  by  easing  interest  rates. 

This  is  questionable  economics.  Whatever  oth- 
er mistakes  he  may  have  made,  John  Maynard 
Keynes  was  correct  to  point  out  that  prolonged 
budget  surpluses  slow  an  economy  by  depressing 
consumption.  Keynes  would  have  agreed  that  a 
long  boom  (the  1990s)  that  follows  a  period  of  ex- 
cessive debt  buildup  (the  1980s)  is  a  good  time  to 
pay  down  debt.  But  he  would  have  been  ap- 
palled at  the  chorus  of  economists  and  politi- 
cians calling  for  endless  federal  budget  surpluses. 

As  my  colleague,  author  John  B.  Judis,  has  ob- 
served, the  link  between  the  bipartisan  deficit  re- 


duction deal  and  the  Fed's  looser  monetary  po 
cy  has  been  widely  exaggerated.  What  rea 
occurred  is  that  Greenspan,  based  on  his  analyi 
of  productivity  data,  became  convinced  that  t 
New  Economy  was  capable  of  higher  rates 
noninflationary  growth  and  employment.  Tl 
prompted  the  Fed  to  ease  interest  rates. 

The  fact  that  Congress  was  also  cutting  t 
deficit  reassured  money  markets.  But  it's  time 
discard  the  myth  that  deficit  reduction  unlock 
lower  interest  rates,  which  in  turn  let  loose  t 
boom.  What  really  allowed  Greenspan  to  c 
rates  in  the  1990s  was  higher  productivi 
growth.  And  that  new  productivity  reflect 
long-gestating  trends  in  technology— not  in  sho 
term  fiscal  policy. 

ACCESSORY.  So  who  killed  the  boom?  The 
swer  recalls  the  resolution  of  Agatha  Christi 
thriller,  Murder  on  the  Orient  Express:  All  of  I 
suspects  had  a  hand  in  the  deed.  There's  t 
Fed's  overly  tight  money  policy  in  1999  a 
2000;  the  stock  market  coming  to  its  senses; 
excessively  contractionary  fiscal  policy;  and  an 
dinary  turn  in  the  business  cycle.  OPEC,  wh 
hiked  oil  prices  at  an  opportune  moment,  was 
accessory  after  the  fact. 

Now  that  the  economy  is  slowing  down,  it's 
good  time  to  rethink  fiscal  policy.  A  new  pol: 
need  not  involve  the  stimulus  of  George 
Bush's  proposed  tax  cut.  It  can  also  take 
form  of  increased  public  spending.  Macroei 
nomically,  we  need  a  stimulus.  Politically,  th( 
are  fundamental  choices  to  be  made  betwe 
tax  cuts  and  valued  uses  of  public  outlays — b 
ter  health  care,  child  development,  affordal 
housing,  and  education. 

Sometimes  it's  actually  good  for  the  econoJ 
to  incur  public  debt,  both  to  provide  a  count] 
cyclical  stimulus  and  to  finance  necessary  put 
improvements  in  education,  training,  and  inf 
structure.  Even  in  a  mild  slowdown,  govej 
ment  shouldn't  be  running  a  surplus.  Let's  he 
it  doesn't  take  a  full-blown  recession  for  this 
visionist  thinking  to  become  respectable  agail 

Unlike  Agatha  Christie's  murder  victim,  t| 
economy  is  far  from  dead.  The  good  news  is 
the  New  Economy  really  is  capable  of  higlj 
noninflationary  growth,  if  only  we  have  the  wit] 
pursue  policies  that  let  the  economy  realize  its 
tential.  That  means  both  an  easing  of  interj 
rates  and  a  reconsideration  of  the  conceit  I  bat 
have  to  pay  off  the  entire  national  debt. 

Otherwise,  we  will  have  a  very  serious 
cession   for  which  all   the  suspects  can   sli;| 
blame. 
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Economic  Trends 


BY  GENE  KORETZ 

IS  THE  BUDGET 
SURPLUS  AT  RISK? 

A  market  slump's  uncertain  impact 

Tax-cut  advocates  may  be  counting 
on  a  lot  of  revenue  chickens  that 
may  never  hatch.  On  the  one  hand,  they 
point  to  the  hefty  $237  billion  surplus 
racked  up  by  Uncle  Sam  in  the  past  fis- 
cal year  and  to  projections  of  a  near- 
$5  trillion  cumulative  surplus  over  the 
next  decade  as  proof  that  a  large  tax 

LOWER  CAPITAL  GAINS 
WILL  HURT  THE  TAX  TAKE 


Ol. 
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Data:  Treasury  Dept.,  Economy.com  Inc.  estimates  C99-'02) 

cut  is  well  within  the  government's 
means.  On  the  other,  they  claim  the 
economy  has  entered  a  sharp  slowdown 
that  requires  tax-cut  therapy. 

One  problem,  of  course,  is  that  any 
slowdown  would  carve  a  sizable  chunk 
out  of  projected  revenues.  More  impor- 
tant, there's  a  fair  chance  that  tax  col- 
lections could  take  a  large  hit  in  coming 
years  even  if  a  recession  is  avoided. 
"Many  people  don't  appreciate  how 
much  capital  gains  generated  by  the 
stock  market  boom  have  bolstered  gov- 
ernment revenues  in  recent  years,"  says 
Mark  M.  Zandi  of  Economy.com  Inc., 
"and  how  much  those  revenues  could 
wane  if  the  market  moves  sideways  or 
posts  only  modest  increases." 

In  a  speech  last  year,  Treasury  Sec- 
retary Lawrence  H.  Summers  noted 
that  tax  collections  have  risen  as  a  share 
of  gross  domestic  product  even  though 
the  federal  tax  burden  for  most  Amer- 
ican families  is  the  lowest  since  the 
1970s.  The  explanation:  a  rise  in  realized 
capital  gains  (mainly  from  stocks),  which 
provide  tax  revenues  but  aren't  count- 
ed as  contributing  to  GDP. 

Government  data  tell  the  story.  In 
1994,  capital-gains  realizations  totaled 
$152.7  billion,  slightly  higher  than  in 
1993.  By  1996,  however,  they  had 
surged  to  a  record  $260.7  billion,  and 


in  1999,  by  Zandi's  estimate,  they  hit 
$566  billion,  or  nearly  6%  of  gdp. 

Meanwhile,  tax  liabilities  on  such 
gains  soared  from  $36.2  billion  in  1995 
to  an  estimated  $113  billion  in  1999.  All 
told,  Zandi  figures  that  this  trend  ac- 
counted for  a  fifth  of  the  swing  from  a 
federal  deficit  of  $204  billion  in  1994  to 
a  $237  billion  surplus  in  fiscal  2000. 

A  key  question  is  what  happened  last 
year.  Economist  Joseph  A.  LaVorgna 
of  Deutsche  Bank  Securities  Inc.  thinks 
capital-gains  realizations  mainly  reflect 
recent  market  shifts,  so  he  figures  they 
declined  substantially,  lowering  tax  li- 
abilities— and  this  year's  tax  take — by 
as  much  as  $43  billion.  Zandi,  however, 
believes  realized  gains  may  have  risen 
in  spite  of  the  market  drop  because 
many  people  took  gains  on  stocks  they 
had  held  for  years.  If  so,  the  budgetary 
impact  this  year  will  be  positive  as  tax 
bills  come  due  in  April,  but  it  could  turn 
sharply  negative  next  year. 

In  any  case,  the  outlook  for  big  cap- 
ital gains  in  the  years  ahead  is  dicey,  to 
say  the  least.  Few  experts  see  another 
market  boom  anytime  soon.  And  that 
implies  reduced  revenues,  not  only  from 
people  selling  stocks  but  from  corpo- 
rations used  to  posting  big  gains  on 
their  own  stock  investment  portfolios 
and  on  their  pension  fund  assets — as 
well  as  from  executives  whose  hefty 
past  gains  from  exercising  stock  op- 
tions were  subject  to  the  highest  in- 
come tax  rates. 

"The  impact  of  a  relatively  flat  eq- 
uity market  on  the  fiscal  health  of  all 
levels  of  government  is  a  story  wait- 
ing to  be  told,"  concludes  Zandi. 


MONEY  CAN'T  BUY 
A  LOYAL  CEO 

Only  a  lot  of  equity  seems  to  work 

One  common  justification  for  the  huge 
compensation  packages  doled  out  to 
many  chief  executives  in  recent  years  is 
that  they  encourage  loyalty.  Paying  a 
ceo  top  dollar,  it's  believed,  keeps  him 
happy  and  less  likely  to  depart  for 
greener  pastures. 

It  ain't  necessarily  so,  report  Maria 
Hasenhuttl  and  J.  Richard  Harrison  of 
the  University  of  Texas  at  Dallas.  In  a 
study  presented  at  a  recent  Academy  of 
Management  meeting,  the  researchers 
analyzed  CEO  turnover  from  1995  to 
1997  at  1,233  publicly  traded  compa- 
nies. They  found  that  relative  CEO  com- 
pensation— that  is,  pay  relative  to  in- 
dustry averages — had  no  significant 


impact  on  turnover,  whether  measure  I 
by  total  compensation  or  by  salaries 
bonuses,  or  stock  options  separately. 

What's  more,  salary  hikes  also  mad  11 
no  difference.  Relatively  high-paid  cec  j 
were  as  likely  to  job  hop  as  low-pai 
chiefs — with  one  notable  exceptioi  Ij 
Those  with  large  company  stockhok  \ 
ings  did  tend  to  exhibit  more  loyalty- 
possibly,  the  authors  write,  because  <  (j|| 
the  power,  prestige,  and  added  job  s<  __ 
curity  such  ownership  brings. 

In  exhibiting  an  apparent  lack  of  lorn 
alty,  of  course,  richly  paid  executive ., 
may  be  simply  reflecting  the  new  ruh 
of  the  game  in  today's  high-pressui  in- 
corporate world.  According  to  execi  I 
tive-compensation  consultants  Pea  t 
Meyer  &  Partners,  some  20%  of  til 
largest  200  U.  S.  companies  replace  ^ 
their  CEOs  last  year,  many  because  i 
concerns  over  falling  stock  prices  ( L 
failure  to  meet  performance  goals.      ... 


EDUCATION  HASN' 
LOST  ITS  LUSTER 

Schooling  levels  inch  ever  highe 


:i 
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The  educational  attainment  of  your 
adults  in  the  U.S.  continues  to  edj 
higher,  reports  the  Census  Burea 
Based  on  early  2000  survey  data,  sonlfc 
88%  of  25-  to  29-year-olds  are  hi|  fe 
school  graduates,  the  same  as  last  yes , 
but  up  from  86%  in  1995.  Meanwhil 
the  share  of  young  adults  with  at  lea 
a  bachelor's  degree  hit  29%,  the  highe 
level  recorded.  Only  a  decade  earlk 
just  23%  were  college  grads. 

Young  adults  do  exhibit  significa 
educational  differences  by  sex  and  rack  I 
At  last  count,  some  61%  of  females  ai 
2.")  to  29  had  attended  some  colleg  I 
compared  with  55%  of  males;  and  30 
of  women  had  four-year  degrees,  \ 
28%  of  men.  Among  young  whites,  64 
had  some  college 
courses    under 
their  belt,  vs.  51% 
of  African  Amer- 
icans. Nearly  34% 
had  a  college  de- 
gree, vs.  just  15% 
of  young  blacks. 

The  most  high- 
ly educated  are 
young  Asians  and 
Pacific  Islanders. 
As  of  early  1999, 
78%  had  attended 
college,  and  51% 
had  earned  bach- 
elor's degrees. 
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5USH  MAY  NOT  BE  STEPPING 
NTO  QUICKSAND 

001  is  off  to  a  shaky  start,  but  the  economy  needn't  slip  into  recession 
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CONSUMERS'  ATTITUDES 
TAKE  A  SUDDEN  TURN 


CONSUMER  SENTIMENT 


JAN. '99 
.INDEX: 1966=100 

Data  University  of  Michigan 


JAN    01- 
PRELIMINARY 


How  weak  is  the  economy 
that  President  Bush  inherit- 
i?  Recent  signs  of  slower  job  growth,  sinking  con- 
mer  sentiment,  and  a  softer  housing  market  have 
rned  up  the  volume  on  recession  talk.  But  overall,  the 
ta  still  signal  the  economy  is  only  slowing,  not  con- 
acting.  And  absent  a  shock,  such  as  a  sharp  drop  in 
3ck  prices,  the  expansion  should  endure. 

Clearly,  though,  the  econo- 
my ended  2000  on  a  soft  note, 
and  that  tone  will  continue  into 
at  least  the  first  half  of  2001. 
The  Commerce  Dept.'s  initial 
look  at  fourth-quarter  econom- 
ic growth  on  Jan.  31  will  con- 
firm that.  That's  also  the  day 
the  Federal  Reserve  sits  down 
to  decide  on  interest  rates. 
Economists  surveyed  by  Stan- 
dard &  Poor's  mms  expect  real 
oss  domestic  product  to  have  grown  at  an  annual 
ce  of  2%  in  the  quarter,  after  a  mere  2.2%  advance  in 
3  third  quarter.  The  expectation  means  growth  fell 
>m  a  5.2%  gallop  in  the  first  half  to  just  above  2%  in 
3  second,  the  slowest  two-quarter  pace  in  five  years. 
So  far,  the  Fed's  hoped-for  soft  landing  is  on  course, 
it  in  light  of  increasingly  worried  consumers  (chart), 
licymakers  are  very  unlikely  to  take  chances  with 
?  2001  economy,  especially  since  low  inflation  gives 
am  the  leeway  to  err  on  the  side  of  accommodation, 
at's  why  the  Fed  is  expected  to  cut  interest  rates  by 
least  another  quarter-point  at  its  upcoming  meeting. 

DECIDING  the  economy's  future,  policymakers  will 
:us  on  the  mix  of  fourth-quarter  GDP  growth  and 
lat  it  says  about  the  outlook.  The  numbers  will  show 
it  domestic  demand  remained  soft.  Consumer  spend- 
r„  however,  did  not  decline  outright,  and  households 
i  the  key  to  avoiding  an  economywide  recession  in 
)1.  Businesses  lifted  their  investments  in  new  build- 
js  last  quarter,  but  equipment  outlays  were  softer. 
The  gdp  report  is  also  likely  to  show  that,  because 
erall  demand  slowed  quickly,  inventories  built  up 
ter  than  businesses  wanted  last  quarter.  And  until 
>ck  levels  are  drawn  down  to  levels  more  in  line  with 
ter  sales  growth,  the  recession  in  manufacturing  will 
itinue.  Moreover,  factories  cannot  count  on  much 
)wth  from  exports.  Foreign  trade  likely  subtracted 
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from  GDP  growth  again  last  quarter,  although  not  near- 
ly as  much  as  it  did  in  previous  quarters. 

Slower  domestic  spending  has  been  expected  ever 
since  the  Fed  began  hiking  rates  in  June,  1999.  Higher 
rates  are  cooling  spending  in  two  ways.  First,  larger  fi- 
nancing costs  have  dampened  demand  for  big-ticket 
items.  Second,  the  rate  hikes  knocked  the  wind  out  of 
stock  prices.  Amid  sharply  curtailed  wealth  gains,  some 
consumers  and  businesses  are  canceling  spending  plans. 
Policymakers  wanted  to  bring  spending  gains  more  in 
line  with  income  growth  after  the  wealth  effect  added  as 
much  as  two  extra  percentage  points  to  consumer  spend- 
ing in  1999  and  early  2000. 

What  might  scare  the  Fed  is 
how  quickly  those  portfolio 
losses  have  darkened  con- 
sumers' mood.  Sentiment  is  in- 
creasingly important  in  an 
economy  where  demand  now 
depends  much  more  on  the 
stock  market.  Falling  expecta- 
tions can  bring  down  stock 
prices,  which  only  gives  house- 
holds more  to  worry  about. 
The  University  of  Michigan's 
consumer  sentiment  index  plunged  9.2  points  in  De- 
cember and  then  4.8  points  in  its  preliminary  January 
reading.  The  drop  was  the  largest  two-month  fall  since 
the  1990-91  recession. 

Continued  stock  market  weakness,  coupled  with  layoff 
announcements  at  major  companies,  suggests  the  Con- 
ference Board's  January  index  of  consumer  confidence 
will  also  show  a  decline.  It  will  be  released  on  Jan.  30, 
just  as  policymakers  gather  around  their  big  oval  table 
to  start  their  two-day  meeting. 

The  financial  markets  have  already  priced  in  the  ex- 
pected rate  cut,  and  that  anticipation  may  help  sup- 
port consumer  spending.  In  particular,  lower  mortgage 
rates  have  produced  a  flood  of  refinancings  that  will 
put  more  money  into  consumers'  pockets  in  2001  (chart). 

LOWER  MORTGAGE  RATES  will  also  keep  the  housing 
sector  from  collapsing,  but  clearly  the  go-go  days  of 
the  late  1990s  are  over  for  builders.  Starts  in  December 
edged  up  0.3%,  to  an  annual  rate  of  1.57  million,  and  for 
the  quarter,  they  averaged  1.56  million,  up  from  1.53  mil- 
lion in  the  third. 

That  means  residential  construction  added  to  fourth- 
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quarter  GDP  growth.  But  starts  at  yearend  were  far 
below  the  1.67  million  averaged  per  month  in  the  first 
half.  Looking  ahead,  construction  should  slip  some  more, 
even  with  the  recent  dip  in  interest  rates.  That's  because 
consumei's  who  have  lost  money  in  the  stock  market  or 
are  worried  about  job  prospects  may  feel  less  confi- 
dent about  taking  on  a  long-term  mortgage. 

The  cooldown  is  already  evident  in  the  National  As- 
sociation of  Home  Builders'  housing  market  index.  It  fell 
in  January  for  the  second  month  in  a  row,  to  54%,  the 
lowest  reading  in  four  years  (chart).  The  NAHB's  mem- 
bers have  seen  a  steady  decline  in  sales,  buyer  traffic, 
and  sales  expectations  since  the  start  of  2000. 

THE  EASING  IN  FED  POLICY  should  help  to  accelerate 
the  recent  weakening  in  the  dollar.  Since  October,  the 
U.S.  dollar  has  fallen  some  12%  vs.  the  euro.  The  dol- 
lar's drop  helps  the  outlook  for  one  sector  that  was  a 
tremendous  drag  on  the  U.  S.  economy  in  2000:  foreign 
trade. 

In  November,  the  trade  deficit  for  goods  and  ser- 
vices narrowed  to  $33  billion  from  $33.6  billion  in  Octo- 
ber. Both  exports  and  imports  fell.  But  a  decline  in  pe- 
troleum imports — due  mostly  to  a  price  drop — accounted 
for  more  than  half  the  reduction  in  November  imports. 
The  decline  in  exports  was  more  widespread. 

For  the  fourth  quarter,  falling  net  exports  likely  sub- 
tracted from  GDP  growth,  but  the  drag  was  far  less 


BRAZIL 


HOUSING  BEGINS 
TO  SHOW  SOME  CRACKS 


than  the  average  of  almost  one  percentage  point  i 
each  of  the  first  three  quarters  of  last  year.  For  2001 
the  trade  deterioration  should  lessen  because  sloweil 
domestic  demand  will  curb  import  growth,  while  a  low 
er  dollar  should  make  U.  S.  exports  more  competitive 

In  particular,  a  weaker  dollar 
should  boost  demand  for  high- 
tech  U.S.  goods,  which  has 
been  falling  recently.  Foreign 
producers  haven't  lost  the  need 
to  invest  in  computers,  periph- 
erals, semiconductors,  or  tele- 
com equipment,  but  clearly  a 
strong  dollar  made  such  U.  S.- 
made  equipment  less  competi- 
tive. Don't  expect  a  quick  turn- 
around in  the  deficit,  though. 
Because  economic  growth  in  the  rest  of  the  world  wi' 
not  surpass  that  in  the  U.  S.,  the  trade  gap  will  continu 
to  widen  in  2001,  just  not  as  rapidly  as  it  did  last  year 

Even  with  a  weaker  trade  position,  Bush  takes  th 
helm  of  an  economy  that,  judging  from  signs  so  far,  i 
only  slowing  down,  not  toppling  into  recession.  The  Jar 
31  GDP  report  should  confirm  that  Bill  Clinton  was  th 
first  President  since  Lyndon  Johnson  to  avoid  a  dowr 
turn  during  his  watch.  And  despite  the  ominous  begin 
ning  for  2001,  that  good  luck  might  just  hold  for  the  firs 
year  of  the  new  Administration  as  well. 
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A  HELPING  HAND  FIRES  UP  GROWTH 


Brazil's  outlook  for  2001  got  a 
lift  from  an  unexpected 
source — the  U.S.  Federal  Reserve. 
The  Fed's  Jan.  3  rate  cut,  coupled 
with  low  Brazilian  inflation,  gave 
Brazil's  central  bank  the  opportu- 
nity it  needed  to  cut 
its  overnight  lending 
rate  by  a  half-point  on 
Jan.  17,  on  top  of  De- 
cember's cut  of  three- 
quarters  of  a  point. 
Those  cuts,  with 
more  expected  as  the 
Fed  eases  further,  sug- 
gest that  Brazil's  eco- 
nomic growth  this  year 
will  at  least  match  last 
year's  4%  pace.  Growth  in  the 
third  quarter  of  2000  was  the 
fastest  in  more  than  three  years, 
and  fourth-quarter  growth  appears 
to  have  been  strong  as  well,  sug- 
gesting solid  momentum  heading 


LOWER  RATES 
WILL  BOLSTER  GROWTH 
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into  2001.  Help  in  achieving  the 
government's  4.5%  growth  target 
for  this  year  will  also  come  from 
fiscal  policy,  which  is  turning  stim- 
ulative after  the  restrictive  period 
in  the  wake  of  the  1999  currency 
crisis. 

With  inflation  run- 
ning at  just  under  6% 
in  2000,  despite  surg- 
ing energy  prices,  and 
with  the  government's 
4%  inflation  target  for 
2001  reachable,  real 
interest  rates  remain 
very  high,  suggesting 
the  need  for  further 
cuts.  Energy  account- 
ed for  more  than  one  percentage 
point  of  last  year's  inflation. 

Interest  rates  are  now  the  low- 
est since  the  real  was  introduced 
as  Brazil's  currency  in  1994,  a  fac- 
tor that  brightens  the  outlook  for 


domestic  demand  and  heightens 
the  chance  that  Brazil  can  further 
reduce  its  unemployment  rate, 
which  fell  to  6.8%  in  November, 
approaching  a  three-year  low.  As 
inflation  falls  and  labor  markets 
improve,  consumer  buying  power 
will  continue  to  increase. 

The  chief  risk  in  Brazil's  outlook 
comes  from  the  foreign  sector.  The 
trade  balance,  which  was  hit  in 
2000  by  costlier  imported  energy 
and  weak  export  prices  for  agri- 
culture, is  not  expected  to  improve 
much  in  2001,  leaving  a  sizable  ex- 
ternal debt  that  will  require  sub- 
stantial inflows  of  foreign  capital. 
Although  the  new  flexible  curren- 
cy will  help  absorb  potential  exter 
nal  shocks,  the  economy  is  espe- 
cially vulnerable  to  a  sharp 
slowing  in  U.S.  growth  and  a 
shaky  recovery  in  neighboring 
Argentina. 
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Notice  the  way  the  bubbles  catch  the 
light?  We  did.  Photonic  switching  from 
Agilent  can  deliver  the  wide-open  speed 
of  an  all-optical  network  by  bending  light 
with  bubbles.  Bottlenecks  are  broken. 
Fiber  is  uncorked.  Data  flows  like,  well, 
you  know.  Cheers. 
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hen  Paul  H.  O'Neill 
was  named  George 
W.  Bush's  Treasury 
Secretary,  there 
were  a  lot  of  sur- 
prised faces  on  both 
Wall  Street  and  K 
Street.  Although  he 
had  a  solid  reputation  as  a  top  budget  of- 
ficial in  the  Ford  Administration  and 
spent  the  past  13  years  as  chairman  of 
Alcoa  Inc.,  O'Neill  wasn't  on  anybody's 
short  list.  First,  Bush  set  out  to  find  a 
Wall  Street  clone  of  Robert  E.  Rubin, 
but  he  was  less  than  dazzled  by  his 
staff's  picks.  Then  he  flirted  with  the 
notion  of  signing  up  a  savvy  politician 
for  the  job,  someone  in  the  mold  of  for- 
mer Nixon  Treasury  Secretary  John  B. 
Connally. 

So  how  did  he  wind  up  with  O'Neill,  a 
cerebral  numbers-cruncher  with  a  gift 
for  melding  policy  smarts  and  real-world 
business  experience?  The  key  for  Bush 
was  the  Man  From  Alcoa's  reputation  as 
a  corporate  turnaround  artist — and  a 
strong  nudge  from  O'Neill's  old  pal  from 
the  Ford  days,  Vice-President  Dick 
Cheney.  The  clincher:  O'Neill  was  a  chum 
of  Alan  Greenspan  and  could  help  the 
Bushies  court  the  Federal  Reserve  Board 
chairman. 

What  made  the  choice  unusual,  how- 
ever, was  the  fact  that  Bush — legendary 
for  picking  people  with  whom  he  has 
personal  bonds — barely  knew  the  man 
who  will  handle  his  Administration's 
most  crucial  economic  assignments.  And 
there  won't  be  time  for  a  lot  of 
schmoozing  before  he  gets  started. 
TALL  ORDER.  Even  before  he's  settled  in, 
O'Neill  must  design  policies  that  keep 
the  sputtering  10-year  expansion  going; 
act  as  chief  salesman  for  his  boss's  con- 
troversial $1.6  trillion  tax  cut;  tackle  an 
energy  crisis  that  Bush  considers  a  di- 
rect threat  to  prosperity;  and  take 
charge  of  a  strong-willed  economic  team 
(page  36) — a  group  that  includes  such 
Bush  intimates  as  White  House  eco- 
nomic coordinator  Lawrence  B.  Lind- 
sey.  In  addition,  he  needs  to  guard 
against  regional  financial  ruptures  that 
might  threaten  the  global  economy.  As 
Rubin  found  out,  putting  out  economic 
flash-fires  in  spots  ranging  from  Mexico 
to  Asia  has  become  an  increasingly  im- 
l  ant  part  of  the  Treasury  chiefs  job. 
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SELLING  THE 


New  Treasury 

Secretary  Paul  O'Neill 

|       must  put  the 

right  spin  on 

Bushonomics  and 

deal  with  an 

ailing  economy 


O'Neill  has  to  grapple  with  these 
multiple  problems  while  toiling  on  behalf 
of  a  politically  weakened  President.  And 
he'll  have  to  sell  the  tax  cut  to  a  deeply 
divided  Congress.  Already,  supply-siders 
are  voicing  doubts  about  his  resolve, 
fearful  that  the  pragmatic  O'Neill  won't 
go  to  the  wall  for  Bushonomics.  The 
Treasury  Secretary's  blunt  rejoinder: 
"The  President  will  send  up  his  propos- 
al. It  is  my  responsibility  to  articulate  a 
convincing  case  that  keeps  each  element 
in  place.  To  the  degree  it  ends  up  get- 
ting reshaped,  and  the  President  doesn't 
agree  that  the  reshaping  is  beneficial,  I 
will  fail." 

O'Neill's  first  appearance  on  Capitol 
Hill  left  some  with  the  impression  that 
he  is  not  fully  committed  to  Bush's  tax 
plan.  In  a  Jan.  17  confirmation  hearing 
before  the  Senate  Finance  Committee, 
he  played  down  the  value  of  tax  cuts  as 
a  potent  fiscal  stimulus,  an  idea  that 
has  been  pushed  in  recent  weeks  by 
both  the  President  and  Lindsey. 
"AMAZED."  But  the  new  Treasury  chief 
insists  he  is  completely  on  board  the  tax- 
cut  express.  He  is  a  longtime  supporter 
of  cuts  in  individual  rates.  And  he  ar- 
gues that  there  is  no  reason  to  delay 
rate  reductions  as  long  as  they  can  be 
done  without  busting  the  budget.  "I'm 
amazed  at  some  of  the  headlines  about 
the  President  and  me  being  in  different 
places  on  the  tax  bill,"  says  O'Neill.  "Wait 
until  you  see  my  colors  in  the  battle, 
and  you  won't  have  any  doubt." 

Tax  cuts  will  be  just  for  starters. 
O'Neill,  who  business  associates  say  has 
an  almost  boundless  appetite  for  ideas, 
will  be  a  player  on  almost  every  con- 
troversial issue,  from  Medicare  and  So- 
cial Security  reform  to  trade  liberaliza- 
tion. The  chronically  skeptical  O'Neill 
won't  be  shy  about  where  he  stands. 
Says  Delos  Smith,  a  Conference  Board 
analyst  who  has  known  O'Neill  for  25 
years:  "It  might  come  as  a  surprise  to 
the  Administration  that  it's  got  a  very 
independent  thinker  here." 

O'Neill's  eclectic  mind  and  love  of 
data  are  key  reasons  why  he  gets  on  so 
well  with  Greenspan.  The  two  have  re- 
mained close  since  the  Ford  Adminis- 
tration. In  1987,  when  Greenspan  sat 
on  Alcoa's  board,  he  recruited  his  friend 
to  take  over  the  troubled  company. 

In  the  early  days  of  the  new  Bush 
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Administration,  O'Neill  will  need  to  call 
on  every  ounce  of  that  friendship.  Be- 
cause Bush  commits  so  much  of  future 
projected  surpluses  to  his  tax  and 
spending  initiatives,  O'Neill  must  gently 
persuade  Greenspan  to  temper  his  view 
that  it's  best  to  use  the  windfall  to  pay 
down  the  national  debt. 


Cover  Story 


Bush  the  Elder  and  his  Treasury  Sec- 
retary, Nicholas  Brady,  got  into  an  ear- 
ly feud  with  Greenspan,  and  many  from 
that  Administration  still  blame  the  Fed 
chairman  for  the  recession  that  cost 
Bush  reelection  in  1992.  Bush  the 
Younger  is  going  out  of  his  way  to  cul- 
tivate Greenspan,  however,  and  O'Neill 
will  be  the  cultivator-in-chief.  For  his 
part,  Greenspan  couldn't  be  happier,  be- 
stowing his  highest  compliment  on 
O'Neill:  "He's  an  analyst.  He  tries  to 
understand  the  effect  of  what  he's  going 
to  do  before  he  does  it." 

O'Neill's  relationships  within  the  Bush 
Administration  are  much  less  settled. 
His  chief  rival  for  policy  influence  will 
be  Lindsey,  who  designed  the  tax  pack- 
age that  O'Neill  is  trying  to  peddle.  Al- 
though they  share  the  same  free-market 
philosophy,  in  some  ways  the  two  men 
couldn't  be  more  different. 

Lindsey  has  been  a  chronic  bear  on 
the  economy,  arguing  that  it's  a  bubble 
about  to  burst.  O'Neill  is  dubious  about 


FINANCIER 
MELLON 


the  ability  of  economists  to  call  turns 
and  feels  that  the  U.  S.  can  still  avoid  a 
slump.  Lindsey  has  been  a  vocal  critic  of 
bailouts  of  emerging-market  economies. 
O'Neill  isn't  seen  as  a  strong  ideological 
opponent  of  the  International  Monetary 
Fund,  which  riles  many  right-wingers. 

There  is  also  a  difference  in  style  be- 
tween the  two  men.  The  rumpled  Lind- 
sey is  personally  warm,  ideological,  and 
very  political.  The  ramrod-straight 
O'Neill  is  reserved,  pragmatic,  and  plain- 
spoken.  "He's  a  little  guy  who  sits  up, 
looks  you  directly  in  the  eye,  uses  very 
soft  language,  and  is  absolutely  clear 
about  what  he's 
prepared  to  do," 
says  Paul  W. 
MacAvoy,  a  for- 
mer colleague  in 
the  Ford  Admin- 
istration, now  at 
Yale  University. 
Adds  gop  emi- 
nence grise  George  P.  Shultz,  who 
claims  to  have  first  discovered  O'Neill: 
"He  has  a  strong  backbone.  He  knows 
where  he  wants  to  go,  and  he  pushes." 
WATERCOLORS,  NOT  GOLF.  O'Neill  him- 
self is  convinced  that  when  it  comes  to 
decision-making,  the  data  will  carry  the 
day.  "In  the  early  going  of  any  Admin- 
istration, there's  a  process  of  settling 
in,"  he  says.  "Usually,  it  gets  sorted  out 
in  favor  of  who  knows  what  they're 
talking  about  and  who  brings  facts  to 
the  table." 

The  former  ceo  is  also  more  than  a 
bit  unusual  in  his  willingness  to  measure 
day-to-day  decisions  against  what  he 
sees  as  an  ideal  goal.  For  instance,  he  is 
a  strong  believer  in  a  vastly  simplified, 
investment-oriented  tax  code.  While  at 
Alcoa,  he  helped  bankroll  research  into  a 
broad-based  tax  reform  plan  proposed  in 
1995  by  Senator  Pete  V.  Domenici  (R- 
N.  M.)  and  former  Senator  Sam  Nunn 
(D-Ga.).  The  plan  exempts  all  savings 
from  taxation. 

O'Neill,  who  started  his  professional 
life  as  a  systems  analyst,  is  an  obsessive 
fact-sifter  who  gathers  data  like  some 
people  collect  butterflies.  He  is  almost 
the  anti-CEO.  He  prefers  dabbling  in  wa- 


►  He'll  be  Mr.  Inside  to  O'Neill's 
Outside.  The  chief  architect  of 
Bush's  across-the-board  tax  cut  w  h 
help  coordinate  domestic  economic 
policy  and  share  an  international  f\ 
nomics  desk  with  National  Securi 
Adviser  Condoleezza  Rice.  More  r. 
ulist  and  oriented  toward  the  worjia-- 
poor  than  the  corporatist  O'Neill, 
Lindsey  is  a  chronic  bear.  But  thde: 
former  Fed  governor  starts  his  jot 
with  a  big  plus — he  earned  Bush 
trust  as  his  campaign  economics 
tutor. 

tercolors  to  golf.  He  unwinds  by  walkin]  i 
the  Delaware  beach  where  he  has  a  va  ta 
cation  home  and  visiting  the  family'  i 
remote  lakeside  cottage  in  his  wifets 
home  state  of  Alaska. 

When  he  was  arguably  the  most  powltj 
erful  CEO  in  Pittsburgh,  O'Neill  starte*  ;er, 
his  day  at  Ritter's  Diner,  a  modes 
neighborhood  joint.  "He  comes  in  at  5:3|Aj 
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ANDREW  MELLON 

Treasury  Secretary  for 
three  Presidents — from 
Harding  to  Hoover.  A 
highly  regarded  financier 
when  he  took  the  job, 
Mellon  first  cut  tax  rates 
in  the  face  of  big  surplus- 
es. Later,  he  pushed  fiscal 
restraint  and  tax  hikes  as 
the  economy  slipped  into 
depression.  Alcoa  founder. 


W  \  DOUGLA 

I  DILLON 

J  "?  -  f  A  Wall 
i  £  d  Streeter 
ft  .  ■  aide  to  E 
hower,  he  was  chosefc' 
JFK.  Republican  Dill 
became  the  architect  I 
Kennedy's  "a  rising  1 1 
lifts  all  boats"  tax  ci  | 
then  helped  sell  it  tc 
Democratic  Congress  * 


: 


MITCH  DANIELS 


jrprise  pick  to  head  the  Office 
nagement  &  Budget,  the  former 
ly  exec  once  served  as  Ronald 
n's  White  House  political  direc- 
aniels  isn't  known  as  a  numbers 
so  he  may  defer  to  O'Neill  on 
budget  issues.  He's  expected  to 
take  two  key  jobs  for  Bush:  us- 
5  political  skills  to  sell  his 
economic  program  and  turning 
nto  a  guardian  against  regulato- 
ess.  He  may  also  honcho  Bush's 
iign  promise  to  cut  government 
through  management  reforms. 


►  Bush  has  yet  to  name  a  chairman 
for  his  Council  of  Economic  Advisers. 
Top  choice  John  Taylor  of  Stanford 
University  is  undecided  about  moving 
to  Washington  but  the  Bushies  still 
hope  to  persuade  him.  Taylor,  who 
served  as  GOP  nominee  Bob  Dole's 
top  economic  adviser  in  1996,  is  a 
respected  monetary  economist  who 
could  restore  some  luster  to  the  CEA. 
But  with  Lindsey  holding  the  prime 
spot  as  Bush's  in-house  guru,  the 
CEA  could  recede  in  influence — 
which  is  why  Taylor  has  hesitated. 


I  has  a  newspaper  with  him,"  says 
■taurant  owner  Peter  Velisaris.  "He'll 
k  up  a  conversation  with  anyone.  He 
ks  about  sports,  politics,  business, 
momics,  anything  and  everything." 
ce  all  else  about  O'Neill,  breakfast  is 
:en  in  hyperdrive.  Fifteen  minutes 
er  he  arrives,  he's  gone. 
An  inveterate  civic  joiner,  O'Neill  was 


also  deeply  involved  in  Pittsburgh's  ur- 
ban renaissance.  One  task  force  on  re- 
doing the  city's  riverfront  struggled  with 
ways  to  make  its  plans  fit  with  the 
miles  of  railroad  tracks  that  abut  the 
water.  O'Neill  had  another  idea.  "The 
first  thing  Paul  said  is,  'Why  don't  you 
move  the  whole  railroad,'"  says  Thomas 
J.  Murphy,  the  city's  Democratic  mayor. 
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JAMES  A. 
BAKER  III  A 

Houston  lawyer, 
and  Bush  Family 
confidant,  Baker 
2  the  prototypical  ac- 
'easury  Secretary. 
!ed  the  dollar  but  be- 
oolicy  could  trump 
:y  markets  in  the  long 
ailed  to  fix  looming 
isis. 


NICHOLAS 
BRADY 

A  close  friend  of 
the  first  Presi- 
dent Bush,  Brady 
was  another  Wall  Streeter. 
Cleaned  up  the  S&L  mess 
and,  by  issuing  Brady 
bonds,  helped  settle  crises 
in  Mexico  and  Latin  Ameri- 
ca. But  his  relationship  with 
Greenspan  soured  early. 


ROBERT  E. 
RUBIN 

Yet  another 
denizen  of  the 
Street,  Rubin 
was  a  fund-raiser  for  Clin- 
ton. Along  with  Clinton's 
first  Treasury  Secretary, 
Lloyd  Bentsen,  he  persuad- 
ed the  Prez  to  abandon 
promised  tax  cuts  and  focus 
on  deficit  reduction. 


"He's  very  good  at  looking  at  the  big 
picture  and  translating  that  into  a  plan 
of  action."  csx  Corp.,  the  company  that 
owns  the  line,  is  thinking  about  it. 
But  when  it  comes  to  international 
economics,  some  Wall  Streeters  are  not 
so  sure  O'Neill  can  see  the  big  picture 
quite  as  easily.  They  would  have  much 
preferred  one  of  their  own  sitting  atop 
Treasury.  And  they're  worried  that  the 
former  industrialist  will  junk  the  Clinton 
Administration's  strong-dollar  policy  and 
try  to  boost  exports  by  depreciating  the 
currency — a  strategy  O'Neill  rejects. 
CRISIS  MANAGER?  The  Street  also  frets 
that  O'Neill  lacks  the  financial-market 
acumen  to  handle  an  international  eco- 
nomic blowout  marked  by  sudden  out- 
flows of  hot  money.  "In  a  financial  cri- 
sis, Wall  Street  will  be  very  nervous 
about  O'Neill,  not  because  he  isn't  re- 
spected, but  because  he  doesn't  come 
out  of  the  financial  markets,"  says  for- 
mer Clinton  Administration  official  Jef- 
frey E.  Garten,  now  dean  of  the  Yale 
School  of  Management. 

O'Neill  scoffs  at  the  complaint.  "They 
don't  think  people  who  have  run  the 
kind  of  enterprise  I  ran,  with  opera- 
tions in  36  countries,  are  international. 
They  also  think  I  just  fell  off  a  pumpkin 
truck."  Rubin,  whom  Wall  Street  saw  as 
the  ideal  Treasury  Secretary,  agrees 
that  O'Neill  gets  it.  "If  you  run  a  major 
company,  you  have  a  lot  of  exposure  to 
markets  and  to  national  economic  mat- 
ters," says  Rubin,  now  head  of  Citi- 
group's  executive  committee. 

Whatever  his  experience,  O'Neill 
faces  a  tough  task  on  the  international 
front.  Despite  his  support  for  a  strong 
dollar,  the  weakening  U.S.  economy  and 
falling  interest  rates  could  undermine 
the  greenback.  If  that  happens,  will  the 
avowed  free-marketeer  be  willing  to  put 
his  and  the  nation's  credibility  on  the 
line  to  defend  the  dollar? 

He'll  face  a  similar  challenge  with 
Japan,  which  seems  to  be  crumbling  yet 
again,  a  decade  after  first  falling  into 
recession.  Both  O'Neill  and  Lindsey  be- 
lieve that  Clinton's  efforts  to  browbeat 
Tokyo  into  reforms  backfired.  But  even 
Bush  insiders  concede  that  it  is  not  clear 
whether  a  kinder,  gentler  ap- 
proach will  work  any  better. 
The  new  Treasury  boss 
also  has  caught  flack  for  his 
stance  on  trade.  Some  De- 
mocrats are  looking  to  him 
to  protect  the  U.S.  steel  in- 
dustry from  what  they  claim 
is  unfair  foreign  competition. 
Free-trader  O'Neill  says  it 
is  not  government's  place  to 
shelter  domestic  industry  in 
the  face  of  worldwide  over- 
capacity. But  he  believes  that 
steelmakers   should   be  al- 
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lowed  to  get  together  to  work  out  pro- 
duction cutbacks  unfettered  by  antitrust 
laws. 

That's  exactly  what  O'Neill  persuaded 


Cover  Story 


Washington  to  do  for  the  beleaguered 
aluminum  industry  in  1993-94  when  it 
faced  a  flood  of  cheap  imports  from  Rus- 
sia.  But  some  question  how  such  a 


stance  squares  with  his  oft-professed 
belief  in  open  markets.  "He's  a  free- 
trader until  his  profits  go  down.  Sud- 
denly he's  no  longer  for  free  trade," 
says  Richard  I.  Fine,  a  Los  Angeles  an- 
titrust lawyer  who  unsuccessfully  con- 
tested what  he  calls  "price-fixing"  by 
U.S.  aluminum  makers. 

Backers,  though,  insist  that  domes- 
tic producers  had  no  choice.  And  they 
argue  that  O'Neill's  solution  was  better 
than  erecting  barriers  to  imports.  "What 


THE  REAL 
O'NEILL 


PAUL  HENRY  O'NEILL 

At  Fresno  State 


BORN  Dec.  4,  1935,  St.  Louis. 

EDUCATION  B.A.  in  economics, 
Fresno  State  College,  1960.  Mas- 
ters in  Public  Administration,  In- 
diana University,  1966. 

UPBRINGING  Military  brat.  Dad 

served  in  the  Air  Force.  Much  of 

O'Neill's  childhood  was  spent 

shuttling  around  military  bases. 

Went  to  high  school  in  Anchorage,  where  he  met 

and  married  his  high  school  sweetheart. 

FAMILY  Married  for  45  years  to  Nancy  Jo  Wolfe;  4  kids,  12  grandkids. 

GOVERNMENT 
CAREER  Call  him 
"Brainiac."  The  man 
dreams  numbers.  Sys- 
tems analyst  for  the  Vet- 
erans Administration, 
1961-66.  Jumped  to  the 
Bureau  of  the  Budget 
(which  became  the  OMB 
in  '67),  stayed  until  77, 
rising  to  deputy  director 
under  Ford.  Became 
friends  with  Fordies  Dick 
Cheney,  Alan  Greenspan, 
Donald  Rumsfeld. 
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YOUNG  WONK:  With  L.  William  Seidman  (pipe), 
President  Ford,  and  Greenspan  in  1975 


BUSINESS  CAREER  First  job  was  as  engineer  for  Morrison-Knudsen  in 
Anchorage.  Left  the  corporate  world  in  '61.  Returned  in  '77  as  Interna- 
tional Paper  vice-president;  became  president  in  '85.  Left  two  years  later 
to  lead  Alcoa,  where  he  remained  until  retirement  in  2000.  His  rep:  savvy 
turnaround  artist.  Favorite  CEO  things:  quality  assurance,  workplace  safe- 
ty, corporate  diversity,  accessible  "open  architecture." 

SIDELINE  Policy-wonking.  O'Neill  was  chairman  of  Bush  Sr.'s  Education 
Policy  Advisory  Committee,  1989-92;  was  chairman  of  the  Rand  Corpora- 
tion. Served  as  a  director  of  the  American  Enterprise  Institute  and  the 
Manpower  Demonstration  Research  Corp.,  among  other  groups. 

CORPORATE  BOARDS  Was  director  of  the  NASD,  Lucent,  and  Kodak. 

PASSIONS  AND  PASTIME  Alaska — owns  lakeside  house  80  miles  north  of 
Anchorage.  Also  has  getaway  at  Bethany  Beach,  Del.,  a  popular  Washington 
hangout.  Every  two  years,  the  clan — all  22  members — gets  together  for  a 
two-week  vacation.  Dabbles  in  watercolors,  known  for  intricate  doodles. 

FAVORITE  HANGOUT  Ritter's  Diner  on  Baum  Blvd.  in  Pittsburgh's  Shady- 
side  neighborhood.  Often  seen  at  5:30  a.m.  ordering  ham-and-eggs  and 
chatting  up  the  locals. 

PAY  PACKAGE  Knows  how  to  turn  aluminum  into  gold.  Compensation 
from  Alcoa  last  year  totaled  $59  million. 
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are  you  going  to  do  when  an  open  in- 
dustry is  going  to  be  destroyed?"  asks 
former  U.  S.  Trade  Representative  Car- 
la  A.  Hills,  who  is  another  fan  ol 
O'Neill's. 

The  new  Treasury  Secretary's  list  ol 
friends  and  admirers  is  long.  But  amic 
all  the  huzzahs,  there  are  also  plentj 
of  detractors.  Some  conservative  true 
believers  have  never  accepted  O'Neill's 
bona  fides  as  a  tax-cutter  and  considej 
him  a  defender  of  the  corpocracy. 
particular  bone  of  contention  is  O'Neill'i 
one-time  advocacy  of  a  hefty  gasolint 
tax,  an  idea  he  felt  was  crucial  to  curb 
ing  consumption. 

Indeed,  O'Neill's  views  are  s< 
eclectic  that  close  associates  of 
ten  have  trouble  fixing  him  ol 
the  ideological  spectrum.  Say 
CEO  John  H.  Bryan  of  Sara  Le' 
Corp.:  "I  might  have  known  h 
was  a  Republican,  but  he's  al 
ways  been  more  issue-oriente' 
than  partisan." 

That  is  precisely  what  worries  hard 
liners.  "O'Neill  is  on  probation"  wit 
the  Right,  says  Terence  P.  Jeffrey, 
conservative  activist  and  the  publishe 
of  the  journal  Hitman  Eveyits.  H 
charges  that  because  of  O'Neill 
backing  for  antipoverty  program; 
"[he]  has  been  a  nemesis  of  conserve 
fives  since  the  Nixon  and  For 
Administrations." 

INSUFFICIENT  OOMPH?  Another  issu 
with  supply-siders  is  that  O'Neill  isn't 
movement  conservative,  like  a  Jac 
Kemp  or  a  Steve  Forbes,  and  h 
doesn't  profess  that  tax  cuts  have  myi 
tical  powers.  That,  plus  his  pragma 
tism  and  ties  to  the  Eastern  Estal 
lishment,  raise  fears  that  he'll  pi 
insufficient  oomph  behind  his  tax  sel 
athon.  Those  alleged  heresies  won 
help  O'Neill  with  the  gop  base,  bi 
they  may  give  the  maverick  son 
added  credibility  among  Hill  Demo 
rats  in  the  tax  battle  ahead.  If  tht 
come  to  see  him  as  a  straight-shoot* 
who's  willing  to  bargain,  it  could  mal 
it  easier  to  reach  a  deal. 

A  tax  agreement  should  be  easy 
come  by,  though  Bush  won't  get  tl 
$1.6  trillion  plan  he  intends  to  send 
the  Hill.  Democrats  are  murmurir 
about  a  final  bill  in  the  $600  billion-t 
$800  billion  range.  There  is  broad  co 
sensus  on  marriage  penalty  relief  ai 
estate-tax  breaks.  And  Democrats  i 
creasingly  say  they  are  willing  to  a 
cept  some  tax-rate  reductions. 

But  President  Bush  wants  to  sla 
rates  across  the  board,  shrinking  t 
current  rate  structure — \Wl\  2X'">  :'.!' 
36%-39.6% — to  a  system  that  dim 
from  10%  to  15%  to  25%  to  88%.  T 
Democrats  are  howling  that  such  a  pi 
would  give  40%  of  the  benefits  tut 


HOW  O'NEILL  GOT  ALCOA  SHINING 


In  June,  1987,  when  Paul  O'Neill 
arrived  at  Alcoa  Inc.,  it  was  just 
another  wheezing  industrial  giant 
with  an  unremarkable  financial 
record  and  a  workforce  that  was  bid- 
ing its  time.  The  first  outsider 
brought  in  as  chairman  and  CEO, 
O'Neill  set  out  to  shake  things  up. 
He  warned  managers  that  they 
would  be  judged  by  how 
well  they  met  his  num- 
bers. "I  drove  a  stake  in 
the  ground,"  he  recalls. 

But  O'Neill  didn't  hold 
his  troops  to  criteria  that 
CEOs  commonly  use,  such 
as  profit  margins,  sales 
growth  rates,  or  share 
appreciation.  His  singu- 
lar standard:  time  lost  to 
employee  injuries.  Al- 
though Alcoa  already 
outperformed  most  U.S. 
manufacturers  on  safety, 
O'Neill  believed,  say 
those  who  know  him, 
that  to  be  a  world-class 
company,  it  first  had  to 
become  the  safest. 

You  can't  argue  with 
the  results.  Alcoa's  rate 
of  time  lost  because  of 
employee  injuries  was 
one-third  the  U.S.  average  when 
O'Neill  took  over.  Today,  it  is  less 
than  one-twentieth.  More  important, 
O'Neill's  emphasis  on  safety  funda- 
mentally altered  Alcoa's  culture.  To 
meet  his  targets,  managers  and  even 
bottom-rung  workers  began  showing 
initiative  instead  of  mutely  waiting 
for  orders.  Productivity  soon  began 
rising,  with  a  timely  assist  from  the 
high-tech  tools  O'Neill  also  intro- 
duced, and  then  so  did  the  financial 
tallies.  "Paul  came  in  and  got  us  to 
do  things  we  never  thought  we  could 
do,"  says  L.  Richard  Milner,  head  of 
Alcoa's  automotive  unit.  Labor  also 
offers  gruff  praise  for  the  ceo. 
"Maybe  he  hasn't  always  told  me 
what  I've  wanted  to  hear,"  says 
George  Becker,  president  of  the 
United  Steelworkers  of  America. 
"But  I  could  always  believe  it." 

Today,  Alcoa  is  the  global  leader 
O'Neill  envisioned.  In  1986,  the  Pitts- 
burgh-based company  recorded  $264 
million  in  net  income  on  sales  of  $4.6 
billion;  it  had  35,700  employees  and  a 
market  cap  of  $2.9  billion.  When 
O'Neill  retired  at  the  end  of  2000,  at 
age  65,  Alcoa  boasted  record  profits 


of  $1.5  billion  on  sales  of  $22.9  billion 
and  a  payroll  of  140,000.  Meantime, 
its  market  cap — up  126%  in  1999 
when  Alcoa  was  the  top  stock  among 
the  30  Dow  Jones  industrials — stands 
today  at  $29.9  billion.  "His  major  im- 
pact has  been  to  run  an  Old  Econo- 
my company  as  though  it  were  a 
New  Economy  company,"  notes  Don- 


SAFETY  FIRST 


The  CEO  reduced  employee 
injuries  to  among  the  lowest  in 
the  U.S.  As  they  fell,  productivi- 
ty-and  profits-climbed 

aid  S.  Perkins,  a  retired  Alcoa  direc- 
tor. "He  is  not  a  traditionalist  in  any 
sense  of  the  word." 

O'Neill  started  out  as  an  engineer 
at  Morrison  Knudsen  and  came  to 
Alcoa  from  International  Paper, 
where  he  had  been  president.  It 
hardly  seemed  like  a  shoot-for-the- 
moon  career  move — much  less  one 
that  would  lead  to  Treasury.  In  those 
days,  Alcoa  was  a  Rust  Belt  relic.  It 
maintained  a  strict  hierarchy  and  of- 
fered few  opportunities  for  rising 
stars.  Alain  J.  P.  Belda,  who  succeed- 
ed O'Neill  as  ceo  in  1999  and  chair- 
man in  2000,  remembers  that  Alcoa 
"for  a  long  time  had  been  doing  just 
what  it  had  done  in  the  past." 

Within  a  few  years,  O'Neill 
changed  that.  His  safety  commitment 
won  over  labor  unions.  By  requiring 
managers  to  measure  up,  the  pro- 


gram also  got  employees  used  to 
meeting  benchmarks;  O'Neill  later 
expanded  "stretch  goals"  to  financial 
results.  By  leaving  it  up  to  the  man- 
agers how  to  hit  their  targets, 
O'Neill  effectively  decentralized  au- 
thority. "What  stands  out,"  says  Mer- 
rill Lynch  analyst  Daniel  A.  Roling, 
"is  his  absolute  commitment  to  dele- 
gating responsibility." 

O'Neill  was  one  of  the 
first  major  company  ceos 
to  embrace  the  Internet, 
requiring  as  far  back  as 
1991  that  every  Alcoa  fa- 
cility be  linked  to  it  so  em- 
ployees could  see  how  the 
company  was  faring.  He 
also  took  advantage  of 
computer  power  to  push 
for  sped-up  production  and 
delivery  cycles.  O'Neill  be- 
came known  for  his  New 
Economy  bent  in  other 
ways,  too:  He  made  him- 
self accessible,  forgoing  an 
office  in  the  new  headquar- 
ters that  opened  in  1998 
for  a  cubicle  like  everyone 
else.  And  it  was  not  un- 
usual at  lunch  to  find  him 
in  the  cafeteria  line. 
It  would  be  a  mistake 
to  see  O'Neill  as  a  touchy-feely  man- 
ager, however.  He  set  Alcoa  on  a 
tough,  growth-by-acquisition  strategy 
that  refused  to  settle  for  plodding 
sales  and  earnings.  Today,  thanks  to  a 
buying  spree  capped  by  last  year's 
takeover  of  Reynolds  Metals  Co.,  Al- 
coa controls  one-sixth  of  global  alu- 
minum output  and  nearly  half  of  the 
U.S.  output. 

To  carve  out  such  a  major  piece  of 
the  market,  O'Neill  tapped  his  Wash- 
ington connections.  Although  an 
avowed  free-trader,  he  began  press- 
ing for  government  intervention  in 
1992  to  curb  Russian  aluminum  ex- 
ports, which  were  flooding  the  global 
market  and  driving  down  prices. 
Eventually,  Alcoa  hatched  an  inter- 
national scheme  with  its  competitors 
and  their  governments  to  collectively 
cut  output  and  halt  the  glut. 

Some  rivals  say  that  they  liked 
Alcoa  better  before  O'Neill  showed 
up.  It  has  become  "the  Saudi  Arabia 
of  the  aluminum  business,"  grouses 
one  U.  S.  executive.  But  the  stakes 
O'Neill  drove  into  Pittsburgh's  river- 
front soil  seem  there  to  stay. 

By  Michael  Arndt  in  Chicago 
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wealthiest  1%  of  taxpayers.  O'Neill 
says  those  who  pay  the  bulk  of  the  in- 
come tax  should  enjoy  the  lion's  share 
of  a  tax  cut,  but  he — and  Bush — will 
have  to  scale  back  those  top-bracket 
rate  cuts  if  they  want  a  deal. 

Even  conservative  Democrats,  who 
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will  be  the  key  to  any  final  agreement, 
are  skeptical  about  a  tax  cut  of  the 
size  Bush  is  proposing.  They  are  in- 
sisting that  at  least  half  the  non-So- 
cial Security  surplus  be  reserved  for 
debt  reduction,  a  strategy  that  would 
hold  the  size  of  tax  relief  at  $600  billion 
or  so. 

O'Neill's  task  will  be  to  find  a  com- 
promise, all  the  while  insisting  that  his 
boss  is  sticking  fast  to  his  tax-cut 
pledge.  When  a  deal  is  finally  ham- 
mered out,  O'Neill  will  have  to  make  it 
look  as  if  Bush  was  dragged  kicking 
and  screaming  into  the  accord.  And  if 
there's  any  heat  to  be  taken  for  last- 
minute  trade-offs,  O'Neill  will  have  to 
take  it. 

NO  SYMPATHY.  O'Neill  knows  that  cor- 
porate lobbyists  are  itching  to  add  spe- 
cial-interest breaks  to  any  tax  bill  that 
moves.  But  he  is  not  terribly  sympa- 
thetic. From  a  ceo's  perspective,  he 
told  Congress,  targeted  preferences  are 
little  more  than  "inducements  for  some- 
thing I'm  going  to  do  anyway."  He 
notes  that  at  Alcoa  he  happily  took 
such  subsidies,  but  he  adds:  "I  never 
made  an  investment  decision  based  on 
the  tax  code." 

Bush  will  roll  out  his  tax  plan  with- 
in a  month  or  so,  O'Neill  says.  But  that 
will  just  be  the  beginning  of  a  grueling 
debate.  "If  O'Neill  succeeds,  he'll  be 
the  hero,"  says  Stephen  Moore,  presi- 
dent of  the  pro-tax-cut  Club  for 
Growth.  "If  it  goes  up  in  flames,  he'll 
be  the  goat." 

No  one  knows  this  better  than  O'Neill, 
who  has  been  on  both  sides  of  Washing- 
ton's power  games  and  understands  the 
city's  appetite  for  victims.  But  in  a  way 
that  is  almost  unnerving,  he  exudes  a 
quiet  confidence  in  his  ability  to  emerge  a 
survivor.  The  fact  is,  O'Neill  didn't  come 
to  Washington  to  be  anybody's  fall  guy. 
Instead,  he  intends  to  be  the  unques- 
tioned leader  of  an  economic  team  that 
delivers  on  Bush's  promise  of  more  mus- 
cular economic  growth.  To  O'Neill's  way 
of  thinking,  he's  faced  tough  turnaround 
situations  before — and  walked  away  a 
winner. 

By   Howard   Gleckman   and   Rich 

Miller,  with  Lee   Walczak  and  Paul 
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Thereae  Palmer  in  Chicago;  and  Pete 

lio  in  New  York 

Week  /  February  5,  2001 


STRAIGHT  TALK 

FROM  THE  NEW  MR.  MONEY 


a 


k 


The  walls  are  nearly  bare.  The  big 
desk  is  clean  as  a  whistle.  Treasury 
Secretary  Paul  O'Neill  has  barely 
put  in  his  first  full  day  on  the  job,  and 
already  there  are  questions.  Does  he 
share  President  Bush's  passion  for  that 
big  $1.6  trillion  tax  cut?  Will  his  lack  of 
Wall  Street  experience  prove  a  liability 
in  some  future  financial  meltdown?  On 
Jan.  23,  the  new  Treasury  chief  took 
time  out  to  discuss  these  and  other  is- 
sues with  BusinessWeek.  Fielding  ques- 
tions from  Washington  Bureau  Chief 
Lee  Walczak,  Senior  Writer  Rich  Miller, 
and  Senior  Economics  Correspondent 
Howard  Gleckman,  O'Neill  cautioned 
everyone  to  relax:  He'll  fight  hard  for 
the  tax  plan, 
doesn't  see  a  re- 
cession as  preor 
dained,  and  has 
strong  ideas 

about  the  way  Washington  ought  to 
run — like  clockwork. 
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Congress.  It's  my  responsibility  to  I 
ulate  a  convincing  case  that  keeps 
element  in  place.  To  the  degree  it 
up  getting  reshaped  and  the  Presitff' 
doesn't  agree  that  the  reshaping  i;  d 
eficial,  I  will  fail.  I'm  frankly  amas 
some  of  the  headlines  about  the  P 
dent  and  me  being  in  different  pla 
the  tax  bill.  Wait  until  you  see  mj  I. 
ors  in  the  battle,  and  you  won't  hi 
any  doubt. 


Are  the  rate  cuts  the  most  imports 
ement  of  the  plan? 

All  the  pieces  are  important,  bi  is  n 
you're  talking  about  an  insurance 
against  a  recession,  then  the  thinj  J 
will  have  the  most  immediate  imp  mi 


They  think  I  fell  off  a  pum 


Given  the  precipitous  drop  in  growth 
and  consumer  confidence,  can  the  U.S. 
avoid  a  recession? 

I  don't  accept  the  word  "precipitous," 
but  there  is  no  doubt  that  the  economy 
has  slowed.  Final  demand  still  looks 
good  in  some  sectors,  and  some  of 
what's  going  on  is  a  consequence  of  in- 
ventory accumulation  that  needs  to  be 
worked  off.  What  you  can't  know  is  the 
combination  of  consumer  sentiment  and 
balance  sheets  and  expecta- 
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the  marginal  rate  cuts.  They  also 
the  most  beneficial  impact  on  low-  in; 
moderate-income  families. 

You  may  be  in  luck,  because  that 
part  of  the  Bush  plan  the  Democr 
want  to  keep  while  proposing  to  s 
the  upper-bracket  cuts.... 

The  part  they  don't  want  to  keto 
interesting,  too.  The  President's  f 
al  would  reduce  the  top  marginal 
to  33%  from  39.6%.  That's  two  pe 
age  points  higher  than  when  Pres  » 
Clinton  took  office.  So  it's  not  a  p  no- 
where we've  never  been  before 


I'm  amazed  at  some  of  the  headlines. 


tions  about  income  levels — what  does 
that  add  up  to  six  months  from  now? 

You  testified  to  Congress  that  monetary 
policy  is  more  effective  than  tax  cuts  in 
fighting  a  slump.  Does  that  conflict  with 
the  President's  description  of  tax  cuts 
as  antirecession  medicine? 

The  leadership  of  the  country  has 
agreed  that  we  should  have  tax  cuts. 
Seems  to  me  the  only  debate  is  how 
much.  Maybe  there's  a  corollary  ques- 
tion of  how  soon.  It  would  be  naive  to 
say  that  we're  going  to  send  the  Presi- 
dent's proposal  to  the  Hill  and  they're 
just  going  to  send  it  back  for  his  signa- 
ture. [But]  the  President  feels  he  made 
a  commitment  to  a  certain  level  of  tax 
reduction,  and  he  will  send  it  to  the 
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Some  question  those  big  surplus  ft 
tions  the  plan  is  based  on.  Now  t 
revenues  are  slounng,  are  you  cei 
that  money  is  going  to  be  there? 
Relying  on  outside  estimates — 
our  own — we've  got  a  fair  degree  d 
comfort  in  being  able  to  take  the  W 
ductions,  continuing  to  pay  down|i> 
national  debt,  and  paying  for  the 
initiatives  the  President  has  calle 

Most  incentives  in  the  tax  plan  a  ^;< 
reefed  at  individuals.  What  are  // 
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views  about  business  e 


When  we  ha 


orations  don't  pay  taxes,  they 
lect  them.  That's  a  really  impor- 
•a.  If  a  business  doesn't  cover  all 
t,  including  tax  costs,  it's  not  a 
s — it's  a  failure.  If  you  think 
|e  cost  to  implement  the  tax 
in  the  ideal  sense,  none  of  that 
lue  for  goods  and  services.  As 
Id  becomes  ever  more  competi- 
jources  wasted  in  our  society 
fed  a  huge  tax  on  the  potential 
tl  of  living. 

edecessor,  Bob  Rubin,  was  often 
nto  international  crisis-man- 
t.  Give?),  your  lack  of 
Street  background, 
les  right  to  question 
eparation  for  tins 

don't  think  people 
re  run  the  kind  of  en- 
s  I  ran,  with  opera- 

36  countries,  are  in- 
nal.  They  also  think  I 


The  President's  staff  talks  a  lot  about 
integrating  national  security  policy 
with  international  economic  policy. 
Wluit's  tlmt  mean? 

Here's  my  view,  having  been  through 
a  lot  of  transitions:  In  the  early  going 
of  any  Administration  there's  a  process 
of  settling  in.  When  you  want  to  find 
out  how  it  all  works,  wait  until  there 
are  some  events  and  then  responsibili- 
ties are  sorted  out.  Usually,  it  gets 
sorted  out  in  favor  of  who  knows  what 
they're  talking  about  and  who  can  bring 
facts  to  the  table.  I  have  talked  to  [Na- 
tional Economic  Council  Director]  Lar- 
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off 

tin  truck. 

it  about  the  need  to 
nicial  crises  in  a 

t  zonomy? 

we  have  a  crisis,  it's 
a  failure  of  antici- 

;e^  )ne  of  the  things  I 
ope  we  are  going  to 
is  create  a  process  of 
"  people  in  different 
round  the  world.  I 
ng  about  people  who 
al  products  and  ser- 

ax  bill.  Wai 


id]  know  what  the 
>oks  look  like.  You 
o  the  Reuters  screen  and  find 
t  all  the  [bond]  maturities  are 
minute-by-minute  trading  val- 
but  that  doesn't  tell  you  any- 
out  what's  going  on  in  the  real 
believe  it's  possible  to  have  an 
ion-collection  network  that  puts 
position  where  you  can  better 
,e  countries  that  are  heading 
lancial  crisis.  I'd  consider  my- 
ro  if  I  was  never  called  on  to 
Mexico  or  Indonesia. 


ry  Lindsey  and  [National  Security  Ad- 
viser] Condi  Rice  and  [U.  S.  Trade 
Representative]  Bob  Zoellick.  There  is 
a  joint  view  that  it's  desirable  to  see  if 
we  can  improve  the  degree  to  which 
U.  S.  policy  doesn't  mean  a  collection  of 
agency  or  department  ideas,  but  is  tru- 
ly well-considered. 

How  worried  are  you  about  Japan's 
economic  malaise? 

Japan  is  facing  a  situation  that  is 
bigger  than  the  [savings  and  loan] 


I  it's  a  failure-a  failure  of  anticipation 


problem  we  had  in  the  U.  S.  The  Japan- 
ese know  that.  But  not  translating  it 
into  the  financial  statements  of  compa- 
nies creates  a  problem  of  assets  being 
squeezed  and  squeezed.  [Fixing  that]  is 
a  necessary  step,  and  there's  some  indi- 
cation they're  leaning  in  that  direction. 
And  it  would  be  hugely  beneficial  if 
Japan's  economy  lived  in  the  world 
market,  which  means  prices  were  mar- 
ket prices.  In  the  last  10  years  or  so, 
the  fact  that  Japan  has  not  been  an  en- 
gine for  the  world  economy  has  been  a 
passable  condition,  because  we  were 
doing  such  a  great  job.  The  fact  that 
they  have  very  low  growth 
compared  to  the  previous  30 
years'  record  has  exacted  a 
huge  penalty  on  their  popula- 
tion. From  a  world  point  of 
view,  it's  necessary  to  think 
about  that — not  to  meddle  in 
Japan's  affairs  but  to  think 
about  the  things  we  might  do  to 
help  them  deliver  a  real  growth 
rate  of  4%  to  6%  a  year.  There 
needs  to  be  more  than  one  en- 
gine for  the  world  economy. 

At  Alcoa,  you  were  associated 
with  corporate  diversity.  Do  you 
support  current  affirmative-ac- 
tion policies? 

I'll  tell  you  what  I  believe.  If 
you're  going  to  have  a  great  or- 
ganization, people  need  to  be 
able  to  answer  three  questions 
every  day.  Were  you  treated 
with  dignity  and  respect  by 
everyone  you  met?  Were  you 
encouraged  to  make  a  contribu- 
tion that  gave  meaning  to  your 
life?  And  has  someone  noticed 
that  you  did  it?  If  you  can  get 
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those  three  things  in  an  organi- 
zation, everything  else  takes  care  of 
itself. 

7s  tfmt  a  yes  or  a  no? 

I  really  resist  getting  caught  up 
with  labels.  I  don't  need  to  say  yes  or 
no  to  affirmative  action.  If  you  take 
those  three  principles,  I  don't  need  af- 
firmative action  because  I'm  treating 
everyone  with  dignity  and  respect,  and 
I  don't  judge  what  color  people  are,  or 
what  gender  they  are,  or  what  national- 
ity they  are. 
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News:  Analysis  &  Commentary 


THE  NEW  ECONOMY'S 
GRUEL  MATH 


Big  spending  on  IT 
has  made  labor 
more  vulnerable 
than  ever 

On  the  surface,  the  labor  mar- 
ket looks  as  solid  as  ever. 
The  December  unemployment 
rate,  released  early  in  Janu- 
ary, was  only  4%,  while  the 
economy  added  more  than 
100,000  new  jobs.  Meanwhile,  the  Labor 
Dept.  reported  that  initial  claims  for 
unemployment  insurance  actually  fell 
sharply  in  the  first  half  of  January. 

But  behind  this  seemingly  pleasant 
facade,  stresses  are  building  in  the  labor 
market.  It  is  becoming  increasingly  clear 
to  managers  that  if  they  want  to  keep 
their  profits  and  productivity  rising  in  a 
slowing  economy,  they  are  going  to  have 
to  cut  large  numbers 
of  workers.  And  make 
no  mistake,  layoffs  will 
be  as  prevalent  among 
New  Economy  high- 
tech  companies  as  they  will  be  among 
more  old  line  industries. 
TEMP  SLOWDOWN.  Indeed,  this  round 
of  layoffs  represents  the  logical  evolution 
of  the  New  Economy.  During  the  '90s, 
huge  investments  in  information  tech- 
nology added  jobs  in  many  companies. 
Staffing  of  IT  departments  soared  to 
handle  the  requirements  of  ubiquitous 
networks  and  computers,  while  the  sud- 
den need  for  almost  every  company  to 
have  an  Internet  presence  spawned  en- 
tire armies  of  Web  masters  and  content 
providers. 

But  now  the  tech  buying  spree  is 
slowing.  Companies  are  trying  to  absorb 
the  investments  they've  already  made. 


COMMENTARY 


By  Michael  J.  Mandel 


Instead  of  hiring  hoards  of  new  people  to 
install  and  maintain  new  systems,  they 
are  focusing  on  using  their  information 
technology  more  intensively  than  ever 
to  cut  costs  by  automating  transactions, 
cutting  out  middlemen,  and  streamlining 
production.  Of  course,  reductions  are  still 
being  made  for  traditional  reasons:  too 
much  capacity  in  a  market  or  the  need  to 
cut  costs  after  a  merger. 

The  combination  of  New  Economy 
and  traditional  forces  is  turning  what 
began  as  a  trickle  of  layoffs  into  a 
swollen  stream.  The  latest:  Lucent  Tech- 
nologies Inc.  announced  on  Jan.  24  that 
it  was  going  to  reduce  the  number  of 
workers  on  its  payroll  by  16,000.  The 
same  day,  AOL  Time  Warner  Inc.  elimi- 
nated about  2,000  jobs,  with  more  likely. 
Meanwhile,  Textron  Inc.,  a  large  indus- 
trial manufacturer,  has  said  it  will  cut 
more  than  3,600  jobs,  while  Norfolk 
Southern  Corp.  laid  out  plans  for  cuts  of 
up  to  2,000  jobs  this  year.  Excite@Home 
reported  it  would  reduce  its  workforce 
by  250,  and  J.  C.  Penney  Co.  said  it's 
closing  up  to  50  stores, 
with  an  unspecified 
number  of  jobs  lost. 

All  that  is  only  a 
taste  of  the  layoffs  that 
would  come  if  the  economy  were  to  slip 
into  a  recession.  In  the  last  downturn,  for 
instance,  which  began  in  July,  1990,  busi- 
nesses used  the  weak  economy  as  an  op- 
portunity to  shed  workers  and  make 
their  operations  much  more  efficient, 
slashing  more  than  1.7  million  jobs.  The 
cutting  was  especially  deep  in  Corporate 
America.  As  a  result,  productivity  growth 
at  nonfinancial  corporations  actually  ac- 
celerated during  the  1990-91  recession. 

The  1990  downturn  also  suggests  that 
the  current  strength  of  the  labor  market 
is  no  grounds  for  complacency.  Unem- 
ployment is  considered  by  economists 
to  be  a  "coincident"  indicator,  meaning  it 
doesn't  rise  until  the  economy  starts 
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contracting.  In  1990,  unemployment  fell 
to  a  low  point  in  June,  the  month  before 
the  official  start  date  of  the  recession. 
But  once  the  recession  began,  layoffs 
snowballed,  getting  bigger  and  bigger  as 
the  downturn  went  on. 

This  time  around,  companies  may  be 
even  more  aggressive.  One  early  warn- 
ing sign  is  a  slackening  demand  for  tem- 
porary workers.  From  September 
to  December  of  last  year,  employ- 
ment at  temp  agencies  and  other 
personnel  firms  fell  by  115,000  work- 
ers, or  3%,  the  biggest  drop  since 
the  bottom  of  the  last  recession. 
Still,  cutting  temporary  workers 
isn't  the  road  to  big  productivity  gains. 
In  most  manufacturing  industries,  from 
food  to  steel  to  chemicals,  companies 
are  trimming  their  workforces  to  keep 
up  with  global  competition  and  the  slow- 
ing economy.  That's  especially  true  in 
the  slumping  auto  industry,  where  it 
looks  like  DaimlerChrysler  needs  big 
job  cuts  to  achieve  profitability.  The 
pain  is  filtering  down  to 
auto-parts    suppliers    as 
well.  For  example,  Dura 
Automotive  Systems  Inc. 
has  announced  that  it  will 
close  two  plants  in  the 
Midwest. 

Other  layoffs  are  merg- 
er-related. That's  certainly 
part  of  the  reason  behind 
the  job  cuts  at  aol  Time 
Warner  and  Norfolk 
Southern,  which  is  still  in 
the  process  of  absorbing 
its  purchase  of  a  portion 
of  Consolidated  Rail  Corp. 
Meanwhile,  General  Electric  Co.  seems 
certain  to  get  rid  of  tens  of  thousands  of 
jobs  in  the  aftermath  of  its  acquisition  of 
Honeywell  International. 
WALL  STREET  CRACKS.  In  sharp  con- 
trast to  1990,  the  high-tech  industry  is 
likely  to  be  at  the  epicenter  of  the 
shakeout  rather  than  being  a  stable 
haven.  The  job  devastation  at  the  dot- 
coms is  well  known,  but  it 
doesn't  end  there.  Motorola  Inc.  an- 
nounced that  it  was  cutting  2,500  man- 
ufacturing jobs,  while  Gateway  Inc.  said 
on  Jan.  11  that  it  would  eliminate  10% 
of  its  workforce. 

And   consulting  firms,   among  the 
biggest  beneficiaries   from  the   New 
Economy  boom,  are  likely  to  be  hit  hard 
as  well.  On  Jan.  23,  MarchFirst  Inc., 
one  of  the  biggest  of  the  Web  consul- 
tancies, announced  it  was  scaling  back 
by  550  workers,  on  top  of 
earlier  cuts.  Other 
firms  such  as  Fort 
Point  Partners  Inc. 
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and  Agency.com  have  been  cutting  jobs, 
and  the  big  consultants  are  likely  to  be 
among  the  next  to  announce  layoffs. 

For  now,  the  high-tech  labor  market 
is  still  being  sustained  by  venture  capi- 
tal, which  has  sagged  a  bit  from  last 
year's  record  pace  but  still  has  not  fall- 
en off  the  cliff.  But  in  the  past,  vc  out- 
lays have  started  dropping  about  a  year 
or  so  after  a  stock  market  decline.  If  the 
same  pattern  holds  this  time,  the  real 
pain  for  tech  workers  will  start  around 
this  summer  or  fall,  as  money  for  small 
companies  starts  drying  up. 

Beyond  that,  there  are  also  big  cuts 
coming  in  industries  such  as  finance, 
media,  and  distribution,  which  rode  the 
New  Economy  boom  of  the  1990s.  These 
businesses  rapidly  added  workers  over 
the  past  five  years  while  simultaneously 
investing  heavily  in  information  tech- 
nology. Such  a  double-barreled  strategy 
made  sense  in  the  boom  years,  since 
there  wasn't  an  incentive  to  undergo 
painful  restructuring  when  times  were 
good.  But  as  the  economy 
slows,  companies  will  be 
more  willing  to  make  big 
changes  to  get  maximum 
benefits  from  technology, 
and  to  reduce  the  num- 
ber of  workers  they 
need.  For  example,  small- 
er video  cameras  and  lap- 
top editing  equipment 
now  reduces  the  number 
of  people  needed  for  TV 
field  crews,  which  is  one 
reason  why  CNN  was  able 
to  cut  400  workers  earli- 
er this  month. 
The  financial-services  sector,  one  of 
the  biggest  spenders  on  information 
technology,  is  another  area  ripe  for  lay- 
offs. Over  the  past  five  years,  the  num- 
ber of  jobs  in  the  securities  industry 
have  risen  by  almost  50%,  far  outpacing 
almost  any  other  industry.  But  now  the 
first  cracks  are  appearing.  The  latest 
news:  Wit  SoundView  Group,  a  small 
New  York  investment  banking  firm,  an- 
nounced on  Jan.  23  that  it  was  cutting 
60  people.  While  Wit's  focus  on  tech- 
nology companies  made  it  especially  vul- 
nerable to  the  recent  slump  in  initial 
public  offerings,  other  Wall  Street  firms 
will  not  escape  the  need  for  job-cutting 
if  the  stock  market  stays  weak. 

U.S.  workers  have  long  grown  used 
to  being  able  to  easily  find  jobs.  But  as 
the  economy  turns  down  and  those  jobs 
become  harder  to  find,  they  may  soon 
be  waking  up  to  a  new  reality. 

Mandel  covers  the  ups  and  doums  of 
the  economy  from  New  York. 
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CORPORATE  PROFITS 


SUDDENLY, 
THE  DOWNPOUR 

Oil  prices  and  the  slowdown  make  for  a  grim  earnings  outlook 


Forget  the  debate  over  the  econo- 
my. Even  if  Federal  Reserve  Chair- 
man Alan  Greenspan  keeps  the 
economy  on  track  by  cutting  interest 
rates  again,  these  moves  won't  come 
soon  enough  to  head  off  the  storm  that's 
starting  to  roll  across  Corporate  Amer- 
ica. Thanks  to  the  one-two  punch  of 
soaring  energy  costs  and  plunging  con- 
sumer confidence,  BusinessWeek's  flash 


fis* 


profits  survey  of  114  bellwether  com- 
panies shows  that  fourth-quarter  2000 
profits  rose  a  mere  0.8%.  Excluding  en- 
ergy companies  and  utilities,  profits  for 
the  group  fell  9.2%. 

What's  more,  the  fourth  quarter  isn't 
likely  to  be  an  aberration.  While  more 
Fed  rate  cuts  could  provide  relief  to 
banks,  brokerages,  and  other  rate-sen- 
sitive sectors  such  as  housing,  they 
won't  offer  any  immediate  help  to  other 
companies.  "It  takes  six  months  for  in- 
terest rates  to  play  through  for  us," 
says  James  W  Anderson,  head  of  in- 
vestor relations  at  Caterpillar  Inc.  As  a 
result,  many  forecasters  predict  that 
corporate  profits  could  dip  for  at  least 
the  next  two  quarters.  "This  is  going  to 
be  the  toughest  earnings  period  since 
the  [1991]  recession,"  notes  Mark  M. 
Zandi,  chief  economist  at  Economy.com 
Inc.,  a  Philadelphia  consulting  firm. 

What's  most  striking  is  how  quickly 
profits  growth  slowed  in  the  fourth 
quarter — particularly  given  the  18%- 
plus  average  earnings  gain  recorded  by 


companies  in  the  Standard  &  Poor's  500- 
stock  index  in  each  of  the  preceding 
three  quarters.  "The  magnitude  [of  the 
slowdown]  was  greater  than  we  antici- 
pated," says  W.  James  McNerney  Jr. 
ceo  at  3M.  Profits  at  3M  tumbled  10% 
after  one-time  charges  in  the  fourth 
quarter.  And  companies  like  Eastman 
Kodak  Co.  that  are  still  projecting 
growth  during  2001  aren't  doing  so  with 
the  same  conviction  as  before.  'We're  all 
trying  to  look  through  the  fuzziest  crys- 
tal ball  we've  ever  had,"  admits  Kodak 
CEO  Daniel  A.  Carp. 
SLOW  BUILD.  The  slowdown  is 
particularly  pronounced 
in  the  technology  sec- 
tor. After  a  robust 
34%  rise  during 
the  third  quarter, 
Wall  Street  ana- 
lysts had  expect- 
ed tech  profits  to  climb 
29%  in  the  fourth  quar- 
ter. Now,  however,  the 
consensus  is  that  tech 
profits  will  rise  just  2%. 
Without  technology  to  pro- 
rest  of  Corporate  America, 
L.  Hill,  research  director  at 
First  Call/Thomson  Financial,  believes 
profits  could  be  down  in  both  the  first 
and  second  quarters — and  perhaps  the 
third  quarter  of  2001  as  well.  "We're 
starting  to  see  less  trimming  and  more 
slashing  of  third-quarter  earnings  esti- 
mates," notes  Hill. 

Despite  the  current  gloom,  many  Wall 
Street  pros  remain  bullish  about  the 
outlook  for  later  this  year.  Among  the 
reasons  for  optimism:  tax  relief  from  the 
Bush  Administration,  a  decline  in  the 
dollar  that  helps  exporters,  and — not 
least — more  rate  cuts.  "You  can't  un- 
derestimate the  power  of  the  Fed,"  says 
John  Forelli,  portfolio  manager  at 
Boston's  Independence  Investment  As- 
sociates. He  may  be  right.  But  if  it  takes 
until  fall  for  Greenspan's  medicine  to 
work,  it  could  be  a  long  dry  spell  for 
many  companies. 

By  Dean  Foust  in  Atlanta,  with 
Michael  Arndt  in  Chicago  and  Geof- 
frey Smith  in  Boston 
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CURRENT  QTR.  SALE!  1 
(MILLIONS) 


INDUSTRIALS 


383,426.8 


ABBOTT  LABORATORIES  3,704.7 

AIR  PRODUCTS  &  CHEMICALS  1 ,44 1 .3 

AK  STEEL  HOLDING  1,035.2 

ALCOA  6,560.0 

ARCHER  DANIELS  MIDLAND  M  4,941.0 

BOEING  14,693.0 

BOISE  CASCADE  1,864.8 

BRISTOL-MYERS  SQUIBB  4,784.0 

CATERPILLAR  5,114.0 

CHEVRON  13,521.0 


COCA-COLA  ENTERPRISES  3,561.0 

CONAGRA  FOODS  7,206.2 

CONOCO  10,393.0 

DELPHI  AUTOMOTIVE  SYSTEMS  6,909.0 

DUPONT  6,316.0 


EASTMAN  KODAK 

EXXON  MOBIL 

FMC 

FORD  MOTOR 

GENERAL  ELECTRIC 

GENERAL  MILLS  i  i 
GENERAL  MOTORS 
HARLEY-DAVIDSON 
INTERNATIONAL  PAPER 
JOHNSON  &  JOHNSON 


3,560.0 

64,132.0 

952.3 

42,587.0 

34,981.0 


1,895.2 

46,341.0 

769.1 

7,228.0 

7,108.0 


JOHNSON  CONTROLSt 

KB  HOME 

MERCK 

NIKE 

PARKER  HANNIFIN  i  i 


4,454.4 
1,244.1 
11,467.3 
2,198.7 
1,460.1 


PFIZER 

PPG  INDUSTRIES 

PRAXAIR 

SCHLUMBERGER 

TEXACO 


8,105.0 
1,992.0 
1,273.0 
2,688.5 
14,431.0 


TEXTRON 

3M 

TIMKEN 

TYCO  INTERNATIONAL 

UNITED  TECHNOLOGIES 


3,312.0 
4,136.0 
631.7 
8,020.3 
6,767.0 


USX-U.S.  STEEL  GROUP  1,413.0 

VISTEON  4,529.0 

WHIRLPOOL  2,579.0 

WILLAMETTE  INDUSTRIES  1,127.0 


SERVICES 


204,077.2 


AMERICAN  EXPRESS 

AMR 

BANK  OF  AMERICA 

BANK  ONE 

BEST  BUYttt 


6,067.0 

4,859.0 

NA 

NA 

3,732.1 


BURLINGTON  NORTHERN  SANTA  FE  2,339.0 
CAPITAL  ONE  FINANCIAL  1,578.3 

CARNIVAL  850.3 

CIRCUIT  CITY  GROUPttt  2,325.6 

CITIGROUP  29,328.0 


COSTCO  WHOLESALE 

7,637.3 

DARDEN  RESTAURANTStt 

932.0 

ENRON 

40,751.0 

FEDEXtt 

4,894.9 

FIRST  UNION 

NA 
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%  CHE. 


EST.  EPS    REPORTED 
(11/16)         EPS 


DIFF 


423 


+13 
+168 


+17 
+22 


-27 
-69 
+11 
+10 
+85 

NM 

+61 
+70 
-26 

NM 


-59 
+129 

-5 
-37 
+16 


+5 
-92 
+26 
NM 
+18 


+14 
+12 
+11 


-22 

-96 

+307 

+71 


NM 
-10 
-96 
+33 
+661 


NM 
NM 
-41 

+3 


-19 


+12 
-78 
-35 
NM 
-27 


-19 

+5 
-23 

NM 

-6 


061 


060 


-001 


0.48 
0.61 
0.32 
0.48 
0.18 


0.48 
0.62 
0.14 
0.45 
0.20 


+0.01 
-0.18 
-0.03 
+0.02 


0.88 
0.46 
0.58 
0.66 

1.91 

0.01 
0.58 
0.73 
0.50 
0.54 


1.01*  +0.13 

0.34  -0.12 

0.54  -0.04 

0.76  +0.10 

2.39*  +0.48 

0.04  +0.03 

0.58  — 

0.87  +0.14 

0.36  -0.14 

0.25  -0.29 


1.08 
1.20 
1.56 
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0.44 
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0.75 
0.44 
0.68 
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+0.15 


-0.07 
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0.40 
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0.84    +0.01 


0.12 
0.77 
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0.78 


-0.67*  -0.79 

-0.67  -1.44 

1.00  -0.44 

0.78  — 


0.65 


0.54       -0.11 


0.49 
0.71 
1.14 
0.51 
0.27 


0.50 
0.34* 
0.85 
-0.44 
0.27 


+0.01 
-0.37 
-0.29 
-0.95 


0.71 
0.62 
0.38 
0.00 
0.67 


0.65 
0.61 
0.33 
-0.32 
0.55 


-0.06 
-0.01 
-0.05 
-0.32 
-0.12 


0 

0.29 

0.28 

-0.01 

+21 

0.23 

0.24 

+0.01 

+34 

0.35 

0.41* 

+0.06 

+13 

0.63 

0.67 

+0.04 

-23 

0.69 
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(MILLIONS) 
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FLEETBOSTON  FINANCIAL 

NA 

NA 

774.0 

NM 

0.86 

0.84 

-0.02 

GOLDMAN  SACHS  GROUP 

7,989.0 

+19 

601.0 

-17 

1.55 

1.50* 

-0.05 

HERTZ 

1,211.2 

+3 

55.6 

-8 

0.51 

0.52 

+0.01 

UP.  MORGAN  CHASE 

NA 

NA 

708.0 

-68 

0.83 

0.37* 

-0.46 

LEHMAN  BROTHERS  HOLDINGS 

6,414.0 

+36 

399.0 

+33 

1.39 

1.46 

+0.07 

MBNA 

NA 

NA 

423.8 

+33 

0.47 

0.48 

+0.01 

MCDONALD'S 

3,589.6 

+6 

452.0 

-7 

0.37 

0.34 

-0.03 

MCKESSON  HBOCttt 

11,029.1 

+12 

7.3 

-95 

0.25 

0.24* 

-0.01 

MERRILL  LYNCH 

11,663.0 

+24 

877.0 

+11 

0.93 

0.93 

— 

MORGAN  STANLEY  DEAN  WITTER 

10,444.0 

+17 

1,208.0 

-26 

1.34 

1.06 

-0.28 

NATIONAL  CITY 

NA 

NA 

308.0 

-10 

0.56 

0.50 

-0.06 

SAFECO 

1,705.8 

+2 

10.2 

-77 

0.21 

0.08 

-0.13 

SCHWAB  (CHARLES) 

1,692.6 

+10 

138.7 

-27 

0.15 

0.10 

-0.05 

SEARS,  ROEBUCK 

12,374.0 

+2 

442.0 

-40 

1.97 

1.91* 

-0.06 

SOUTHWEST  AIRLINES 

1,467.4 

+22 

154.7 

+65 

0.26 

0.29 

+0.03 

ST.  PAUL 

2,219.1 

+  14 

201.6 

-11 

0.74 

0.86 

+0.12 

SUNTRUST  BANKS 

NA 

NA 

330.4 

+45 

1.13 

1.11 

-0.02 

SUPERVALUttt 

5,420.2 

+  1 

47.5 

-19 

0.52 

0.36 

-0.16 

SYSCOtt 

5,290.5 

+  14 

139.4 

+37 

0.18 

0.21 

+0.03 

TENET  HEALTHCARE 

2,915.0 

+5 

175.0 

+30 

0.50 

0.54 

+0.04 

U.S.  BANCORP 

NA 

NA 

418.6 

+13 

0.57 

0.56 

-0.01 

UAL 

4,792.0 

+7 

-71.0 

NM 

-2.19 

-2.41* 

-0.22 

UNION  PACIFIC 

2,952.0 

+3 

157.0 

-35 

1.03 

0.90* 

-0.13 

WALGREENt 

5,614.2 

+  16 

158.4 

+24 

0.15 

0.15 

— 

WELLS  FARGO 

NA 

NA 

1,128.0 

+9 

0.65 

0.65 

— 

TECHNOLOGY 

97.350.5 

+11 

9,472.9 

-7 

0.38 

0.32 

-0.06 

ADVANCED  MICRO  DEVICES 

1,175.2 

+21 

178.0 

+174 

0.69 

0.53 

-0.16 

APPLE  COMPUTER 

1,007.0 

-57 

-207.0 

NM 

0.03 

-0.61 

-0.64 

COMPAQ 

11,526.0 

+10 

-672.0 

NM 

0.37 

0.30* 

-0.07 

COMPUTER  ASSOCIATES  INTLttt 

783.0 

-53 

-342.0 

NM 

0.56 

-0.59 

-1.15 

EBAY 

134.0 

+81 

23.9 

+528 

0.07 

0.09 

+0.02 

EMC 

2,621.3 

+40 

562.9 

+172 

0.23 

0.25 

+0.02 

GATEWAY 

2,373.4 

-7 

-94.3 

NM 

0.62 

0.12* 

-0.50 

GENENTECH 

464.4 

+37 

14.3 

NM 

0.16 

0.03 

-0.13 

IBM 

25,616.0 

+6 

2,670.0 

+28 

1.46 

1.48 

+0.02 

INTEL 

8,702.0 

+6 

2,193.0 

+4 

0.43 

0.32 

-0.11 

LEXMARK  INTERNATIONAL 

1,095.7 

+9 

55.0 

-45 

0.61 

0.42 

-0.19 

MICRON  TECHNOLOGY 

1,832.3 

+16 

352.2 

+3 

0.86 

0.58 

-0.28 

MICROSOFT!! 

6,585.0 

+8 

2,624.0 

+8 

0.49 

0.47 

-0.02 

MOTOROLA 

10,064.0 

+  11 

135.0 

-58 

0.27 

0.15* 

-0.12 

ORACLEtt 

2,659.5 

+15 

622.8 

+62 

0.10 

0.11 

+0.01 

SABRE  HOLDINGS 

643.4 

+19 

-29.4 

NM 

0.24 

0.25* 

+0.01 

SANMINAt 

1,390.3 

+82 

110.7 

+159 

0.32 

0.34 

+0.02 

SCI  SYSTEMStt 

2,595.4 

+20 

56.0 

+14 

0.43 

0.37 

-0.06 

SOLECTRONt 

5,695.5 

+101 

190.6 

+68 

0.28 

0.29 

+0.01 

SUN  MICROSYSTEMS 

5,115.0 

+44 

423.0 

+19 

0.16 

0.12 

-0.04 

TEXAS  INSTRUMENTS 

3,033.0 

+15 

665.0 

+49 

0.34 

0.37 

+0.03 

UNISYS 

1,928.3 

-2 

39.1 

-73 

0.41 

0.41* 

— 

YAHOO 

310.9 

+53 

-97.8 

NM 

0.13 

-0.17 

-0.30 

UTILITIES  &  TELECOM 

36.795.2 

+94 

2,035.6 

+41 

0.53 

0.52 

-001 

BELLSOUTH 

6,160.0 

-8 

1,119.0 

+6 

0.59 

0.59 



CONSOLIDATED  EDISON 

2,276.5 

+21 

68.3 

-45 

0.52 

0.30 

-0.22 

DUKE  ENERGY 

15,411.0 

+  148 

284.0 

NM 

0.87 

0.76 

-0.11 

KINDER  MORGAN 

931.7 

+93 

86.6 

-23 

0.39 

0.43* 

+0.04 

SCIENTIFIC-ATLANTA! 

631.4 

+69 

70.8 

+112 

0.38 

0.42 

+0.04 

SOUTHERN 

10,226.0 

+291 

112.0 

-9 

0.23 

0.16 

-0.07 

TELLABS 

1,158.6 

+62 

295.0 

+59 

0.56 

0.71 

+0.15 

t  First-quarter  results     tt  Second-quarter  results     ttt  Third-quarter  results 

NM  =  not  meaningful     NA  =  not 

available 

•EPS  adjusted  for  special  items 

Data 

Compustat,  Provided  by  Standard  &  Poor's  Institutional  Market  Services 

Earnings  Est 

mate  Data  Provided  By  l/B/E/S  International  Inc..  a 

division  of  Thomson  Financial 
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News  Analysis  &  Commentary 


ACCOUNTING 


A  GOODWILL  GESTURE 
FROM  FASB 

New  amortization  rules  may  help  mergers-and  stocks 


The  economy  may  be  faltering,  but 
corporate  earnings  are  about  to  get  a 
cosmetic  pick-me-up.  In  the  biggest 
change  in  accounting  rules  in  years,  the 
Financial  Accounting  Standards  Board 
(fasb)  has  announced  that  as  of  July  1 
companies  will  no  longer  have  to  amor- 
tize goodwill.  Gone  will  be  those  yearly 
reductions  to  earnings  to  reflect  premi- 
ums companies  paid  for  assets  over  fair 
value.  Corporate  bottom  lines  will  look 
better  without  any  change  in  sales,  cash 
flow,  or  management. 

Wall  Street  is  excited,  and  for  good 
reason.  Investors  will  see  higher  stock 
prices,  in  part,  because  more  companies 
will  be  encouraged  to  launch  takeovers. 
Now  companies  hesitate  to  make  deals 
heavy  with  goodwill  because  of  the  hit  to 
earnings.  With  that  penalty  removed, 
they'll  have  less  fear  that  deals  will  hurt 
their  stocks.  Also,  investment  bankers 
expect  an  easier  time  persuading  corpo- 
rations to  buy  one  another.  "This  will 
drive  strong  M&A  volume,"  predicts  Gary 
Posternack,  managing  director  at  Lehman 
Brothers  Inc. 

How  much  better  will  earnings  look? 
The  impact  will  vary  widely.  For  compa- 
nies loaded  with  goodwill  and  short  on 
profits,  earnings  per  share  could  rocket. 
For  Coca-Cola  Enterprises  Inc.,  the  bot- 
tler, earnings  should  look  122%  better 
this  year,  according  to  investment  bank 
UBS  Warburg.  For  Pepsi  Bottling  Group 
Inc.,  the  improvement  will  be  only  30%; 
for  PepsiCo  Inc.,  4%. 
FESS  UP.  The  big  gain- 
ers skew  the  picture  for 
the  whole  market.  If 
the  change  had  hap- 
pened last  year  for 
companies  in  the  Stan- 
dard &  Poor's  500-stock 


Earnings  Lift 


Estimated  boost  to  earnings  in 
2001  from  new  accounting  rules 

COCA-COLA  ENTERPRISES     122% 

TRIBUNE 44% 


persuading  fasb  to  make  the 
change.  Exact  numbers  are 
impossible  to  get.  Many  com- 
panies have  yet  to  disclose 
just  how  much  they've  been 
amortizing,  ubs  Warburg 
chief  global  strategist  Ed- 
ward M.  Kerschner  estimates 
the  s&P  will  get  a  5%  to  6% 
boost. 

fasb's  new  stance  is  in  re- 
sponse to  widespread  dissat- 
isfaction with  accounting  for 
mergers  and  acquisitions.  Most  :; 
tech  companies  and  analysts 
who  follow  them  already  disre- 
gard charges  for  goodwill  amorti- 
zation. They  say  current  rules 
wrongly  assume  goodwill  always  repre- 
sents an  overpayment  that  should  penalize 
earnings.  Amortizing  it  obscures  real  cash 
profits.  The  new  rule  will  require  com- 
panies to  show  goodwill  on  their  balance 
sheets.  Having  it  there  will  help  investors 
hold  officers  responsible  for  how  much 
they  pay  to  do  deals.  If  something  hap- 
pens to  reduce  the  value  of  an  acquisition, 
companies  will  have  to  admit  it  and  mark 
down  goodwill  with  one-time  charges. 
Champion  investor  Warren  Buffett  rec- 
ommended the  approach  last  year,  fasb 
will  issue  guidelines  for  when  goodwill 
must  be  revaluated. 

But  don't  expect  stock  prices  to  go  up 
as  much  as  earnings,  even  in  industry 
sectors  that  are  not  already  ignoring 
the  amortization.  "The  companies  are 
the  same  as  before," 
says  Chuck  Hill,  re- 
search director  at 
First  Call  Corp.  "The- 
oretically, price-earn- 
ings multiples  should 
come  down  instead, 
but  I  don't  think  the 


index,  the  average  gain 
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Business     School     ac- 

counting  professor  who 

instrumental    in 


KIMBERLY-CLARK 

Data:  UBS  Warburg 


3% 


of  slightly  higher  stock 
prices  and  slightly  low- 
er p-e  ratios. 
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Still,  some  corporate  executives  r< 
main  convinced  that  their  stocks  will 
up  because  of  the  change.  Dominion  R 
sources  Inc.,  for  instance,  has  stated  th 
it  will  increase  annual  earnings  by  8%, 
34c>.  At  a  price-to-earnings  ratio  of  1 
that  could  mean  an  additional  $4.45 
share,  the  company  notes  on  its  Intern 
site.  "We  are  valued  on  net  income  ai 
we  think  we  will  see  a  change  in  valu 
tion,"   explains   Dominion's  control! 
Steven  A.  Rogers. 
SHOPPING  SPREES?  Despite  all  the  eel 
bratory  tone  surrounding  the  new  fa: 
stance,  there's  clearly  a  downside.  Sin 
acquiring  companies  won't  have  to  wo: 
about  seeing  their  earnings  per  sha 
decline  because  of  goodwill  amortizati 
they  will  be  more  likely  to  make  b 
deals.  And  another  big  risk  is  that  de; 
happy  executives  will  try  to  increa: 
earnings  through  a  flurry  of  dubious 
quisitions,  as  happened  in  the  1960s,  sa 
David  F.  Hawkins,  a  Harvard  Busim 
School  professor  and  Merrill  Lynch 
Co.  accounting  analyst.  "There'll  be  co 
panies  that  go  on  an  acquisition  bing 
says  Hawkins.  FASB  tries  to  thwart  th 
result  in  details  of  the  rule.  Its  succ 
will  depend  on  auditors  holding  exec 
tives  to  the  standard,  never  a  sure  be 

Even  so,  the  new  fasb  rule  will 
like  a  shot  in  the  arm  to  most  eompani 
And  that,  in  turn,  is  sure  to  give  a  w 
come  boost  to  investors. 

By  David  Henri/ 

New  i;. 


winessWeek  /  February  5,  2001 


Keep  pace. 


Find  peace. 


,^r 


Hear  about  the  all-new  Mercury  Mountaineer 
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COMMENTARY 


By  Christopher  Palmeri 


CALIFORNIA:  ALL  SIDES  MUST  TAKE  A  HIT 


The  fallout  from  California's  eight- 
month  long  electricity  crisis  is 
spreading  rapidly:  Factories  are 
closing  in  Montana  and  Washington. 
Utilities  are  asking  for  or  already 
have  won  double-digit  rate  increases 
in  Idaho,  Wyoming,  Nevada,  and 
Oregon.  The  repercussions  are  being 
felt  as  far  away  as  Pennsylvania, 
where  gpu  Inc.  has  asked  regulators 
for  permission  to  charge  customers 
an  additional  $145  million  to  cover 


$55  a  megawatt  hour.  That  price 
would  have  ensured  that  the  state 
didn't  lose  money  on  new  power  that 
it  is  trying  to  buy  from  private  gen- 
erators around  the  country.  Davis  in- 
sists that  the  state  can  buy  power 
without  passing  along  permanent 
rate  increases  to  consumers. 

Davis,  a  Democrat,  seems  to  be 
making  the  same  mistake  as  his  pre- 
decessor, Republican  Pete  Wilson. 
He's  trying  to  find  a  solution  to  the 


A  SPREADING 
CONTAGION? 

WASHINGTON  Consumer  rates  in  Seattle  may  jump  by  as  much  as  28%.  In 
dustrial  customers  have  closed  factories.  Aluminum  makers  with  long-term 
contracts  have  cut  production  and  are  selling  power  at  high  prices  instead. 

OREGON  The  state's  two  biggest  utilities  are  asking  for  rate  increases  of  up 
to  15%.  Oregon's  deregulation  law  allows  industrial  customers  to  buy  power 
in  the  open  market  in  October.  Most  will  stick  with  regulated  utility  rates. 

NEVADA  Sierra  Pacific  Resources  raised  rates  up  to  11%.  But  the  governor 
wants  the  state  to  become  a  "Mecca"  for  new  power  plant  construction  to 
supply  California,  and  regulators  have  reduced  red  tape  for  plant  approvals. 


the  cost  of  buying  power  in  the  sky- 
high  wholesale  market.  "California 
sucked  all  of  the  electricity  from  the 
Western  states,"  says  Chuck  Watson, 
chairman  of  energy  marketer  Dyne- 
gy, Inc.  "It  is  reverberating  through- 
out the  country." 

Clearly,  California's  power  woes 
are  far  more  vexing  than  anyone  ini- 
tially realized.  The  latest  develop- 
ment: California's  Water  Resources 
Dept.,  charged  with  buying  electrici- 
ty on  behalf  of  the  state's  cash- 
strapped  utilities,  conducted  an  on- 
line auction  that  ended  on  Jan.  24. 
tiia  Governor  Gray  Davis  had 
i  that  bids  would  come  in  below 


state's  energy  problems  in  which  no- 
body gets  hurt.  In  Wilson's  adminis- 
tration the  problem  was  that  regulat- 
ed power  prices  were  too  high.  The 
deregulation  bill  he  signed  in  1996 
gave  a  little  something  to  everyone. 
Consumer  groups  got  a  rate  cut. 
Utilities  got  the  ability  to  recover 
billions  of  dollars  they  claimed  they 
were  owed  for  old  power  plants. 
Power  producers  got  access  to  a  lu- 
crative new  market.  And  environ- 
mental groups  were  assured  that  the 
state's  strict  clean-air  policies  would 
be  honored. 

Truly  solving  California's  electricity 
problem,  however,  will  require  all  of 


these  groups  to  make  sacrifices.  So 
far,  none  of  them  has  shown  much 
willingness  to  do  so.  Consider  con- 
sumers. Overlooked  in  the  debate  that 
surrounded  the  California  Public  Utili- 
ties Commission's  decision  to  raise 
rates  9%  for  residential  customers 
earlier  this  year  was  the  fact  that 
rates  had  been  cut  10%  three  years 
ago  as  part  of  the  deregulation  law. 
Even  after  the  current  temporary 
rate  increase,  consumers  are  paying 
less  for  electricity.  Rate  increas- 
es are  unpopular,  but  they're  a 
necessity  in  a  free  market.  Just 
as  important,  asking  Californians 
to  pay  more  for  the  power  they 
consume  is  the  surest  way  to 
coax  them  into  doing  a  better 
job  of  conserving  energy. 

Even  with  blackouts  roiling 
the  northern  half  of  the  state, 
builders  of  new  power  plants 
continue  to  battle  the  not-in- 
my-backyard  syndrome.  San 
Jose  has  rejected  a  proposed 
new  plant  that  had  been  signed 
off  on  by  the  Sierra  Club, 
among  others.  Cisco  Systems 
Inc.  and  other  potential  neigh- 
bors didn't  want  the  plant  next 
to  them.  Meanwhile,  local  politi- 
cians are  fighting  the  reopening 
of  two  closed  generators  in 
Huntington  Beach  on  environ- 
mental grounds.  On  Jan.  23,  the 
city  of  South  Gate,  near  Los 
Angeles,  also  shot  down  a  new 
plant  proposal. 

Producers  must  make  con- 
cessions as  well.  They  have 
passionately  opposed  caps  on  the 
wholesale  price  of  power.  So  does 
the  Bush  Administration.  But  with 
prices  having  soared  as  high  as 
$1,500  a  megawatt  hour  in  recent 
weeks,  up  from  an  average  of  $30  a 
year  ago,  a  reasonable  safety  net  to 
I  lie  vent  gouging  is  needed. 

To  fix  the  electricity  nightmare 
and  ease  the  burden  it  is  placing  on 
the  rest  of  the  country,  Davis  will 

in  dii  something  painful:  force 
everyone  to  take  a  hit.  otherwise, 
this  bad  dream  will  keep  recurring. 


Correspondent     Palmeri    carers 
energy  issues  from  Loa  Angeles 
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The  internet  isn't  a  network  ot  computers,  it's  a 
network  of  people  -your  customers,  employees 
and  suppliers.  And  unlike  other  e-business 
products,  PeopleSoft's  new  generation  of  pure 
internet  applications  is  built  around  the  way 
people  work,  and  the  way  they  think. 
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MARKETS 


ARE  HIGH-TECH  STOCKS  HEADED 
FOR  MORE  TURMOIL? 

The  recent  rally  may  have  shares  overvalued  again 


Did  tech  stocks  drop  far  enough  last 
year  to  finally  make  them  a  bar- 
gain? Some  investors  clearly  think 
so,  because  they're  bidding  prices  right 
back  up.  Through  Jan.  24,  the  Nasdaq 
Composite  Index  was  up  15%  in  2001, 
wiping  out  nearly  a  quarter  of  last 
year's  horrendous  39%  drop. 

That  may  sound  like  great  news.  But 
the  big  leap  may  have  pushed  tech 
stock  valuations  back  toward  danger- 
ous ground.  On  average  since  ^^^^ 
1962,  investors  have  been  will- 
ing to  pay  about  $33  per  share 
for  companies  that  earned  prof- 
its of  $1  per  share  the  previ- 
ous year.  That's  the  average 
price-earnings  ratio  over  the  pe- 
riod for  typical  tech  stocks 
tracked  by  Leuthold/Weeden 
Research  in  Minneapolis.  After 
peaking  last  March  at  a  stratos- 
pheric 115  times  earnings,  tech 
prices  fell  to  a  reasonable  38 
times  earnings  at  the  end  of 
December.  But  this  year, 
they've  spiked  back  to  48  times 
earnings,  putting  valuations 
nearly  50%  above  their  long- 
term  average. 

As  a  result,  some  smart  in- 
vestors aren't  convinced  tech 
stocks  have  seen  the  bottom. 
Clipper  Fund  co-manager 
James  Gipson,  last  year's  Morn- 
ingstar  Mutual  Funds  manager 
of  the  year,  thinks  tech  stocks 
are  still  overpriced.  "A  number 
of  larger  tech  stocks  are  still 
valued  at  levels  seen  only  in 
past  bull  market  peaks,"  he 
says.  Yahoo!  Inc.,  he  points  out, 
trades  at  84  times  last  year's 
earnings  even  after  an  80% 
drop  in  stock  price  since  last  March. 
Cisco  Systems  has  a  p-e  of  71,  while 
emc's  is  100  and  eBay's  p-e  is  225. 
TEETERING?  Since  most  tech  stocks  pay 
little  or  no  dividends,  investors  are  buy- 
ing them  almost  entirely  for  their  po- 
tential growth  in  revenue  and  profits. 
That  means  prices  are  ultrasensitive  to 
changes  in  projections  of  long-term  prof- 
it, growth. 

Right  now,  many  big  names  in  tech 
look  precariously  overvalued  in  light  of 


recent  downward  revisions  in  Wall 
Street's  forecasts  of  their  profit  growth. 
One  way  to  see  this  is  with  a  widely 
used  tool  known  as  the  dividend  dis- 
count model.  The  model  evaluates  com- 
panies by  their  projected  future  profits. 
Future  profits  determine  companies'  ca- 
pacity to  pay  dividends,  whether  or  not 
they  pay  dividends  now  or  have  plans  to 
do  so. 

The  model  factors  in  such  things  as 


THE  RISE  AND  FALL  OF  TECH  P-Es 
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interest  rates,  consensus  analyst  esti- 
mates of  earnings  growth,  and  a  risk 
premium  based  a  stock's  volatility.  One 
model  supplied  by  Bloomberg  Financial 
Markets  shows  what  happens  to  tech 
stocks  when  investors  lose  faith  in  their 
growth  outlook.  (Bloomberg  doesn't 
vouch  for  the  assumptions  that  go  into 
the  model  and  lets  customers  change 
them  if  they  disagree.) 

When  viewed  through  the  lens  of 
the  discount  model,  Microsoft  Corp. 


doesn't  look  like  such  a  good  buy,  even 
though  the  stock  has  dropped  by  near- 
ly half  since  last  January.  In  fact,  the 
discount  model  says  Microsoft  was  still 
38%  overvalued  at  its  Jan.  24  price  of 
$60.  The  reason:  analysts'  long-term 
profit  forecasts  have  slid  from  24.5% 
in  September  to  just  under  20%.  In- 
vestors reacted  to  those  lowered  ex-| 
pectations  by  driving  the  stock  down  tc 
$40  in  December,  but  it  has  since  re 
bounded.  If  Microsoft's  expected  profit 
growth  rate  were  to  slip  to  15%,  the 
stock  would  be  worth  just  $28  a  share 
according  to  the  model. 

Using  the  same  methodology,  the 
model  suggests  that  a  number  of  once 
high-flying  tech  stocks  remain  overval- 
ued: Lucent  comes  out  300%  overval 
ued,  Yahoo  120%,  and  Sur 
Microsystems  60%.  And  emc  Corp.,  one 
of  the  industry's  most  stable 
fast-growth  companies,  is  over 
valued  by  15%. 
LITTLE  FAITH.  Of  course,  the 
dividend  discount  model  doesn 
always  say  tech  companies  ar< 
overpriced.  Indeed,  it  calculate: 
that  AOL  Time  Warner,  Oracle 
and  eBay  are  undervalued  b; 
50%,  43%,  and  49%,  respec 
tively.  And  some  fast-grower 
are  even  more  undervalued 
Juniper  Networks  Co.  is  sai< 
to  be  undervalued  by  69%  at 
recent  price  of  $136.  But  be 
ware:  The  model's  key  as 
sumption  is  that  Juniper's  prol 
its  will  grow  an  average  c 
57%  a  year  for  the  next  fi 
years.  If  Juniper's  projecte 
earnings  growth  drops  to  40' 
the  stock  would  be  worth  onl| 
$112— making  it  a  "sell." 

Some  professional  investo 
don't  put  much  faith  in  the  di 
idend  discount  model,  argui 
that  it's  better  suited  to  val 
ing  slower-growing  companie 
"Tech  stocks  tend  to  respo 
to  shorter-term  events,  inclu 
ing  the  near-term  predictabili 
of  earnings  and  how  they  mal 
1  their  earnings,"  says  John  I 
Bogle  Jr.,  manager  of  the  Bogle  Sm 
Cap  Growth  fund.  And  many  investo 
simply  don't  dare  stay  out  of  tech.  ' 
you  look  at  strong  growth  stork 
they've  gotten  about  as  che;i|> 
they're  going  to  get,"  says  First  hai 
Technology  Value  fund  manager  Kcv 
Landis.  He  may  be  right.  But  any  sig 
of  slower  growth  ahead  could  quick 
send  them  tumbling  again — makii 
them  even  bigger  bargains. 

By  (ieoffrey  Smith  in  />W< 
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SEEKING 

DEEPER 
RELATIONSHIP 


PeopleSoft  Customer  Relationship  Management 

Deepen  the  relationships  that  power  your  enterprise.  Now,  exclusively  with 
PeopleSoft,  you  can  identify  your  most  profitable  customers  and  optimize 
your  business  to  meet  their  needs.  What's  more,  you  can  do  it  from 
anywhere — a  web  browser,  a  cell  phone,  a  PDA,  or  even  a  pager.  PeopleSoft 
CRM  seamlessly  coordinates  your  business  processes,  helping  every 
department  and  channel  deliver  on  customer  expectations.  From  your  sales 
force  to  your  call  center,  analytics  provide  insight  at  each  touchpoint  of 
your  enterprise.  To  learn  how  PeopleSoft  can  help  you  get  more  out  of  your 
relationships,  call  1-888-733-8277. 


CUSTOMERS  •  EMPLOYEES  ■  SUPPLIERS 


People  power  the  internet. 


m.  peoplesoft.com/crm 
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News  Analysis  &  Commentary 


COMMENTARY 


By  Dan  Carney 


HDTV:  DON'T  BLAME  THE  FCC 
FOR  TUNING  OUT 


The  nation's  broadcasters  are  hop- 
ping mad.  On  Jan.  22,  in  a  ruling 
pushed  hard  by  its  incoming 
chairman,  Michael  K.  Powell,  the 
Federal  Communications  Commission 
rejected  their  wish  to  have  cable 
companies  carry  both  digital  and  ana- 
log signals  from  local  TV  stations. 
Since  1996,  when  they  were  "loaned" 
tens  of  billions  dollars  of  spectrum 
for  digital  TV,  broadcasters  have  been 
struggling  to  develop  something  peo- 
ple would  watch  in  an  era  of  satellite, 
DVD,  and  cable's  own  digital  products. 
To  jump-start  the  new  era,  they 
hoped  the  government  would  force 
cable  companies  to  carry  whatever 
they  dished  out. 


ENOUGH  IS  ENOUGH 

Broadcasters  have  had  years  to  sell 
format.  But  only  a  few  viewers  care 

No  such  luck.  The  FCC'S  decision  is 
a  likely  harbinger  of  further  hands-off 
policies.  And  it  tells  the  broadcasters 
that  their  original  plan  for  digital 
TV — airing  movie-quality  images 
known  as  high-definition  television — 
is  going  nowhere.  The  whole  field  is 
"a  train  wreck  in  slow  motion,"  says 
David  E.  Mentley,  senior  vice-presi- 
dent at  Stanford  Resources,  a  display 
research  firm.  Now,  the  broadcasters 
have  to  come  up  with  Plan  B. 

Save  your  tears:  The  Fee  did  the 
right  thing.  The  effort  to  create  HDTV 
is  perhaps  the  biggest  blunder  of 
20th  century  communications  policy. 


The  concept  dates  back  to  the  late 
1980s  when  broadcasters  convinced 
Washington  that  a  massive  public-pri- 
vate venture  was  necessary  to  en- 
hance American  "competitiveness." 
But  by  the  time  the  spectrum  was 
awarded  to  broadcasters,  it  was  clear 
HDTV  wasn't  the  best  use  for  it.  The 
spectrum  could  instead  be  subdivided 
into  multiple  digital  channels,  or  used 
for  wireless  communications  and  oth- 
er applications. 

FIGHTING  BACK.  Because  of  incessant 
technical  and  political  squabbling, 
none  of  these  uses  has  come  to  pass, 
and  precious  bandwidth  is  going  to 
waste.  Why?  To  hear  the  broadcast- 
ers tell  it,  the  problems  include  a  lack 
of  good  digital  TV  sets,  copyright  is- 
sues, and  most  importantly,  the  in- 
transigence of  the  evil  cable  compa- 
nies, which  reach  68%  of  U.  S.  homes. 
But  the  truth  is  the  broadcasters 
haven't  come  up  with 
something  people 
want.  Sales  of  high- 
end  TVs  are  taking  off, 
thanks  to  hot  satellite 
services  and  movies  on 
DVD.  But  hardly  anyone 
/  is  watching  over-the-air 
/digital  broadcasts  in 
/those  few  markets  where 
they  actually  exist.  All  of 
this,  notes  former  FCC 
Chief  of  Staff  John  Nakaha- 
ta,  stems  from  a  simple  fact: 
For  this  industry,  there's  no 
cost  in  doing  nothing.  "If 
the  broadcasters  bought 
their  spectrum  at  auction,  like  every- 
one else,  they'd  have  a  plan  by  now," 
he  says. 

By  helping  nix  the  digital  "must- 
carry"  policy,  Powell  put  the  broad- 
casters on  warning.  The  networks, 
however,  aren't  likely  to  go  away 
quietly.  "This  fight  is  far  from  over," 
says  National  Association  of  Broad- 
casters President  Edward  0.  Fritts, 
who  vows  to  go  straight  to  Con- 
gress. But  Powell  will  do  us  all  a  fa- 
vor by  standing  up  to  an  industry 
too  accustomed  to  getting  its  way  in 
Washington. 

With  reporting  by  Tom  Lourry 


the 


THE  INTERNET 

WILL  BUSINESS 
YAHOO! TOO? 

The  Web  portal  now  peddles 
corporate  online  services 


Yahoo!  is  going  cc 
porate.  The  San 
Clara  (Calif.)-basi 
company  is  readyi 
a  button-down 
campaign,  slated  f 
a  March  debi 
aimed  at  Americ 
biggest  compank 
The  campaign  is  ju 
part  of  ceo  Timotl 
A.  Koogle's  plan  to  double  2001  re 
enues  from  corporate  customers. 

Yahoo  is  counting  on  hauling  in 
million  by  building  corporate  portals 
Web  sites  for  a  company's  employees 
and  setting  up  conferences  over 
Internet.  According  to  analyst  proje 
tions,  that  will  account  for  17%  of  ^ 
hoo's  expected  2001  revenues  of  %'. 
billion,  up  from  9%  of  revenues  in  20( 
So  far,  Yahoo  has  deals  with  18  ci 
tomers  for  its  corporate-portal  offc 
ing,  and  ran  over  1,000  online  confc 
ences  last  quarter. 

Yahoo  would  seem  to  have  litt 
choice  but  to  branch  out.  On  the  he( 
of  its  Jan.  10  yearend  earnings 
nouncement,  company  officials  warn 
that  a  swoon  in  Internet  advertisi 
would  produce  a  26%  drop  in  first  qu; 
ter  revenues,  to  a  projected  $230  millk 
NET  CACHET.  But  Yahoo's  new  strate 
has  plenty  of  perils  of  its  own.  Gro\ 
in  information-technology  spending 
expected  to  slow  to  just  9%  this  ye 
from  12%  in  2000.  The  $750  million  cc 
porate-portal  market  already  has  o\ 
50  competitors.  Most  important,  Yah 
must  somehow  extend  its  quintesse 
tial  consumer  brand  into  a  name  that 
spires  big  businesses  to  fork  over  p; 
ments  for  Web  software  and  services 
Many  have  already  failed  to  ma 
the  transition.  America  Online  Inc.  tri 
to  ramp  up  its  corporate  services 
1997.  But  since  peaking  at  19%  of  A() 
revenues  in  1997,  enterprise  solutic 
declined  to  just  7%  in  2000. 

Sure,  Yahoo  is  in  a  slightly  differe 
position  as  one  of  the  best  known 
ternet  brand  names.  But  with  Net 
vertising  withering,  it  had  better  h< 
its  new  strategy  bears  fruit. 

By  Bon  Elgin  in  San  Mateo,  Cai 
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GOOD  NEWS 

YOU  CAN  TRACK  PACKAGES  WITHOUT  LEAVING  THE  MEETING, 

BAD  NEWS 


YOU'D  REALLY  LIKE  TO  LEAVE  THE  MEETING. 


Tracking  goes  mobile.  Accessing  crucial  shipping  information  no  longer  means  being 
chained  to  your  PC.  Our  wireless  technology  lets  you  track  packages  from  just  about 
anywhere  using  a  text-messaging  or  Web-enabled  wireless  phone,  pager,  or  PDA.  Add 
the  ability  to  calculate  shipping  costs,  confirm  transit  times,  and  find  the  nearest  drop-off 
location,  and  UPS  puts  powerful  business  tools  in  the  palm  of  your  hand.  So  you'll  be 
free  to  get  up  and  move  around.  When  the  meeting's  over,  that  is.  Visit  ups.com/wireless 


In  Business  This  Week 
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MACK  MAKES  AN  EXIT 
AT  MORGAN  STANLEY 

MORGAN  STANLEY  DEAN  WITTER 

President  and  Chief  Operat- 
ing Officer  John  Mack  will 
leave  the  firm  on  Mar.  21, 
making  Chairman  Philip  J. 
Purcell  the  undisputed  chief 
of  one  of  Wall  Street's  top  in- 
vestment banks.  Mack  will  be 
succeeded  by  Chief  Financial 
Officer  Robert  Scott.  Mack's 
resignation  is  widely  per- 
ceived as  the  culmination  of  a 
bitter  battle  between  himself 
and  Purcell  for  control  of  the 
firm.  News  of  Mack's  depar- 
ture depressed  the  Morgan 
Stanley  stock  price  by  3%  on 
Jan.  24,  the  day  of  the  an- 
nouncement. Mack,  known  to 
some  as  "Mack  the  Knife," 
has  been  key  to  Morgan 
Stanley's  ability  to  bring  in 


CLOSING    BELL 


STORE  THIS 

For  months,  EMC  Chairman 
Michael  Ruettgers  has  been 
saying  the  storage  king 
would  sail  through  any  eco- 
nomic slowdown.  On  Jan. 
23,  he  lived  up  to  his  word. 
EMC  beat  forecasts,  report- 
ing that  net  income  soared 
49%  in  the  fourth  quarter, 
on  a  mighty  40%  sales 
gain.  EMC's  core  informa- 
tion storage  business  grew 
50%,  the  fastest  in  nearly 
six  years.  The  news  pushed 
the  stock  up  $3  to  $79,  con- 
tinuing a  rally  that  has  seen 
shares  jump  nearly  50% 
since  Jan.  2. 


EMC 

/     where  information  lives 

i' 1 1 i i i i ' 

JAN.  24 
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large  investment  banking 
deals.  "It  is  definitely  a  short- 
term  negative,"  says  Amy 
Butte,  a  securities  analyst  at 
Bear  Stearns." 


LOWERING  THE 
LIGHTS  AT  LOEWS 

LOEWS  CINEPLEX   ENTERTAIN- 

ment,  one  of  the  largest  U.  S. 
theater  chains,  is  considering 
filing  for  bankruptcy  protec- 
tion. The  New  York  company 
will  also  close  or  sell  112  the- 
aters that  house  23%  of  its 
movie  screens.  Loews  Cine- 
plex  ceo  Lawrence  Ruisi 
blamed  the  company's  woes 
on  dwindling  attendance  at 
its  older  theaters  and  poorly 
performing  movies.  Closing 
the  theaters  will  force  the 
company,  which  has  $1  billion 
in  debt,  to  take  a  $122  million 
charge  in  its  fiscal  third  quar- 
ter. Loews  says  it  is  pursuing 
a  restructuring  to  help  avoid 
the  fate  of  chains  such  as 
United  Artists,  Edwards, 
Carmike,  and  General  Cine- 
ma— all  forced  to  file  for 
bankruptcy. 

ALL  SMILES  AGAIN 
ATWARNACO 

NO  ONE  GETS  BETWEEN 
Linda  Wachner  and  her 
Calvins,  not  even  Calvin 
himself.  On  Jan.  22,  Wach- 
ner's  Warnaco  Group,  which 
manufactures  the  famous 
Calvin  Klein  jeans  line,  set- 
tled its  differences  with  the 
designer — avoiding  a  nasty 
courtroom  battle.  At  issue  in 
the  suit  filed  by  Klein  was 
the  quality  of  Warnaco's 
products  and  their  distribu- 
tion to  a  growing  number  of 
discount  outlets.  Klein  was 
seeking  to  terminate  the  li- 
cense. For  deeply  indebted 
Warnaco,  which  gets  about 
one-fourth  of  its  revenues 
from  the  Calvin  Klein  line, 
the  settlement  was  good 
news.  Its  stock  climbed  60%, 
to  $4  a  share,  on  the  day  of 
the  deal. 


HEADLINER:  JAMES   KILTS 


AFTER  GILLETTE'S  BOARD 

asked  Michael  C.  Hawley 
to  resign  last  October,  di- 
rector Warren  Buffett 
commented  that  the 
board  was  "looking 
for  a  .360  or  .370 
hitter"  to  be  the 
next  chief  execu- 
tive. It  may  have 
found  one.  James 
M.  Kilts,  52,  who 
steps  up  to  the 
plate  on  Feb.  12, 
has  an  impressive  ca- 
reer under  his  belt,  includ 
ing  a  turnaround  of  Nabis- 
co Group. 

Kilts  confronts  monu- 
mental challenges  at 
Gillette.  Growth  is  anemic 
And  while  it  remains  the 
king  of  razor  blades,  its 
Duracell  batteries,  Oral-B 
toothbrushes,  and  Gillette 


toiletries  lost  U.S.  market 
share  last  year.  But  Kilts 
wasn't  fazed  by  similar 
problems  when  he  be- 
came ceo  of  Nabisco 
three  years  ago. 
The  first  out- 
sider to  run 
Gillette  in  70 
years,  Kilts  inner 
its  a  company 
dominated  by  en- 
gineers. His  first 
move  will  likely  in- 
volve instilling  more 
marketing  pizzazz.  He's 
likely  to  beef  up  advertis- 
ing and  improve  relations 
with  retailers. 

Reenergizing  Gillette 
won't  be  easy.  Those  who 
know  him  say  Kilts  is  the 
man  to  do  the  job.  The 
question  is  how  soon. 

William  Symonds 


CHALK  ONE  UP 
FOR  SUN 

IS   IT   POSSIBLE  TO   BRONZE   A 

check?  If  it  is,  look  for  Sun 
Microsystems  ceo  Scott  Mc- 
Nealy  to  do  just  that — with 
one  for  $20  million  from 
Microsoft.  The  check  settles  a 
three-year-old  lawsuit  over 
Sun's  Java  software,  which 
was  designed  to  let  program- 
mers write  code  that  can  run 
on  all  kinds  of  computers. 
When  licensee  Microsoft 
wrote  a  Windows-only  ver- 
sion, Sun  sued.  Still,  the  set- 
tlement is  a  symbolic  one. 
With  software  programs  mov- 
ing from  the  desktop  to  the 
Web,  a  Windows  version  of 
Java  is  becoming  irrelevant. 

CONVERSE: 

DOWN  AT  THE  HEELS 

CONVERSE,  ONE  <W  THE 
leading  sneaker  manufactur- 
ers in  the  world,  filed  for 
bankruptcy  protection  on  Jan. 


22.  Best-known  for  its  Chu< 
Taylor  All  Star  sneaker,  tl 
company  plans  to  shut  dov 
its  U.S.  plants  and  shift  i 
American  sales  operations  to 
licensee.  Converse,  based 
North  Reading,  Mass.,  is  sa 
died  with  more  than  $150  m 
lion  in  debt,  partially  due 
declining  demand  for  snea 
ers,  especially  for  basketb; 
shoes.  The  company  will  si 
its  headquarters  for  $15.1  m 
lion  and  close  its  three  U. 
plants  by  Mar.  31,  shifting  to 
new  supplier  in  Asia. 


ETCETERA... 


■  Coke    has    hired    Dev 
Patrick,  the  former  head 
the  Justice  Dept.'s  civil  righ 
division,  as  general  counsel 

■  Ames  Department  Stor< 
received  $800  million  in  seni 
secured  financing  from  ( 
Capital. 

■  Bank  of  America  Chairm; 
and    CEO   Hugh   McColl 
step  down  on  Apr.  25. 
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The  Samsung  Digital  Experience 

We  design  our  products  to  bring  joy  to  your  world.  That's  why  our  phone  includes  an  MP3  player.  And 
why  our  super-sharp  monitors  and  high-definition  televisions  glow  with  amazing  color  and  clarity.  It's  the 
way  our  YEPP  AAP3  player  creates  the  perfect  soundtrack  to  your  life.  And  it's  how  our  fun  features  and 
practical  solutions  will  make  your  day.  Enjoy  your  Samsung  Digital  Experience.  We  made  if  just  for  you. 


lfV8 


Multi-function  monitor. 
The  first  true  TV/computer 
monitor  that  combines 
superior  high-resolution  image 
quality  with  the  contemporary 
beauty  of  sleek  design. 


The  YEPP  portable  MP3 
music  player  allows  you  to 
download  music  and  enjoy  a 
"skip  free"  digital  experience. 


Picture  perfect.  The  ultimate 
HDTV  experience  —  superior 
picture  definition  but  flatter 
and  more  compact  than  a 
standard  big-screen  TV. 


The  world's  first  wireless 
phone  that  allows  you 
to  download  and  play  MP3 
music  files. 


117/Tz) 


SAMSUNG  DIGIT, 

everyone's  invited 

www.samsung.com 


We  develop  innovative  pharmaceuticals  for  diabetes  treatment. 


So  that  even  people  with  diabetes  can  forget  t\ 


Is  there  anything  nicer  than  being  able  to  forget  the  time?  This  proves  difficult  if  you 
suffer  from  diabetes  -  a  disease  that  is  on  the  increase.  At  Aventis,  one  of  the  world's  leading  pharmaceutical 
companies,  we  offer  drugs  for  people  with  diabetes  to  help  enable  them  to  control  their  disease.  Moreover, 
our  scientists  are  utilizing  their  in-depth  know-how  and  the  latest  technologies  to  step  up  the  fight  against 
diabetes  for  the  142  million  people  with  diabetes  worldwide.  Our  goal  is  to  make  life  with  diabetes  easier 
each  and  every  day. 

Aventis,  Strasbourg  (France),  is  listed  on  the  stock  exchanges  in  Paris,  Frankfurt  and  New  York,    www.aventis.com 


i  ne,  from  time  to  time. 


Aventis 
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Networks,  www.icn.siemens.com/mobile 


Wants  her  office  somewhere  fashiona 


• 


Wants  his  office  to  have  a  stunning  view 


• 
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Your  enterprise's  most  valuable  assets  are  walking 
out  the  door. . .  to  catch  a  plane,  a  meeting,  a  deal 
on  a  house  in  Montana. 

Business  today  is  fueled  by  knowledge  workers.  And  face  it,  they're  in 
short  supply.  To  attract  and  keep  the  best  talent,  you  have  to  create  a  work 
environment  that  works  for  them.  That  means  making  life  easier  for  mobile 
employees.  Leveraging  talent  across  the  world  via  teleworking.  Providing 
seamless,  immediate  access  to  people  whether  they're  in  the  office  or  on 
the  move. 

With  Siemens'  HiPath  MobileOffice  you  can  tie  your  people,  processes  and 
resources  together  efficiently,  effectively  and  affordably.  Save  money  on 
real  estate  and  recruiting.  Keep  the  kind  of  talent  that  keeps  you  in  the 
lead.  Learn  more  at  www.icn.sjemens.com/mobile 

obile  business 


Washington  Outlook 


DITED  BY  PAULA  DWYER 


WHY  BUSH'S  SCHOOL  REFORMS 
MIGHT  ACTUALLY  PASS 


It  was  an  extraordinary  sight:  a  smiling  George  W.  greeting 
liberal  warhorse  Teddy  Kennedy  at  the  White  House  on 
Day  3  of  the  Bush  Presidency.  Even  more  telling,  the 
lassachusetts  Democrat  went  out  of  his  way  to  praise  the 
exas  Republican's  decision  to  put  school  reform  ahead  of 
lore  polarizing  issues.  "I  have  to  commend  the  President 
>r  putting  education  first,"  Kennedy  said. 
With  that  kind  of  goodwill,  it  seems  likely  that  Congress 
jon  will  pass  an  education  reform  measure.  Leaders  in  both 
arties  want  to  give  local  school  districts  more  money  for 
assroom  needs.  They  also  want  states  to  boost  standards — 
nd  live  up  to  them — in  exchange  for  more  bucks  from  Wash- 
igton.  They  disagree  strongly  over 
ush's  plan  to  create  a  voucher  pro- 
ram  that  would  let  parents  use  fed- 
■al  dollars  to  send  their  kids  to  pri- 
ate  schools.  Yet  even  there, 
'emocrats  may  be  willing  to  allow  a 
mited  number  of  experiments. 
iREEK  CHORUS."  As  many  Republi- 
ins  and  Dems  hail  the  emerging 
immon  ground,  however,  they  are 
^deviled  by  the  details.  And  this 
partisan  chumminess  could  be  test- 
1  if  Bush  and  the  Dems  can't  per- 
lade  their  wings — powerful  inter- 
it  groups  on  their  left  and  right — to 
in  the  party.  As  the  jousting  be-  ~ 

ns,  lawmakers  are  nervous,  and  for  good  reason.  While 
lproving  education  was  central  to  every  pol's  election  last 
ovember,  there  are  plenty  of  pitfalls  in  supporting  a  final 
ickage  that  enrages  key  constituent  groups. 
Take  the  teachers'  unions.  They  want  federal  dollars  to  go 

I- rectly  into  raising  teacher  pay,  reducing  class  size,  and  re- 
tiring dilapidated  schools — just  the  type  of  federal  man- 
iites  Bush  abhors.  Liberals  also  slam  GOP  plans  to  bundle  fed- 
al  funds  into  block  grants  that  states  can  spend  with  few 


CRAMMING:  A  fair  shake  for  urban  schools'? 


strings  attached.  They  fear  state  legislatures  will  funnel 
money  to  wealthy  suburban  districts  instead  of  to  poorer 
rural  and  inner-city  schools,  where  it's  most  needed. 

The  gop's  right  wing  wants  the  federal  government  to 
subsidize  parents  who  send  their  children  to  religious  or  pri- 
vate schools  or  who  teach  their  children  at  home.  Also,  con- 
servatives balk  at  any  hint  of  federal  interference  in  local 
schools,  including  testing  mandates. 

White  House  and  congressional  leaders  say  they  need 
Corporate  America  to  lobby  hard  for  the  testing  require- 
ments. "We're  counting  on  [business]  to  be  our  Greek  chorus 
on  accountability,"  says  Bush  domestic  policy  adviser  Margaret 
La  Montagne.  Says  John  Schachter 
of  the  Business  Roundtable:  "The 
ceo  voice  will  be  heard." 

But  lawmakers  fear  that  business 
will  save  its  political  capital  for  big- 
ger goals,  such  as  tax  cuts  or  regu- 
latory reform,  rather  than  risk  alien- 
ating ideologues  on  Capitol  Hill. 
Without  pressure  from  corporate  ex- 
ecs, education  reform  could  falter. 
"Businesses  have  to  be  much  bet- 
ter advocates  than  they  are  today," 
says  Representative  James  P.  Moran 
(D-Va.). 

For  Bush,  the  fate  of  his  No.  1  leg- 
islative priority,  expected  to  cost 
more  than  $50  billion  over  five  years,  will  echo  far  beyond  the 
classroom.  He  desperately  wants  an  early  victory  on  education 
to  build  momentum  for  more  contentious  initiatives,  such  as 
tax  cuts  and  Social  Security  reform.  That's  one  reason  the 
new  Prez  has  signaled  an  openness  to  compromise  on  school 
reform.  "If  somebody  has  a  better  idea,  I  hope  they  bring  it 
forward,"  Bush  said  on  Jan.  23.  But  even  the  best  ideas  can 
get  drowned  out  by  the  loud  voices  of  special  interests. 

By  Lorraine  Woellert  and  Richard  S.  Dunham 


CAPITAL  WRAPUP 


SUSHS  PORK  PARLEY 


►President  Bush  is  searching  for  com- 
non  ground  with  his  2000  Republican 
)rimary  rival,  John  McCain.  While  the 
wo  foes  don't  see  eye  to  eye  on  Mc- 
Cain's signature  issue — campaign  fi- 
lance  reform — the  White  House  thinks 
t  has  identified  a  passion  the  two  men 
ihare:  reining  in  pork-barrel  spending. 
The  Arizona  senator  is  the  leading  Hill 
•ritic  of  pork,  and  Bush  aides  say  the 
tew  President  wants  to  keep  a  lid  on 
ongressional  spending  to  fund  his  tax 
uts  and  education  reform. 


POWER  STRUGGLE 

►California's  Capitol  Hill  delegation  is 
working  to  ease  the  state's  electricity 
woes.  Senator  Dianne  Feinstein  and 
Representative  Anna  Eshoo,  both  De- 
mocrats, have  introduced  bills  giving 
the  Energy  Dept.  the  power  to  impose 
temporary  caps  on  regional  wholesale 
electricity  prices.  The  bills  face  an  up- 
hill battle,  since  the  Bush  Administra- 
tion says  the  crisis  is  the  state's  own 
problem,  but  supporters  hope  that  Sili- 
con Valley  techies  can  help  sway  the 
White  House. 


LABORING  FOR  TRADE 

►For  years,  business  groups  have  tried 
to  get  Congress  to  give  the  President 
"fast-track"  authority  to  negotiate  new 
trade  agreements.  Now,  they're  explor- 
ing whether  to  make  a  major  conces- 
sion— allowing  labor  and  environmental 
provisions  in  future  trade  deals — to  get 
it  done.  Many  members  of  the  National 
Association  of  Manufacturers,  the 
Emergency  Committee  for  American 
Trade,  and  others  realize  that  otherwise 
they  won't  get  needed  Democratic 
votes,  says  the  nam's  Frank  Vargo. 
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FOR  FOX, 

WILL  HASTE  MAKE  WASTE? 

Mexico's  new  leader  may  be  taking  on  too  much  too  quickly 


Inauguration  day  has  come  and  gone, 
but  Vicente  Fox  still  doesn't  have  a 
place  to  call  home.  The  presidential 
palace  is  being  refurbished,  so  Mexico's 
new  chief  executive  has  been  bunking  at 
a  hotel  in  downtown  Mexico  City.  But 
it's  hard  to  imagine  that  Fox  is  getting 
much  sleep.  Although  he  has  been  in 
office  less  than  two  months,  already  he 
has  won  a  budget  battle,  made  peace 
overtures  to  the  Zapatista  rebels,  and 
launched  the  sales  pitch  for  a  contro- 
versial tax  reform.  Fox  looks  tired  but 
content.  "We're  very  optimistic  with  the 
way  things  are  going,"  he  says. 

Judging  from  Fox's  85%  approval 
rating,  an  overwhelming  majority  of 
Mexicans  is  also  satisfied  with  their 
President's  performance  so  far.  Still, 
Fox's  honeymoon  with  voters  may  be 
shorter  than  anyone  had  anticipated. 
Booting  out  the  long-ruling  Institution- 
al Revolutionary  Party  (PRI)  in  July's 
elections  was  just  the  first  in  a  series  of 
challenges  facing  the  58-year-old  politi- 
cal maverick.  The  new  President  will 
have  his  hands  full  delivering  on  his 
many  campaign  promises,  which  include 
creating  L.3  million  new  jobs  a  year 


economy   is 


and  cracking  down  hard  on  corruption. 
Indeed,  just  hours  before  sitting 
down  to  an  interview  with  Business- 
Week, the  President  learned  that  one 
of  Mexico's  most  notorious  drug  lords 
had  bribed  his  way  out  of  prison.  "These 
two  months  have  confronted  him  with 
the  economic,  political,  and  criminal  re- 
alities of  this  country,  and  he's  seeing 
that  it's  all  much  more  complicated  to 
resolve  than  he  thought,"  says  political 
analyst  Jose  Antonio  Crespo. 
"COLD  WATER."  To  make  matters  even 
more  difficult,  Mexic 
poised  for  a  slowdown 
as  U.S.  demand  for 
the  country's  exports 
slackens.  Growth  was 
a  blistering  7.2%  last 
year,  but  officials  ex- 
pect it  to  cool  to  4.5% 
in  2001.  Independent 
analysts  predict  it 
could  fall  belov 
"It's  not  a  catastroph- 
ic scenario,  but  it  is 
like  a  bucket  of  cold 
water,"  says  Mauricio 
Gonzalez,      head      of 


GREETING  A 
CONSTITUENT: 

Kisses  now,  but 
higher  taxes 
are  coming 
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Grupo  de  Economistas  y  Asociados,  a 
Mexico  City  consultancy.  The  new  real- 
ity could  force  Fox  to  scale  back  an  am- 
bitious policy  agenda. 

For  now,  though,  he's  charging  ahead. 
After  speaking  at  the  World  Economic- 
Forum  in   Davos,   Fox  is  bound   for 
Frankfurt  and  Milan,  where  he  plans 
to   sell   investors   on   Mexico's   eight- 
month-old  free-trade  agreement  with 
the  European  Union.  On  Feb.  16,  Fox 
will  meet  with  U.S.  President  George 
W  Bush  at  his  family's  ranch  in  Guana- 
juato state  to  promote  his  long-term  vi- 
sion of  a  North  American  Common, 
Market,  complete  with  free  movement 
of  labor  and  a  single  currency. 
TAX  FIRESTORM.  But  even  bigger  tests 
await  Fox  in  March.  That's  when  lead- 
ers of  the  Zapatistas, 
peasant  rebels  from 
Chiapas    state    who 
have  been  in  a  seven- 
year  standoff  with  the 
army,  are  due  to  ar-  i< 
~~  rive  in  Mexico  City  to  s 
demand  approval  of  a  1996  peace  agree- 
ment. Business  leaders  warn  that  the  : 
sight  of  the  masked   Subcommander 
Marcos  marching  into  the  capital  could  pi 
spook  foreign  investors.  But  Fox,  who  Bio 
once  boasted  that  he  could  solve  the  i  go 
festering  Chiapas  conflict  in  just  15  min-  I 
utes,  has  shrugged  off  their  concerns,     m 
March  is  also  the  month  in  which  m 
Fox  is  to  deliver  his  tax  reform  plan  uv>> 
to  an  opposition-dominated  Congress  I 
Already,  the  government's  proposal  tc  Ijg 
extend  the  15%  value-added  tax  to  food 
and  medicines  has  ignited  a  politica 
firestorm.  Critics  say  it  will  hurt  Mexi-  n  8 
co's  40  million  poor.  And  business  lead-  H  ]; 
ers  fear  that  it  will  drive  up  inflation  I  tv 
Companies  will  also  resist  attempts  t< 
rid  the  tax  code  of  myriad  loopholes,     m,, 

Yet  most  economists  agree  that  Mex  it 
ico  needs  a  fiscal  overhaul  to  boost  ta> 
collection,  which  at  11%  of  gross  do  p 
mestic  product  is  one  of  the  world's  low  t 1 
est.  Fox  is  counting  on  the  revenues  t(  \  to 
fund  an  assortment  of  social  develop  L 
■■■■■■■■  ment  programs. 

The  danger  is  tha  r 
a  feisty  Congress  wil  | 
obstruct  or  greatb 
water  down  his  pro 
posals.  This  ambitioui 
and  charismatic  politi 
cian  could  be  over 
reaching  by  piirsumj 
too  many  initiatives 

once.  That's  a  tenden 
cy  Fox's  lues  are  mor 
I  Ii.hi  eager  to  exploit 

By  Geri  Smith  i, 
Mexico  City 
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\  TALK  WITH  NORTH  AMERICAS 
DTHER  NEW  PRESIDENT 

Vicente  Fox  looks  forward  to  "economic  convergence" 


0: 


a  the  campaign  trail,  Vicente  Fox 
icnued  that  if  elected  Mexico's  Pres- 
ident, he  would  not  spend  his  days 
oU'il  up  at  the  office.  He  lias  been  true 
>  his  mord.  Since  his  inauguration  on 
Be.  I,  he  has  been  busy  crisscrossing 
texico,  meeting  with  both  supporters 
nd  adversaries  to  build  support  for  his 
yntroversial  policies.  BusinessWeek'"? 
dim  America  Editor  Cristina  Lind- 
lad  and  Mexico  City  Bureau  Chief 
'eri  Smith  managed  to  buttonhole  Mex- 
r/.s  peripatetic  President  in  Mexico 
my  Dii  Jan.  20.  During  the  interview, 
ox  reviewed  som,e  of  his  achievements 
i  his  first  ~>l  days  in  office. 

?hat  does  the  inauguration  of  Presi- 
znt  George  W.  Bush  mxan  for  Mexico- 
r.S.  relations? 

The  fact  that  he  was  governor  of  a 
jrder  state  is  very  significant.  There's 
lemistry,  and  that's  going  to  help  the 
ilationship  a  lot.  In  the  meeting  that  I 
n  going  to  have  soon  with  President 
ush,  I  am  going  to  propose  economic 
mvergence,  and  we're  going  to  talk 
>out  a  joint  energy  policy  for  the  NAF- 
i  region.  And  certainly  we're  going  to 
,1k  about  the  tough  issues:  immigra- 
Dn  and  ding  trafficking. 

Inat  measures  are  you  taking  to  en- 
ire  tlie  U.S.  economic  slowdown  won't 
trt  Mexico  too  badly? 
I  believe  it  is  only  going  to  affect 
ir  exports  but  not  foreign  investment, 
exico  today  is  the  most  opportune 
ace  to  invest  anywhere  in  the  world. 
's  the  only  country  that  has  free-trade 
;reements  with  the  U.  S.,  Canada,  and 
e  European  Union.  I'm  traveling  not 
Jy  to  Davos  but  also  to  Frankfurt  and 
ilan  to  meet  with  hundreds  of  Euro- 
;an  businessmen  and  CEOs.  They're 
■ry  enthusiastic  about  coming  and  in- 
sting  in  Mexico  so  they  can  send  their 
oducts  to  the  U.  S.  and  Europe.  And 
e  Americans  are  investing  here  to  ex- 
it to  Europe. 


it  aren't  you  worried  about  a  sudden 
intj  op  in  U.  S.  growth? 

Not  at  all.  We  had  estimated  U.S. 

onomic  growth  at  3%  and  our  own  at 
d  >%.  Now,  if  the  U.  S.  economy  grows 
we  believe  we'll  fall  to  4%. 


you  won't  have  to  tighten  public 


spending  more?  That  would  make  it 
hard  for  you  to  meet  some  of  your  cam- 
paign promises. 

Only  to  reduce  the  deficit.  Congress 
agreed  to  a  deficit  of  0.65%  of  gross  do- 
mestic product,  but  we're  still  shooting 
for  0.5%  because  our  goal  is  to  have  a 
surplus  in  2003.  We  were  told  that  oil 
prices  were  going  to 
drop,  but  they've  stabi- 
lized. If  things  continue 
this  way,  we'll  be  able  to 
add  another  $1  billion  to 
the  oil-windfall  contin- 
gency fund. 

There's  already  strong 
opposition  to  your  pro- 
posal to  extend  the  15% 
value-added  tax  to  food 
and  medicine.  Will  you 
be  able  to  get  your  fiscal 
reform  plan  through 
Congress? 

We   have   to   make   a 


very  sound  proposal,  ac- 
ceptable to  the  other 
parties.  We  also  have  to 
negotiate  and  make  con- 
cessions. And  we'll  take 
special  care  not  to  affect 
the  country's  poor  fami- 
lies. The  benefits  of  fiscal 
reform  will  go  straight  to 
education,  potable  water, 
electrification,  sewage 
services,  health.  Also  to 
science  and  technology. 
We  want  to  develop  our 
own  research  and  tech- 
nology, even  if  it's  on  a 
modest  scale. 


Subcommander  Marcos,  the  leader  of 
the  Zapatista  rebels,  is  marching  to 
Mexico  City.  Will  you  meet  with  him 
face-to-face,  even  if  he  refuses  to  take  off 
his  ski  mask? 

I  don't  think  the  mask  is  the  important 
thing.  We've  done  a  number  of  things  to 
show  our  good  will:  We've  pulled  the 
army  out  of  four  positions  [in  Chiapas 
state],  we've  freed  18  political  prisoners. 
Now  it's  up  to  the  other  side  to  show 
willingness  to  engage  in  a  dialogue. 

You've  named  a  respected  businessman 
to  head  the  state-run  oil  monopoly, 
Petroleos  Mexicanos.  What  changes 
would  you  like  to  see  at  the  company? 
I  don't  see  any  change  such  as  priva- 
tization in  the  next  six 
years.  But  it  is  going 
to  be  managed  as  if  it 
were  a  private  compa- 
ny. We'll  introduce  a 
board  of  directors  of 
businesspeople  and  aca- 
demics. We're  going  to 
change  its  tax  regime 
so  it  can  compete  on 
equal  footing  with  other 
oil  companies.  We're  go- 
ing to  see  a  very  dif- 
ferent Pemex. 


You've  pushed  for  the 
creation  of  a  North 
American  Common 
Market,  complete  with 
free  movement  of  labor. 
With  the  U.S.  economy 
slowing,  will  American 
officials  be  less  recep- 
tive to  your  ideas? 

What  we're  propos- 
ing are  long-term  ob- 
jectives, for  the  next 
10,  15,  20  years.  Immi- 
gration continues  to 
grow,  drug-trafficking 
does  not  stop.  So  we 
need  to  come  up  with 
new  ideas.  My  conver- 
sation with  Senator 
[Phil]  Gramm  [who  vis- 
ited Mexico  in  mid-Jan- 
uary with  four  other 
Senators  to  discuss  ex- 
pansion of  the  guest- 
worker  program]  was 
very,  very  hopeful. 
We're  already  seeing 
that  in  the  medium  and 
long  term,  immigration 
is  not  bad  for  the  U.  S. 
It  has  given  a  real 
stimulus  to  the  Ameri- 
can economy.  That's  the 
only  way  it  has  grown 
5%  a  year  with  infla- 
tion of  just  2%. 


ON  BUSH 

"There's 
chemistry, 
and  that's 
going  to  help 
the  relation- 
ship a  lot" 
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Pete  Engardio 


IN  THIS  TRADE  SPAT,  THE  CHINESE  ARE  RIGHT 


After  a  decade  of  mind  games, 
tirades,  and  accusations  of  dou- 
ble-dealing, it  has  become  easy 
to  yawn  every  time  Beijing  throws 
down  another  gauntlet  in  a  major 
new  trade  deal.  No  matter  how  much 
huffing  and  puffing  it  does,  in  the 
end,  China  almost  always  seems  to 
capitulate  to  U.S.  terms  as  a  dead- 
line nears.  Then  the  Beijing  back- 
slide begins,  and  both  sides  trudge 
back  to  the  bargaining  table,  as  if 
nothing  was  settled.  Thus,  a  year  af- 
ter China's  entry  into  the  World 
Trade  Organization 
looked  like  a  done 
deal,  talks  in  Geneva 
have  stalled  over  Chi- 
na's refusal  to  bend  on 
a  key  issue. 

This  time,  China 
may  be  in  the  right. 
The  new  stumbling 
block  is  a  demand  by 
the  U.  S.  and  14  other 
big  agriculture  ex- 
porters that  Beijing 
sharply  limit  its  abili- 
ty to  prop  up  domes- 
tic prices  of  wheat, 
rice,  and  other  crops 
to  help  its  farmers. 
On  the  face  of  it,  the 
U.S.  demand  seems 
just.  Under  WTO  rules, 
major  trading  nations 
can  subsidize  only  up 
to  5%  of  the  total  value  of  their  agri- 
cultural output.  Although  the  esti- 
mated $4  billion  Beijing  now  pro- 
vides amounts  to  2%  of  output,  it 
wants  the  freedom  to  go  up  to  10% 
under  the  more  lenient  wto  rules  for 
"developing"  countries.  But  according 
to  the  Office  of  the  U.  S.  Trade  Rep- 
resentative, Beijing  agreed  in  its 
1999  WTO  deal  to  "reduce  trade-dis- 
torting subsidies,"  which  would  in- 
clude price  supports. 

Seems  like  an  open-and-shut  case 
of  Chinese  duplicity.  But  in  fact, 
based  on  what  little  has  been  dis- 
closed of  its  written  commitments, 
Beijing  is  honoring  its  word — and  has 
made  concessions  that  exceed  those 
of  many  richer  wto  members.  It  has 
:    ubsidies  for  agricul- 
ports.  Even  the  European 


Union,  which  spends  billions  on  such 
perks  annually,  compared  with  Chi- 
na's $500  million,  refuses  to  do  that. 
"They're  going  cold  turkey,"  says 
Brookings  Institution  China  expert 
Nicholas  R.  Lardy.  "This  is  particu- 
larly fast,  considering  China's  domes- 
tic farm  supports  already  are  low, 
and  half  its  labor  force  is  farmers." 

China  also  is  committed  to  sharply 
increasing  its  imports  of  grain.  By 
2004,  wheat  imports  are  set  to  leap 
sixfold  from  the  level  of  1998,  to  9.6 
million  tons,  at  a  1%  tariff.  Imports 


of  rice  and  corn  will  rise  even  more 
dramatically,  from  a  combined 
500,000  tons  to  12.5  million  tons. 
That's  enough  to  provide  huge  new 
markets  for  Western  growers — and 
inflict  real  pain  on  millions  of  Chi- 
nese farmers,  most  of  whom  lack 
even  tractors  and  subsist  on  less 
than  $200  a  year.  Beijing  also 
pledges  to  reduce  the  government 
grain-import  monopoly,  guaranteeing 
private  traders  will  handle  at  least 
10%  of  wheat  imports  and  67%  of 
cotton.  In  short,  the  deal  now  on  the 
table  is  a  boon  for  U.  S.  agribusiness. 
LATITUDE.  So  why  the  holdup  on 
price  supports?  Because  China  wants 
the  latitude  to  avert  a  potential  so- 
cial crisis  that's  building  in  the  coun- 
tryside, where  three-fourths  of  its  1.3 
billion  people  live.  In  contrast  to  the 


rising  urban  wealth,  the  rural  sector 
remains  so  impoverished  that  more 
than  100  million  Chinese  have  moved 
from  interior  provinces  to  the  coast 
in  desperate  search  of  work.  Yet 
market  prices  for  Chinese  farm 
goods  keep  falling  because  of  produc- 
tivity gains.  Soon,  higher  imports 
will  push  prices  down  further.  The 
U.  S.  correctly  hung  tough  when  Chi- 
na, a  manufacturing  export  jugger- 
naut with  great  high-tech  aspirations, 
argued  that  it  should  be  able  to  shel- 
ter its  auto,  electronics,  and  services 
industries  from  im- 
ports. But  in  the  farm 
sector,  China  is  hard- 
core Third  World.  For- 
mer U.S.  Trade  Repre- 
sentative Charlene 
Barshefsky  agrees 
there  is  a  dilemma: 
"The  issue  is  how  to 
strike  an  appropriate 
balance  between  Chi- 
na's general  status  as  a 
developing  economy 
and  its  status  as  a 
world-class  exporter." 
The  U.S.  complaint 
against  China's  subsidy 
policies  boils  down  to 
technicalities — and  a 
good  measure  of 
hypocrisy.  The  U.S. 
will  spend  about  $28 
billion  this  year  on 
farm  subsidies.  Most  of  this  is  to  pay 
farmers  to  keep  land  idle,  which  un- 
der a  wto  rule  the  U.S.  helped  write 
doesn't  count  as  "trade-distorting." 
But  in  crops  like  sugar  and  peanuts, 
Washington  blatantly  distorts  trade 
by  sharply  limiting  imports. 

One  can  still  argue  it's  better  eco- 
nomics for  Beijing  to  boost  farmers' 
income  with  welfare  checks  than  to 
meddle  with  the  market  through 
price  supports.  But  in  a  world  where 
no  agricultural  power  is  innocent  of 
protecting  its  own,  the  U.  S.  would 
stand  on  higher  ground  if  it  focused 
on  reducing  farm  subsidies  al  home 
and  in  Europe.  It  should  not  hold  up 
China's  WTO  entry  any  longer. 

Engardio  covers  Asm  trade  issues 
from  New  York. 
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THE  CUSTOMER 

IS  ALWAYS  RIGHT 

AND  OTHER  COMPLEX  THEORIES 

of  eBusiness. 


Let's  face  it.  The  number  one  rule  of 
eBusiness  has  always  been  that  customer 
satisKu  tn hi  dn\rs  business  success. 

In  today's  world,  businesses  can  no 
longei  differentiate  themselves  solely  on 
the  basis  ill  product  quality,  distribution, 
and  price.  Competitors  imitate  product 
innovations  with  blinding  speed. 
Advances  in  technology  render  geo- 
graphic location  increasingly  irrelevant. 
Meanwhile,  competing  on  price 
inevitably  leads  to  eroding  profit  margins. 

Against  these  forces,  the  most 
powerful  competitive  advantage  is  to  consistently 
execute  the  fundamental  principles  of  customer 
satisfaction.  Know  your  customer.  Do  business  on 
their  terms.  Personalize  their  experience.  Make  every 
customer  interaction  as  valuable  as  possible. 

At  Siebel   Systems,  eBusiness  is  all  about  the 
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fundamentals  of  delivering  100% 
customer  satisfaction.  It's  about  doing 
business  anytime,  anyplace,  anywhere 
your  customers  want.  It's  about  having 
a  continuous  dialogue  with  your 
customers  across  every  point  of  customer 
contact — over  the  phone,  in  person, 
via  the  Web,  through  partners,  you 
name  it. 

Siebel  eBusiness  Applications 
are  already  helping  many  customer- 
focused  companies  improve  customer 
satisfaction  and  see  sizable  gains  in 
revenues,  profitability,  market  share,  employee 
productivity,  and  market  capitalization.  Pretty  impressive 
when  you  consider  that  the  typical  corporation  loses 
50%  of  its  customers  every  5  years.1 

To  learn  more,  call  us  direct  at  800.356.3321  or 
visit  www.siebel.com/ebusiness 
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ACSI  Industry  Avetage 


In  a  major  survey  conducted  by  SatMetrix  Systems,  Siebel  customers  reported 
customer  satisfaction  scores  that  far  exceeded  ACSI  industry  averages,2 
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CHANGE  WHAT  YOUR  SOFTWARE  IS  CAPABLE  OF  DO 

Today's  business  needs  the  reliability  of  Microsoft'"  Windows*  2000  Professh 
If  you  want  your  people  to  work  faster.  Work  mobile.  Work  smarter.  They  ne 
PC  operating  system  that  works  all  the  time.  Windows  2000  Professional  is 
to  30%  faster  and,  based  upon  NSTL  test  results,  13  times  more  reliable 
Windows  98.*  So  at  a  time  when  any  competitive  edge  can  make  a  differen 
your  people  will  spend  far  less  time  calling  the  help  desk,  and  far  more 
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©  2000  Microsoft  Corporation.  All  rights  reserved.  Microsoft,  Windows,  and  the  Windows  logo  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  In  the  United  States  and 

The  names  of  actual  companies  and  products  mentioned  herein  may  be  the  trademarks  of  their  respective 


ret 


YOU  CHANGE  WHAT  YOUR  PEOPLE  ARE  CAPABLE  OF  DOING 


productive.  Windows  2000  Professional  was  designed  specifically  for 
s  Internet-based  technology  and  gives  your  people  the  reliability,  speed, 
lobility  required  to  do  their  jobs.  Microsoft  Windows  2000  Professional, 
siness.  All  the  time.  For  information  on  upgrading  your  business,  talk 
ir  IT  professional  or  visit  microsoft.com/windows2000/pro 
are  for  the  Agile  Business. 
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COMMENTARY 


By  John  Carey 


AIDS  COCKTAILS:  BETTER  LATER  THAN  SOONER? 


A  few  years  ago,  picking  the  best 
treatment  for  people  infected 
with  the  AIDS  virus  seemed  easy. 
Drugmakers  had  developed  new 
medicines  so  potent  that  they  could 
lower  the  amount  of  Hi v  in  the  blood 
to  below  detectable  levels.  Some  sci- 
entists even  hoped  that  a  few  years 
of  drug  treatment  would  be  able  to 
eradicate  the  deadly  bug  completely. 

As  a  result,  many 
doctors  responded 
with  an  all-out  phar- 
maceutical assault. 
Indeed,  the  official 
1998  guidelines  from 
a  panel  affiliated  with 
the  Health  &  Human 
Services  Dept.  ad- 
vised doctors  to  start 
patients  on  powerful 
cocktails  when  their 
critical  T-cell  counts 
were  still  a  relatively 
high  500  cells  per  cu- 
bic millimeter — long 
before  the  symptoms 
of  aids  would  be  ex- 
pected to  appear. 
"Many  thought  they 
knew  the  answer:  Hit 
early,  hit  hard,"  says 
Dr.  Fred  M.  Gordin,  head  of  infectious 
diseases  at  the  Veterans  Administra- 
tion Medical  Center  in  Washington. 
UNEXPECTED  COSTS.  Not  anymore. 
Yes,  the  new  drugs  have  been  a 
tremendous  boon  to  those  who  can  af- 
ford them.  They've 
slashed  the  aids  death 

rate  in  America— even   As  hopes  fade  that 
as  new  infections  oc-       the  dmgs  can 
cur  at  more  than  ,.     °    TTrir    , 

40,000  each  year.  But     eradicate  HIV,  the 


their  side  effects — which  include 
heart  disease  and  cancer — are  far 
worse  than  originally  thought.  "The 
longer  we  treat,  the  more  long-term 
toxicity  we  see,"  says  Dr.  Anthony  S. 
Fauci,  director  of  the  National  Insti- 
tute of  Allergy  &  Infectious  Diseases 
and  co-chair  of  the  treatment  panel. 
Adds  Gordin:  "We've  gone  from  an 
era  when  most  people  were  dying 


TOXIC  TREATMENT 


side  effects — such 
as  heart  disease 
and  cancer — grow 
more  worrisome 


now,  in  a  humbling  re- 
minder that  man  is 
still  far  from  conquer- 
ing microbes,  the  Pan- 
el on  Clinical  Practices 
for  Treatment  of  HIV 
Infection  is  about  to  announce  new 
guidelines  that  recommend  hitting  lat- 
er rather  than  sooner. 

The  reason:  It's  becoming  starkly 
clear  that  the  potent  medicines  have 
limitations.  They  offer  no 
i  if  eradicating  the  virus.  And 


from  the  illness  to  a  time  when  they 
are  getting  complications  from  the 
therapy  that  are  almost  as  bad." 

The  guidelines,  to  be  released  in 
early  February  at  a  retrovirus  confer- 
ence, will  recommend  that  doctors 
wait  until  patients'  T-cell 
counts  fall  to  350  cells/mm3  be- 
fore attacking  the  virus  with 
drug  cocktails.  "There  was  a 
clear  consensus  that  500  was 
too  high,  and  everyone  agrees 
200  is  too  low,"  explains  Dr. 
John  G.  Bartlett,  head  of  infec- 
tious diseases  at  Johns  Hop- 
kins University  and  panel  co- 
chair.  The  350  figure  was 
"picked  as  halfway  between 
the  two  extremes,"  he  says. 

David  Barr,  director  of  the  Forum 
for  Collaborative  hiv  Research,  calls 
the  change  "dramatic — and  very,  very 
important."  In  the  U.S.,  he  notes,  the 
majority  of  HIV-infected  people 
haven't  started  taking  the  drugs  yet 


because  their  T-cell  counts  are  above 
500.  The  new  criteria  could  mean  that 
these  scores  of  thousands  of  people 
will  delay  treatment.  "We're  talking 
about  years,"  says  Barr,  who  credits 
his  own  health  to  staying  off  aids 
drugs  until  1996 — seven  years  after 
he  first  tested  positive  for  the  virus. 
The  new  guidelines  have  economic 
as  well  as  health  implications.  For 

drugmakers,  delays  in 
starting  these  expen- 
sive drugs  would 
mean  hundreds  of  mil- 
lions of  dollars  less  in 
revenues  in  the  short 
term.  For  patients, 
though,  the  choice  is 
even  grimmer  than  it 
once  was.  Do  they  let 
the  virus  run  amok 
for  years  or  commit  to 
a  complicated  drug 
regimen  that  will  con- 
trol their  lives  and 
harm  their  bodies? 

There  is  some  good 
news  amid  the  gloom, 
however.  For  one 
thing,  companies  are 
already  devising  drug 
cocktails  that  are  eas- 
ier to  take.  "The  first  regimens  were 
impossible  for  the  average  human  to 
stick  with,"  says  Dr.  Merle  A.  Sande, 
chairman  of  medicine  at  the  Univer- 
sity of  Utah.  "What  we  are  all  wait- 
ing for  is  one  pill,  once  a  day — and  I 
think  we  will  get  close  to  that." 

Meanwhile,  there's  encouraging 
evidence  that  the  immune  system 
can  be  bolstered  to  tackle  the  virus 
more  effectively.  And  drugmakers 
are  testing  promising  drugs  that 
attack  the  virus  in  new  ways.  "For 
every  moment  of  despair  for  not 
having  perfect  treatments,  we  also 
realize  how  far  we've  already 
come,"  says  Dr.  Robert  T.  Schooley, 
head  of  infectious  diseases  at  the 
University  of  Colorado.  The  next 
revision  to  the  treatment  guidelines 
may  bring  us  closer  to  taming  this 
deadly  virus. 

Carey  covers  science  and  medicii/f 
from  Washington. 
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DRUG  SAFETY: 

WHAT  STUDIES  DON'T 
REPORT 

BARS  OF  EXTENSIVE  TESTING 
are  required  by  the  Food  & 
Drug  Administration  before 
a  drug  is  approved.  Yet  sev- 
eral drugs,  including  Rezulin, 
for  diabetes,  Propulsid,  for 
reflux,  and  the  anti-angina 
drug  Posicor  have  been 
pulled  from  pharmacy  shelves 
in  the  past  two  years  because 
of  adverse  reactions  that 
showed  up  after  approval. 
How  could  this  happen? 

A  new  study  sponsored  by 
the  U.  S.  Agency  for  Health- 
care Research  &  Quality  sug- 
gests one  reason:  Large,  ran- 


domized, controlled  clinical 
trials — the  gold  standard  for 
evaluating  new  drugs — may 
regularly  underreport  drug- 
safety  problems.  The  study, 
in  the  Journal  of  the  Ameri- 
can Medical  Assn.'s  (jama) 
Jan.  24  issue,  examined  safe- 
ty reporting  in  192  drug  tri- 
als, each  involving  a  minimum 
of  100  patients.  The  trials 
ranged  across  seven  medical 
areas.  Say  the  researchers: 
"We  found  no  instances 
where  the  safety  reporting 
can  be  deemed  satisfactory." 
The  study  found  that  the 
severity  of  medical  side  ef- 
fects was  adequately  reported 
in  just  39%  of  drug-trial  re- 
ports and  drug  toxicity  in 
just  29%.   Specific  reasons 


why  patients  had  to  be  with- 
drawn from  a  trial  were  giv- 
en only  46%  of  the  time. 
Also,  none  of  this  information 
was  easy  to  find.  The  authors 
report  that,  on  average,  med- 
ical-journal articles  on  drug 
trials  devote  only  a  third  of  a 
page  to  such  information. 

A  second  jama  article  re- 
ported that  Phase  2  clinical 
trials,  which  are  meant  to  fer- 
ret out  safety  problems  be- 
fore a  drug  is  tested  on  a 
larger  group,  may  be  adding 
to  the  problem.  These  studies, 
say  the  authors,  are  usually 
too  small  and  their  patients 
too  carefully  selected  to  pro- 
duce the  very  data  on  poten- 
tial adverse  outcomes  they 
are  meant  to  uncover.  D 


|^  INVENTORS  ARE,  LIKE,  YUCKY  AND  STUFF 

•Ik.  A    SADLY,  AMERICAN  TEENS  DO  NOT  ASPIRE  TO  BE  OR  EVEN  TO  MEET  THE  MOTHERS 

''  I  of  invention — unless  they  belonged  to  the  late  Frank  Zappa's  band.  In  the 

|§^  latest  Lemelson-MIT  Invention  Index,  an  annual  Massachusetts  Institute  of 
vj^L/l   Technology  survey  of  attitudes  toward  inventing,  teens  rank  inventors  low- 
IPU   esl  among  five  categories  of  people  they  would  most  like  to  meet.  Musicians 
THOMAS       top  the  list  at  30%,  followed  by  athletes  and  actors.  Only  8%  of  teens  say 
A.  EDISON     they're  dying  to  meet  an  inventor.  And  nobody  wants  to  be  one — only  jour- 
~  nalists  and  politicians  rank  lower  on  a  list  of  careers  that  teens  aspire  to. 
Still,  the  kids  aren't  fools.  They  picked  an  inventor,  by  46%,  as  the  best  person  to  be 
stranded  with  on  a  desert  island.  Lester  C.  Thurow,  chairman  of  the  Lemelson-MIT  pro- 
gram, says  the  overall  findings  bode  ill  for  the  future  of  innovation.  "Being  an  inventor 
has  to  be  seen  as  a  normal  activity,"  he  says.  "In  the  knowledge-based  economy  of  the 
21st  century,  nothing  is  going  to  be  more  important  than  being  able  to  invent."  □ 


TURNING  A  SOLAR 
GENERATOR  INTO 
GAMMA-RAY  STALKER 

nHE     SOLAR     TWO     POWER 

station    in    California    har- 
assed sunlight  to  generate 
ip  to  10  megawatts  of  power 
intil  it  was  shut  down  in 
.999.    Now,    it's    being   re- 
)orn — as  an  optical  telescope. 
Solar  Two  was  an  Energy 
)ept.  project  near  Barstow, 
milt  to  show  that  solar  ener- 
gy could  be  stored  for  use  af- 
er  dark.  Concentric  rings  of 
!,000  large  mirrors  focused 
I    he  sun's  rays  on  a  central 
"   ower,  heating  already  molten 
■  i  alt  to  1,050F.  The  superhot 
|0|  alt  was  then  used  to  pro- 


duce steam  to  drive  a  gener- 
ator. But  the  system  was 
never  competitive  with  con- 
ventional technology. 

Given  California's  current 
power  crunch,  however,  some 
folks  might  twm " »; «.  jfiu; 
wish  Solar  Two 
was  cranked  up 
again.  That 
won't  happen, 
but  in  its  next 
life,  Solar  Two 
will  face  a  wor- 
thy challenge: 
tracking  down  the  source  of  a 
cosmic  mystery  known  as 
Cherenkov  light.  This  faint 
blue  radiation  is  created 
when  a  gamma  ray  from 
space  hits  the  atmosphere. 
Studying  Cherenkov  light  is 


difficult  because  it  lasts  for 
only  a  few  billionths  of  a  sec- 
ond, and  by  the  time  a  flash 
reaches  the  earth,  the  initial 
pinprick  of  light  has  diffused 
into  a  circle  100  yards  in 
diameter. 

That's  just  a 
fraction  of  the 
size  of  Solar 
Two's  field  of 
mirrors.  So  a 
team  led  by 
physicists  at 
the  University 
of  California  at  Riverside 
hopes  to  collect  enough  data 
to  find  the  cause  of  gamma- 
ray  bursts,  some  of  which  un- 
leash in  minutes  as  much  en- 
ergy as  the  sun  emits  in  a 
billion  years.  Otis  Port 
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SPIDER  SPIT 
CAN  DO  A  SHAKY 
HEART  GOOD 

PROOF    THAT    EVERY    CLOUD 

has  a  silver  lining:  Tarantula 
venom  may  hold  the  cure  to 
atrial  fibrillation,  the  erratic 
beating  of  the  heart  that  is  a 
major  cause  of  death  from 
heart  attacks.  Scientists  re- 
port in  the  Jan.  4  issue  of 
Nature  that  a  protein  isolated 
from  the  venom  of  the 
Chilean  tarantula  stopped  ir- 
regular beating  in  rabbit 
hearts.  As  one  of  the  re- 
searchers, Frederick  Sachs  of 
the  State  University  of  New 
York  at  Buffalo,  aptly  puts 
it:  "No  one  in  their  right 
mind  would  have  sought  to 
block  atrial  fibrillation  with 
spider  spit." 

Sachs  and  his  team 
thought  to  use  spider  spit 
when  they  discovered  that 
the  GSMtx-4  protein,  isolated 
last  year,  was  able  to  block 
so-called  stretch-activated  ion 
channels  in  the  cell  mem- 
brane. These  channels  play  a 
key  role  in  a  host  of  mechan- 
ical body  functions,  including 
heart-muscle  contractions. 
When  the  heart  muscle  is 
damaged,  the  cells  stretch 
and  the  channels  open,  allow- 
ing an  influx  of  ions  that 
overstimulate  the  heart.  The 
researchers  discovered  that 
the  spider  protein  blocks  the 
ion  channels  from  opening. 

Sachs  says  the  protein 
could  be  the  first  step  toward 
a  new  class  of  drugs  that 
would  be  directed  at  the 
causes  of  fibrillation  rather 
than  its  symptoms.  The  re- 
search was  funded  in  part  by 
nps  Pharmaceuticals  Inc.  of 
Salt  Lake  City.  o 
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WERE  THIS  HEADLINE  ANYTHING  BUT 
A  REFLECTION  OF  AN  OUTSTANDING 
QUALITY  POSSESSED  BY  BOTH  THE 
COMPACT  TOYOTA  TACOMA  AND  THE 
FULL-SIZE  TOYOTA  TUNDRA.  A  QUALITY 
WHICH,  WE  MIGHT  ADD,  MAKES  OWNING 
TOYOTA  TRUCKS  A  GENERALLY  HASSLE- 
FREE  EXPERIENCE,  NO  MATTER  WHAT 
DRIVING  CONDITIONS  PREVAIL:  RAIN, 
SLEET,  ICE.  SNOW,  MUD.  SAND.  LOCUST 
STORMS;  BECAUSE  WHEN  THE  GOING 
GETS  TOUGH.  THE  TOUGH  KEEP  GOING 
ON  AND  ON  AND  ON  AND  ON  -  PRECISELY 
THE  QUALITY  WHICH  PREVENTS  THIS 


HEADLINE  FROM  BEING  ANY  SHORTER 
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ak  for  more  news  and  advice 
•ry  weekday  at  frontier  Online 

CHNOLOGY 

3d  the  online  version  of  Digital 
nager  every  Tuesday.  Consult 
Buyer's  Guide  every  day 

NANCE 

>k  for  regular  updates  on  inter- 
rates  for  small  companies  and 
ture  capital 

)RK  &   FAMILY 

Hamburg  Coplan  and  Pam 
idels  balance  personal  and  busi- 
s  lives,  Monday  and  Wednesday 

ART  ANSWERS 

online  version  of  our  help  col- 
n  for  managers  of  small  com- 
ies  every  Tuesday  and  Thursday 

ARIES 

lg  Global:  "Asian  Entrepreneur" 
>ws  former  investment  banker 
dy  Oh  as  she  chronicles  her  ad- 
ures  at  an  Internet  startup  in  Sin- 
are.  Look  for  it  on  Fridays 

IS:  Free  online  loan  searches, 
a  start-up  guide  for  budding 
epreneurs. 

0:  Keep  in  touch  with  our  week- 
s-mail newsletter.  Send  your 
scription  request  to  frontier® 
nessweek.com 
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F.22  Why  the  Web 
Still  Works 

Despite  the  bursting  of  the 
Internet  bubble,  there  are  still 
plenty  of  reasons  to  love  the 
Web.  Small  businesses  find  that 
an  online  presence  can  extend 
their  reach  from  the  neighbor- 
hood to  around  the  world— and 
the  personal  touch  doesn't  have 
to  suffer 


.30  Where  Are 
They  Now? 


In  its  five  years,  frontier  has  pro- 
filed hundreds  of  entrepreneurs. 
We  knew  not  all  of  them  would 
prosper.  But  when  we  decided  to 
check  in  on  how  several  of  them 
were  faring,  even  we  were 
astonished  at  some  of  the  twists 
and  turns  we  discovered 


Departments 


F.4  InBox 

Entrepreneurship  for  idiots,  the 
death  of  portals,  emotive  entre- 
preneurs, and  more 


F.8  Economy  Watch 

Here's  that   rainy 


day:  How  small 
businesses  are 
steeling  themselves 
for  what  could 
prove  to  be  a 
rather  bleak  2001 

F.12  Who's  Hot 


£» 


Hitching  a  ride  on  the  scooter 
craze,  Malcolm  Currie  is  betting 
his  electric-powered  models  will 
be  the  next  big  eco-friendly  thing 


F.u  What  Works 

Easing  the  pain  of  OSHA: 
A  guide  to  coping  with  the 
agency's  stiff  new  rules  on 
accommodating  workers 


F.u  Close  Up 

Seeking  the  basics  on  starting  a 
business?  Operators  at  the  SBA's 
switchboard  are  standing  by 

F.18  Digital  Manager 

How  closely  should  you  monitor 
Web-surfing?  There's  a  difference 
between  shrewd  management  and 
Big  Brother  totalitarianism 

F.37  My  Company 

Rolling  blackouts  and  energy  cost 
hikes  cast  long  shadows  on  Kevin 
Kelly's  California  company 


F.38  Under  30 

With  its  job-sharing, 
profit-sharing,  and 
hire-the-handicapped 
policies,  Gabrielle 
Melchionda's  skin- 
care  company  proves 
that  a  business  can 
do  well  by  doing  good 

Cover  photograph  by 
Bob  Hower/Quadrant 
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How  Mortal  These  Portals  Be 

If  running  a  small  business  is  tough,  selling  to  one  is  even  worse.  Witness  these  dot-coms,  all  of  which  hoped  to  make  a  buck  off 
entrepreneurs.  Not  that  it's  all  the  Net's  fault.  In  January,  Office  Depot  said  it  will  close  70  real-world  stores  and  cut  sales  staff  10%. 


THE  COMPANY 


THE  DAMAGE 


THE  BACKERS 
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HOTOFFICE  TECHNOLOGIES 

Hosted  intranets 


Shut  down 
in  December 


Staples  and  Intel  contributed  the  bulk  of  $20  million  in  funding. 


BIZBUYER.COM 

Online  request-for-quote 


Shut  down 
in  December 


CMGi,  Staples,  Intel,  Excite,  eCompanies,  MSDW  Strategic  Ventures,  and 
Redpoint  Ventures  joined  to  raise  $68  million.  Now,  $35  million  will  be 
returned  to  investors. 


BI6STEP.COM 

Web  hosting 


More  than  30  laid 
off  in  December 


Worldview  Technology  Partners,  InterWest  Partners,  Compaq, 
Office  Depot,  U.S.  Venture  Partners,  Argus  Capital,  and  The 
Washington  Post  Co.  have  anted  up  $65  million. 


0NVIA.COM 

Online  exchange 


Laid  off  180 
in  December; 
85  in  September 


Public  shareholders.  Stock  slumping  to  $0,875,  from  high  of  $78 
in  March. 


rrrrr, pr-r-,     ALLBUSINESS.COM 

v:::::::::       1    :  :  J    Small-business  portal 


Spun  off  to 
Bigvine.com 


NBCi.com  paid  $225  million  for  Allbusiness.com  a  year  ago, 
when  NBCi  stock  was  trading  at  over  $100  a  share.  Now  it's 
around  $3.50,  and  NBCi  itself  is  worth  just  $280  million. 


New  on  Duh  Bookshelves 

ARE  YOU  A  DUMMY  OR  AN  IDIOT?  An  entrepreneur  or 
a  small-business  owner?  Think  carefully.  Entrepre- 
neurship  for  Dummies  (idg  Books  Worldwide,  2001)  is 
joining  The  Complete  Idiot's  Guide  to  Being  a  Suc- 
cessful Entrepreneur  (Alpha  Books,  1999]  and  Small 
Business  Resource  Kit  for  Dummies  (idg  Books  World- 
wide, 1998).  The  Complete  Idiot's  Guide  is  geared 
toward  softies  concerned  about  their  employees.  En- 
trepreneurship  for  Dummies  is  written  for  New  Econ- 
omy types  who  "move  at  Internet  speed"  and  can 
leave  the  details  to  someone  else.  Small  Business  Kit 
for  Dummies,  perhaps  the  most 
helpful,  offers  guidance  on 
everything  from  bank  loans 
to  motivating  em- 
ployees. Noth- 
ing for  mo- 
rons. Yet. 


SO  THEY  SAY 

"You  can't  turn  around 
the  Queen  Mary  quickly, 
but  you  can  turn  around 


—DAVID  L.  BIRCH,  economist,  on  small 
companies'  ability  to  respond  to  a  slow- 
down (page  F.8I. 


EXIT  POLL 

38% 

of  small-business  owners 

have  never  considered  how  they 

will  leave  their  business 


ONE  IOTA 


Warm  and  Fuzzy  Wins  the  Day 

O.K.,  TOUGH  GUY:  You've  scoffed  at  people  who  feel  your  pain, 
smirked  at  those  who  share  theirs.  Oops.  Turns  out  all  that  emot- 
ing is  profitable.  Researchers  at  Rensselaer  Polytechnic  Institute 
found  that  more  expressive  entrepreneurs,  and  those  who  are 
good  at  reading  others'  emotions,  make  more  money.  Could  be 
that  stoic  business  owners  have  a  hard  time  inspiring  their  staff. 


ENTREPRENEURS  WHO  SCORED  IN  THE  TOP  10%  IN  TWO  CATEGORIES-EXPRESSIVENESS" 
AND  "READING  EMOTIONS"— OUT-EARN  THOSE  IN  THE  BOTTOM  10% 


MOST  EXPRESSIVE 

LEAST  EXPRESSIVE 

^^^^^^^^^™J~" | 

BEST  AT  READING  EMOTIONS 

1  WORST  AT  READING  EMOTIONS 
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^.  THOUSANDS  OF  DOLLARS 

Data  tally  School  of  Management  &  Technology,  Renwi,,. 
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Radical,  innovative,  and  revolutionary  are  all  wo 
used  to  describe  business  on  the  Internet. 


Here's  a  radical  new  vision  for  your  business— Microsoft"  bCentraT  now 
makes  it  easy  for  any  small  business  to  launch  a  complete  Web  presence. 
With  our  Business  Web  Services,  you'll  get  your  own  Web  address,  making  it 
easy  for  customers  to  find  you.  You'll  have  powerful  business  e-mail, 
including  scheduling  and  Web  file  storage.  You'll  get  the  tools  you  need  to 
build  your  own  e-commerce-ready  Web  site  in  just  minutes.  And  you'll 
find  easy  ways  to  promote  your  business  to  thousands  of  new  prospects. 
It's  so  perfectly  simple,  it's  positively  revolutionary. 

Do  it  the  easy  way.  Get  Microsoft  bCentral  Business  Web  Services  for  just 
$24.95  a  month  at  www.bcentral.com,  or  call  toll-free  (866)  BCENTRAL* 
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I  Love  Newbies 


TECH  STOCKS  ARE  DOWN.  Funding  is 
scarce.  So  it's  the  perfect  time  to  start  a 
company,  says  Ruthann  Quindlen,  a  ven- 
ture capitalist  who  helped  take  Microsoft 
public.  Her  new  fund  is  Ironweed  Capital. 
Why  invest  only  in  novices? 
They  make  the  most  successful  compa- 
nies. America  Online,  Cisco  Systems, 
Microsoft,  eBay,  Excite.  It's  more  risky  for 
us,  but  first-time  entrepreneurs  do  better 
because  they  take  more  risk. 
How  does  the  dot-com  bust  affect  them? 
The  tourists  are  going  home.  The  real 
people  are  sticking  around  to  see  what's 
going  to  happen.  This  is  a  great  time  to 
start  companies.  You're  not  going  to 
have  52  competitors  in  your  sector. 
What  size  investments  will  you  make? 
It  could  start  with  a  couple  hundred  thousand,  and  then  we  could  do  a  pre-negotiated  first 
round  when  the  company  hits  certain  milestones.  The  average  could  be  $6  million  overall. 

Movie  Money 

F  ONLY  THEY  had  waited  a 
year.  When  two  filmmak- 
ers  snagged   an    SBA- 
backed  bank  loan  in 
—    April,  they  used  real 
estate    as    collateral. 
Now,  the  Small  Busi- 
ness Administration  will  let 
""  banks  accept  intellectual 
property— from  patents  to 
signed      contracts— as 
collateral.  For  produc- 
ers, that  could  mean 
loans  backed  by  a  film's 
distribution  rights. 
The  SBA  hopes  to  aid 
entrepreneurs  in  technol- 
ogy, health  care,  and  mu- 
sic.  The   aim,   says  the 
"2?  SBA's  Charles  Tansey,  is  to 
boost  lending  "against  things 
you  can't  kick  or  resell  in  the 
real  estate  section."  That  leaves 
just  one  hurdle:  finding  a  bank 
as  adventurous  as  the  SBA. 


RunltUptheE-Poll 


FOR  A  QUICK,  INEXPENSIVE  run  at  market  research,  check  out  online  surveyors  Insight 
Express.  They'll  help  you  compose  a  survey  online,  then  send  it  over  the  Web  to  any 
group  you  like — say,  cell-phone  users,  college  students,  or  Philadelphians.  Within  48 
hours,  your  data,  complete  with  crosstabs,  will  be  available  online.  Pricing  depends  on 
whom  you  need  to  reach:  Fifty  moms  with  babies  runs  $850,  while  300  potential 
home  buyers  costs  $4,900.  That's  cheap  enough  to  poll-vault  the  competition. 


0 


FRONTIER 


News  and  advice  from  our 
small-business  Web  site 

Unhealthy  Reaction 

A  new  state-sponsored  health  in- 
surance program  in  New  York  is 
drawing  fire  from  small-business 
owners— the  very  people  it's  de- 
signed to  help. 

Dubbed  Healthy  New  York,  the 
subsidized  program  requires  HMOs 
to  sell  bare-bones  health  plans  to 
businesses  with  50  or  fewer  em- 
ployees at  about  25%  below  mar- 
ket. The  sore  point:  It's  only  avail- 
able to  companies  that  don't 
currently  offer  health  insurance. 
Some  business  owners  say  that 
penalizes  entrepreneurs  who  have 
struggled  to  cover  their  employ- 
ees. New  York  State  officials  re- 
spond that  opening  the  plan  to  all 
small  businesses  would  be  prohib- 
itively expensive.  "Our  first 
target  was  the  uninsured,"  explains 
Joanna  Rose,  a  spokeswoman  for 
the  state  Insurance  Dept.  Small 
business  groups  hope  the  second 
target  will  be  a  wider  range  of 
companies. 

Gloomy  Winter 

A  dark  mood  is  descending  on 
small  business.  Last  January,  the 
National  Federation  of  Indepen 
dent  Business'  index  of  small 
business  optimism  reached  ; 
high  of  103.6.  In  December,  at 
96.7,  it  sank  to  the  lowest  level 
since  1993. 

The  index's  poor  showing  re 
fleets  small-business  owners'  ex 
pectations  for  the  economy,  rather 
than  their  plans  to  hire  or  make 
capital  expenditures,  says  NFIB 
chief  economist  William  C.  Dunkel- 
berg.  By  a  2-to-1  margin,  small- 
business  owners  expect  the  econ- 
omy to  weaken  over  the  next  fevv 
months.  Their  profits  already  have 
35%  of  companies  reported  declin- 
ing profits  in  December,  vs.  20% 
who  said  profits  were  up.  Just  9% 
of  small  companies  managed  tc 
raise  prices  in  December,  well  ofl 
June's  peak  of  19%. 
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For  the  full  stories,  click 
Online  Extras  at 
frontier.businessweek.com 


BUSINESS  WEEK  FRONTIER 


FIHHUAHY  5,  ?0()1 


Yes. 


Yes. 


No. 


ReadyConference 

ReadyConference  is  everything  automated  teleconferencing  can 
be.  Simple.  Secure.  Loaded  with  features.  You'll  be  surprised  at  all 
that  it  offers.  Maybe  even  more  surprised  at  all  that  it  doesn't.  No 
reservations.  No  contracts.  No  monthly  fees.  No  strings.  You  pay 
for  the  minutes  you  use.  Period. 

Why  get  tied  up  with  a  conference  call  provider  that  doesn't  offer 
nearly  the  service  we  do?  Set  up  your  ReadyConference  account 
today  and  find  out  just  how  easy  on-demand  conferencing  can  be. 


§^jo 


PremiereConferencing 

877-667-0185 

www.readyconference.com 


©  2000  Pfemiere  Conferencing  ReadyConference  is  a  service  mark  in  the  United  Stales  for  Premiere  Conferencing  and/or  its  affiliotes 
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Batten  Down 
the  Hatches^ 


If  you  act  now,  a  downturn 
doesn't  have  to  mean  disaster 

IT  HAS  BEEN  16  YEARS  since  Katie  B.  Tyler 
struggled  with  her  first  economic  slowdown. 
But  she  remembers  it  like  yesterday.  "It  hit 
me  broadside,"  says  Tyler,  the  49-year-old 
owner  of  Tyler  II,  a  Charlotte  (N.C.)  inte- 
rior construction  company.  "Business  just 


stopped."  Panicking,  she  cut  her  salary 
in  half  and  drained  the  company's  cash 
reserves  to  scrape  by. 

So  with  the  outlook  for  2001  un- 
certain at  best,  Tyler  isn't  taking  any 
chances.  She  has  already  talked  to  her 
bank  about  doubling  the  24-employee 
company's  line  of  credit  to  $1  mil- 
lion, increased  her  business  develop- 
ment budget  by  50%,  and  promoted 
her  office  manager  to  client-relations 
manager  to  make  sure  current  cus- 
tomers remain  satisfied.  Plans  for  a 
new  $1  million  headquarters  could  be 
postponed.  "I  plan  to  stay  on  a  steady 
course  and  not  panic,"  says  Tyler. 

It's  getting  harder  to  keep  a  cool 
head,  though,  as  hardly  a  day  passes 
without  another  ominous  economic 
cloud  floating  by.  Jobless  claims  are 
edging  upward,  energy  prices  are  spik- 
ing, and  retail  sales  and  consumer  con- 
fidence are  down.  The  impact  on  small 
business  is  plain.  In  the  fourth-quarter 
Trendsetter  Barometer  survey  by  Price- 
waterhouseCoopers,  chief  executives 
of  high-growth  companies  said  they 
had  reduced  revenue  growth  targets 
for  2001  by  an  average  of  7%.  And 
the  December  survey  of  the  National 
Federation  of  Independent  Business 
found  that  only  14%  of  small-business 
owners  said  now  was  a  good  time  to 
expand,  the  lowest  number  in  more 
than  four  years  (chart,  page  F.10).  "The 
small-business  sector  is  clearly  slow- 
ing down,"  says  William  C  Dunkel- 
berg,  the  nfib's  chief  economist. 


Downturns  al- 
most always  hit 
entrepreneurs  first 
and  hardest,  econ- 
omists say.  With 
smaller  cash  reserves,  less  access  to 
credit  markets,  and  less  geographic  di- 
versity in  global  and  domestic  mar- 
kets, "small  businesses  have  much  low- 
er tolerance  to  weather  a  downturn," 
says  Wesley  W.  Basel,  senior  econo- 
mist for  Economy.com  Inc.,  a  West 
Chester  (Pa.)  economic  consultancy. 

For  William  J.  Carnegie,  ceo  of  Total 

Strengthen  your 

credit  line. 

Hire  a  collection 

agency.  If  you  must, 

let  the  staff 

reductions  begin 

Containment  of  New  York  Inc.,  a  spe- 
cialty contractor,  the  slowdown  is  al- 
ready six  months  old.  He  founded  To- 
tal Containment  in  1993  and  saw  sales 
grow  at  least  30%  a  year.  But  in  2000, 
revenues  plunged  some  40%  as  clients 
started  putting  contracts  on  hold  or 
missing  payments  altogether.  So  far, 
Carnegie  seems  to  be  making  the 
moves  experts  recommend.  He  hired  a 
collection  agency,  laid  off  two  of  his 
approximately  SO  employees,  doubled 


his  bank  credit  line  to  %  1  million,  and 
secured  $350,000  in  emergency  funds 
from  an  investment  banker.  Mean- 
while, he's  seeking  higher-margin  jobs 
and  organizing  his  work  better  to  re- 
duce downtime  at  construction  sites. 

Of  course,  those  gathering  clouds 
could  have  a  silver  lining.  For  some 
entrepreneurs,  a  slowdown  means  a 
chance  to  snap  up  talented  workers. 
Ilya  R.  Talman,  president  of  Roy  Tal- 
man  &  Associates  Inc.,  a  Chicago-based 
high-tech  recruiter,  expanded  his  re- 
cruiting staff  from  1 2  to  19  people  in 
the  fourth  quarter.  "We  have  seen  a 
dramatic  upturn  in  our  ability  to  hire 
in  the  last  few  months,"  says  Talman. 
A  downturn  also  could  present  oppor- 
tunities, especially  for  small  compa- 
nies, which  can  react  rapidly  to  new 
circumstances.  "You  can't  turn  around 
the  Queen  Mary  quickly,  but  you  can 
turn  around  a  kayak  very  fast,"  says 
David  L.  Birch,  an  economist  and  pres- 
ident of  Cognetics  Inc.,  a  Cambridge 
(Mass.)  research  firm. 

On  the  other  hand,  a  kayak  isn't 
much  use  if  it's  sinking.  That's  why 
entrepreneurs  need  to  take  a  long,  hard 
look  at  their  cash  flow,  operating  costs, 
and  overhead,  says  A.  Lynn  Daniel, 
president  of  Daniel  Group  Ltd.,  a  sir.iic 
vu    plan v   '  oiisnllinv    linn    in   <   li.u 
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Close  your  eyes.  Take  a  deep  breath. 

low  imagine  having  an  IT  department  that  works  24/7, 
and  saves  you  an  exorbitant  amount  of  money. 

(Hey,  smiling  isn't  part  of  the  exercise.) 
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CABLE  &  WIRELESS 

a-Services" 

delivering  the  Internet  promise. 


■  Enabled  by  Compaq 


jwered  by  MiCrOSOft 
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Is  this  the  IT  department  of  your  dreams,  or  what? 


Cable  &  Wireless  a-Services™  is  a 
revolutionary  IT  solution  that  brings 
together  the  leaders:  Cable  &  Wireless, 
Compaq,®  and  Microsoft? 

That's  why  we  can  rent  you  the  hard- 
ware, software,  network,  and  services 
you  need,  from  a  single  source.  All 
managed  and  supported  24/7.  All  for 
a  single,  per-user  monthly  fee.  Which 
means  you'll  have  everything  a  Fortune 
500  IT  department  has  to  offer  for  a 
fraction  of  the  cost. 


What's  more,  a-Services  gives  you 
the  ability  to  quickly  add  new  users 
and  new  equipment  as  your  business 
grows.  Oh,  and  don't  worry  about 
staffing  up.  We'll  give  you  the  support 
you  need,  whenever  you  need  it. 

And  downtime?  No.  Let's  focus  on 
uptime  —  virtually  all  the  time. That 
gives  you  the  security  of  knowing 
things  will  run  smoothly  while  you're 
taking  care  of  other  things.  Like 
business,  for  example. 


Call  Cable  &  Wireless  a-Services  at  1-888-302-3499,  ext.  I, 
for  a  business  assessment.  One  contract,  one  contact. 
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lotte,  N.C.  Perhaps  it's  time  to  lease 
or  rent,  rather  than  purchase,  new- 
equipment.  Instead  of  hiring  a  full- 
timer,  consider  temporary  workers, 
outsourcing,  or  a  strategic  alliance  with 
another  company.  And  don't  let  ac- 
counts receivable  languish. 

Entrepreneurs  also  should  secure  an 
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adequate  line  of  credit  before  an  emer- 
gency hits,  says  Mike  James,  corpo- 
rate executive  vice-president  at  Wells 
Fargo  &  Co.,  the  nation's  largest  small- 
business  lender.  "As  the  economy 
slows,  banks  tighten  up,"  he  says.  But 
beware  of  heavy  financing  costs,  con- 
sultants and  economists  say.  Such  ex- 
penses have  killed  many  high- growth 
companies.  Donald  J.  Mayer,  the  51- 
year-old  ceo  of  Small  Dog  Electronics 
in  Waitsfield,  Vt.,  a  13 -employee  In- 
ternet reseller  of  Apple  computers, 
learned  his  lesson.  He  lost  one  com- 
puter reselling  business  in  the  early 
1990s  because  he  expanded  too  fast 


and  couldn't  support  his  bloated  over- 
head with  falling  sales.  Now,  Mayer 
has  a  profitable,  self- financed  business 
that  had  been  growing  up  to  40%  a 
year  since  its  founding  six  years  ago. 
With  a  slowdown  likely,  he  plans  to 
lower  his  expectations  and  ride  it  out, 
rather  than  take  on  debt. 

Mayer  and  other  entre- 
preneurs also  plan  to  iden- 
tify new  market  niches, 
particularly  ones  that  are 
recession-proof  or  en- 
hanced by  a  recession. 
Matthew  M.  Zell,  president 
of  Prometheus  Technolo- 
gies Inc.,  says  his  Chicago- 
based  information  technol- 
ogy consultancy  is  moving 
into  IT  due  diligence  to 
capitalize  on  a  likely  in- 
crease in  mergers  during  a 
recession.  Indeed,  rather 
than  fearing  a  slowdown, 
a,,*;^*         Zell  is  looking  forward  to 

business  o 

it.  With  the  labor  market 
so  tight  for  so  long,  Zell,  34,  has  seen 
his  profit  margins  eaten  away  by 
steadily  rising  wages.  At  the  same 
time,  he  has  been  unable  to  disci- 
pline problem  employees  who  can 
find  a  new  job  in  a  matter  of  days. 
"What's  happened  has  been  pretty 
brutal,"  he  says.  "I  am  not  sure  a  re- 
cession would  be  tougher."  Perhaps. 
But  entrepreneurs  will  need  to  be  just 
as  disciplined  themselves. 

-JANIN   FRIEND 


r 


For  more  on  surviving  a 
downturn,  click  Online  Extras  at 
frontier.businessweek.com 


Net  Banks?  No  Thanks 

The  number  of  small  companies  that  use  In- 
ternet banking  has  jumped  nearly  81%  since 
1998,  according  to  a  study  by  PSI  Global.  But 
don't  declare  a  small-biz  banking  revolution  just 
yet.  The  survey  also  found  that  entrepreneurs 
use  the  Web  only  for  routine  tasks,  like  checking 
account  balances.  Complicated  transactions  are 
still  handled  in  person,  with  fewer  than  1%  ap- 
plying for  credit  or  loans  online.  Even  now,  it 
seems  there's  no  substitute  for  face  time. 


NUMBER  OF  COMPANIES 
USING  ONLINE  BANKING 
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Lawmaker-Entrepreneurs 

No  matter  how  you  count  it,  from  MBA- 
in-Chief  George  W.  Bush  on  down,  the 
nation  is  being  run  by  more  business 
owners.  In  the  newly  installed  House 
of  Representatives,  legislators  with  busi- 
ness backgrounds  outnumber  lawyers 
for  the  first  time  in  a  decade— 159  to 
158,  says  Erik  R.  Pages,  policy  director 
for  the  nonpartisan  National  Commis- 
sion on  Entrepreneurship.  The  National 
Federation  of  Independent  Business 
(NFIB)  counts  47  current  and  past  mem- 
bers in  the  new  House,  compared  with 
just  42  in  the  last  Congress.  Seven  of 
them  are  newly  elected. 

The  51  new  lawmakers  sworn  into 
the  107th  Congress  also  include  a 
number  of  bona  fide  entrepreneurs,  in- 
cluding a  construction-company  owner 
(Mike  Rogers,  R-Mich.);  an  energy  con- 
sultant (Jim  Matheson,  D-Utah);  a  fire- 
works magnate  (Felix  Grucci,  R-N.Y.); 
and  a  dot-com  millionaire  (Maria 
Cantwell,  D-Wash.).  "It's  a  good  sign," 
says  NFIB  spokesman  Ed  Frank  of 
these  entrepreneur-legislators.  "It 
translates  into  empathy  for  what  small- 
business  owners  are  challenged  with 
on  a  day-to-day  basis."  Like  raising 
money?  That's  a  struggle  politicians  al- 
ready know  all  about. 

-JILL  HAMBURG  COPLAN 

Small-Biz  Tax  Relief 

Entrepreneurs  can  scratch  at  least  one 
item  off  their  legislative  wish  list.  Last 
month,  on  the  final  day  of  the  106th  Con- 
gress, the  House  and  Senate  finally  re- 
pealed a  relatively  obscure  tax  law  that 
nonetheless  has  been  a  major  nuisance 
for  small-business  owners.  The  provision 
required  that  taxes  on  most  business 
sales  be  paid  up  front,  even  if  payments 
were  to  be  received  in  installments  over 
several  years.  President  Clinton  signed 
the  legislation  on  Dec.  28. 

The  law,  passed  in  late  '99,  killed  or 
stalled  thousands  of  business  sales  last 
year  because  few  entrepreneurs  have 
enough  cash  to  pay  a  big  tax  bill  all  at 
once.  Business  owners  can  now  return 
to  the  accrual  method,  in  which  capital- 
gains  taxes  are  paid  in  installments  as 
payments  are  received.  Let  the  deal- 
making  begin. 

-LARRY  KANTER 
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-  $1.5  million  in  land  and  equipment 


Are  the  capital  needs  of  your  business 
getting  in  the  way  of  your  retirement? 

It's  a  major  concern  for  more  and  more  business  owners:  How  can  I  save  for  my 


\  more  complete 
ipproach  to  wealth 
nanagement 


It's  a  major  concern  for  more  and  more  business  owners:  How  can  I  save  for  my 
retirement  when  most  of  my  wealth  is  tied  up  in  my  business?  At  Prudential,  we 
can  help  you  develop  strategies  for  making  the  most  of  your  available  capital. 
So  you  can  grow  your  retirement  savings  while  you  continue  to  grow  your  business. 


bday,  achieving  financial 
iecurity  is  a  two-sided 
flort:  growing  your 
ssets,  and  protecting 
i/hat  you've  built.  With 
lecades  of  experience 
i  both  asset  manage- 
nent  and  insurance, 
'rudential  is  creating 
ew  and  more  powerful 
/ays  to  grow  and 
rotect  wealth. 


A  sound  retirement  strategy  starts  with 
sound  advice.  Your  Prudential  professional 
will  provide  the  advice  you  need  to  put  a 
smart  strategy  in  place.  We'll  get  to  know  your 
business,  how  it  operates,  and  what  you  have 
planned  for  the  future.  And  we'll  work  with 
you  to  understand  your  personal  retirement 
goals,  your  investment  risk  tolerance,  and 
your  time  horizon. 

Retirement  planning  isn't  just  smart  thinking. 
It's  good  business.  Prudential  offers  an 
extensive  selection  of  tax-deferred  retirement 
savings  tools,  including  Roth  and  traditional 
IRAs  and  variable  annuities.  Plus  flexible,  tax- 
smart  retirement  programs  for  your  business, 
like  401(k)  and  Keogh  plans,  profit-sharing 
plans,  SEP  and  SIMPLE  IRAs  and  more. 


Tools  to  make  your  working  capital  work 
harder.  Prudential  has  cash  management 
solutions  to  help  business  owners  use  capital 
more  efficiently.  Optimize  cash  flow.  Ensure 
that  operating  funds  never  sit  idle.  And  enjoy 
the  convenience  of  check  writing,  automatic 
bill  payment,  easy  investment  tracking  and 
consolidated  bookkeeping. 

Learn  more  today.  For  more  smart  retirement 
solutions  for  business  owners,  call  today  to  find 
a  Prudential  professional 
near  you.  And  be  sure  to 
ask  for  our  new  guide, 
15  Smart  Solutions. 


1-800-THE-ROCK 

ext.8557  or  visit  us  at: 
prudential.com 


^KfLSlWions 


(m&  Prudential 


ities  products  and  services  ore  distributed  through  Prudential  Investment  Management  Services,  LLC  (PIMS),  Three  Gateway  Center,  Newark,  NJ  07102-4077   PIAAS  is  a  Prudential  compony 
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INSTANT 


A  retired  CEO  of  Hughes  Aircraft  takes  a  spin 
as  entrepreneur  with  electric-powered  scooters 


IT'S  NOT  OFTEN  YOU  ENCOUNTER  a 
resume  like  Malcolm  R.  Currie's.  A 
longtime  aerospace  industry  insider, 
he  served  as  a  top  Defense  Dept.  offi- 
cial in  the  1970s,  overseeing  the  de- 
velopment of  stealth  aircraft.  By  the 
late  1980s,  he  was  ceo  of  Hughes  Air- 
craft Co.,  responsible  for  85,000  em- 
ployees worldwide. 

And  today?  Currie,  73,  spends  his 
days  in  a  cramped  office  in  Van  Nuys, 
Calif.  He  is  finally  finding  the  answer 
to  a  question  that's  dogged  him  for 
years:  Does  he  have  what  it  takes  to 
build  his  own  company?  "You  always 
wonder,"  he  says.  Just  outside  his  of- 
fice at  Currie  Technologies  Inc.,  work- 
ers unload  containers  of  high-tech, 
electric-powered  mini-scooters,  which 
are  moving  as  fast  as  manufacturers  in 
Asia  can  build  them.  The  popularity 
of  Currie's  "Phat"-brand  scooters  has 
propelled  sales  from  $600,000  in  1999 
to  some  $10  million  in  2000,  giving 
the  17-person  startup  a  foothold  in 
the  electric  vehicle  marketplace. 

Currie  is  a  fervent  believer  that  the 
flays  of  fossil  fuels  are  numbered.  At 


Hughes,  he  oversaw  die 
development  of  General 
Motors  Corp.'s  electric 
car,  the  EV1.  In  1995, 
he  lost  a  chunk  of  his 
retirement  nest  egg 
when  his  first  venture, 
the  Electric  Bike  Co., 
failed. 

What's  different  this 
time?  Currie  points  to 
his  partner,  Richard  A. 
Mayer.  A  self-taught  en- 
gineer and  former  shop 
teacher,  Mayer,  50,  be- 
came a  minor  Holly- 
wood celebrity  by  build- 
ing electric  cars  for  stars 
such  as  Tom  Cruise. 
Currie  and  Mayer  devel- 
oped a  direct-drive  mo- 
tor that  bolts  to  the  back 
axle  of  any  bicycle,  pro- 
ducing enough  torque 
to  lug  riders  up  the 
steepest  hills.  They 
patented  the  technology  and  launched 
Currie  Technologies  Inc.  in  1997. 

The   system  is   "hard  to  beat   in 
terms  of  price  and  performance,"  says 
Ed  Benjamin,  a  partner  with  Cycle- 
Electric     International     Consulting 
Group  in  Fort  Myers,  Fla.  Ford  Motor 
Co.  thought  enough  of  the  technolo- 
gy to  partner  with  Currie  on  a  low- 
cost  electric  bike  for  the  Asian  market. 
But  for  now,  Currie  is  riding  the 
scooter  craze.  Since  July,  the  com- 
pany   has    sold    20,000 — priced 
from  $370  to  $599 — and  expects 
to  sell  100,000  more  in  2001.  The 
company  will  use  the  cash  to  mar- 
ket its  line  of  electric  bicycles  to 
aging  baby  boomers.  Does  Currie 
miss  the  perks  of  corporate  life? 
He    admits    the    transition    from 
Hughes    to    startup    was    like    going 
"from  a  battleship  to  a  rowboat."  But 
he's  happy  to  be  at  the  helm. 

-CHRISTOPHER  W00DARD 

■  J-"1.  For  more  profiles  of  leading 

I  entrepreneurs,  click  Online  Extras 
JL — J  at  frontier.businessweek.com 


Licking  the  Stamp  Hike 

Even  in  the  Cyber  Age,  no  entrepreneur 
can  live  without  snail  mail.  So  the  U.S. 
Postal  Service's  Jan.  7  rate  hike— aver- 
aging 4.6%— can  mean  big  headaches 
for  fans  of  direct  mail. 

CASE  IN  POINT 

Robert  M.  Acosta,  CEO  of  Ventera  Corp., 
a  McLean  (Va.)  e-business  consultant, 
has  long  been  a  fan  of  direct  mail.  So 
when  it  came  time  to  introduce  the  75- 
person  company's  new  logo— a  bulldog- 
last  October,  Acosta  sent  out  100  invita- 
tions to  an  open  house,  complete  with 
dog  leash.  The  whimsical  approach 
made  the  event  a  big  success,  and 
Acosta  began  planning  more  unusual 
direct-mail  pitches  for  2001.  But  be- 
cause of  the  jump  in  postal  rates,  he's 
rethinking  his  direct-mail  plans.  He  will 
rely  more  on  e-mail  while  investigating 
lighter,  less  expensive  materials  to  send. 
"We're  going  to  have  to  make  our  mail- 
ings smaller  and  more  focused  and  get 
a  little  more  creative,"  Acosta  says. 

RESOURCES 

For  a  list  of  new 
postage  rates,  check 
the  Postal  Service's 
Web  site  (www.usps. 
com/news/2001  rate.pdf), 
which  includes  tips  on  keep- 
ing costs  down,  such  as  doing 
the  sorting  and  weighing 
yourself.  For  more  ideas,  surf 
to  USPS'  Postal  Explorer  site 
(http://pe.usps.gov)  and 
check  out  Business  Mail 
101  for  details  about 
bulk,  nonprofit,  and  oth- 
er discounts.  If  you're 
not  sure  if  a  direct- 
mail  campaign  is  cost- 
efficient,  click  on 
uspsdirectmail.com  and 
use  the  site's  free 
"breakeven"  calculator.  Call  1-800-ask- 
usps,  a  24-hour  information  hotline.  The 
Direct  Mail  Assn.  (www.the-dma.org) 
provides  up-to-date  tricks  on  keeping 
costs  down.  Postalnews.com  offers  up- 
dates on  postal  regulations  and  a  chat 
room  of  direct  mailers. 

-ALISON  STEIN  WELLNER 


BUSINESS  Wt  I  K  FRONTIER 


I  I  BRUAR1  5     '""i 


COMPAQ     BUSINESS 


REALIZE  YOUR  AMBITIONS. 
JUST  TURN  IT  ON. 

Nothing  should  take  you  away  from  your  vision.  That's  why  Compaq 
developed  the  iPAQ™  Desktop.  The  PC  that  knows  it's  not  technology 
that  matters,  but  what  you  can  do  with  it.  It's  easy  to  set  up,  maintain, 
and  use.  And  even  comes  pre-installed  with  Microsoft®  Windows® 
2000  Professional  (up  to  30%  faster  than  Windows®  98),  so  it's  ready 
to  go  when  you  are.  Welcome  to  the  New  IT.  Inspiration  Technology 
"all  us  today.  And  move  forward  with  your  next  big  idea. 

COMPAQ 

Inspiration  Technology 


iPAQ  LEGACY-FREE  DESKTOP 


979 


tS 


>entium®/// 


To  buy  direct  or  for  your  nearest  reseller 
1-888-634-8857   directplus.compaq.com 


Price  includes  monitor 

Lease  for:  $28/month 

Quick  Access  Code:  59X126-15147 

Inter  Pentium®  III  processor  500MHz 

Microsoft®  Windows®  2000  Professional 

128MB/100MHZ  SDRAM 

8.4GB  SMART  II  Ultra  ATA  hard  drive' 

Integrated  Intel  3D  graphics  with  4MB  video  cache 

Integrated  AC  '97  audio  with  Premier.Sound™ 

Integrated  Intel  PR0/100+  NIC 

Compaq  S510  15"  (13.8"  viewable)  monitor 

Carbon  Internet  USB  Easy  Access  keyboard 

Carbon  2-button  USB  scroll  mouse 

Conf igure-to-order  options: 

24X  Max  CD-ROM  MultiBay™  drive3:  s75 
56K  USB  modem':  579 

Microsoft"  Windows"  2000  Professional 

•  Reliable  •  Internet  ready 

•  Easy  to  use  and  maintain 


ompaq  recommends  Microsoft®  Windows®  2000  Professional  for  business. 

I  prices  shown  ate  Compaq  prices;  reseller  and  retailer  prices  may  vary  Prices  shown  are  subjecl  lo  change  and  do  not  include  applicable  stale  and  local  sales  tax  or  shipping  to  recipient's  destination  ■Compaq  Financial  Services'  Financing  available  through  Compaq  Financial  Servces 
yporation  (CFSC)  to  qualified  commercial  customers  in  the  US  Financing  is  subiect  to  credit  approval  and  execution  ot  standard  CFSC  documentation.  Monthly  lease  payments  are  based  on  a  48  month  Fair  Market  Value  lease,  and  do  not  include  taxes  tees  or  shipping  charges  2%  Cash 
ick  or  90-Day  Payment  Deferral  —  customers  can  choose  to  deler  lease  payments  tor  90  days  from  invoice  to  be  lollowed  by  18,  24.  36.  or  48  payments;  or  cuslomers  can  enter  into  a  lease  with  a  standard  30-day  billing  cycle  and  receive  2%cashbackonthetotalvalueolthelea» 
Iter  lees  and  restnctions  may  apply  and  CFSC  reserves  the  right  to  change  or  cancel  this  program  at  any  time  withoul  notice  For  hard  drives.  G8=billion  bytes  '24X  Max  rates  vary  from  150  to  3600  KB/s  'ITU  V90  modems  are  designed  only  to  allow  raster  downloads  from  K56ftei-  or 
^compliant  digital  sources  Maximum  achievable  download  transmission  rates  are  currently  unknown,  may  not  reach  56  Kbps,  and  will  vary  with  line  conditions  ©2001  Compaq  Computer  Corporation  All  rights  reserved  Compaq  and  the  Compaq  logo  are  registered  trademarks  and 
«1,  MultiBay,  and  Premier-Sound  are  trademarks,  of  Compaq  Computer  Corporation  Inspiration  Technology  is  a  trademark  of  Compaq  Information  Technologies  Group,  LP.  in  the  U.S.  and  other  countries  Intel,  the  Intel  Inside  logo  and  Pentium  are  registered  trademarks  ot  mtef  Corporation 
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A  Real  Pain 


OSHA's  new  ergonomic  rules  for  employers  are 
the  toughest  yet.  Here's  how  to  get  ready  for  them 


WITH  THE  OCCUPATIONAL  Safety  & 
Health  Administration  phasing  in  a 
tough  new  set  of  ergonomics  regula- 
tions, entrepreneurs  may  want  to  brace 
for  some  aches  and  pains  of  their  own. 
Approved  in  the 


final  days  of  the  Clinton  Administra- 
tion, the  rules — the  most  stringent 
ever — go  into  effect  this  month,  and 
all  businesses,  except  those  in  the  con- 
struction, maritime,  or  agriculture  in- 
dustries, have  until  October  to  comply. 
Several  business  lobbies  are  suing  osha 
on  the  grounds  that  the  regulations 
are  unconstitutional.  But  you  should 
still  be  prepared  to  meet  the  October 
deadline,  says  Kim  Bosgraaf  of  the 
National  Federation  of  Indepen- 
dent Business. 

How  do  the  new  rules 

work?    First,    employers 

must   post   information 


Any  complaint- 
big  or  small- 
must  be  resolved 
within  90  days 


about    ergonomic 

injuries   and   their 

symptoms.         The 

tough   part   kicks    in 

once   a   complaint   is 

filed.  Say  an  employee 

complains   of  neck 

pains   that   last   for 

more    than   a   week. 

You'll  need  to  evaluate 

the  cause  of  the  injury, 

including  paying  for  a 

medical  exam  if  neces- 


sary. If  the  injury  was  indeed  caused 
by  working  conditions,  you'll  need  to 
correct  the  hazards  that  led  to  it.  If 
you  haven't  resolved  the  problem 
within  90  days,  you're  required  to 
fund  and  implement  an  entire  er- 
gonomics program.  That  means  exam- 
ining the  workplace  for  all  "risk  fac- 
tors" (osha  offers  a  screening  tool  on 
its  Web  site,  www.osha.gov)  and  rem- 
edying any  problems  within  90  days. 
Meanwhile,  if  an  injury  forces  an  em- 
ployee to  scale  back  his  job,  you'll 
have  to  continue  to  pay  full  salary  and 
benefits.  If  the  person  can  no  longer 
work  at  all,  employers  are  responsible 
for  90%  of  their  pay  and  benefits  for 
90  days.  That's  the  biggest — and  costli- 
est— change  from  previous  rules, 
which  generally  required  employers  to 
pay  two-thirds  of  salary 
and  benefits. 

At  the  very  least,  em- 
ployers should  evaluate 
their  workplace  with 
osha's  screening  tool, 
says  Rani  K.  Lueder, 
president  of  Humanics 
ErgoSystems  Inc.,  an  En- 
cino  (Calif.) -based  con- 
sulting firm.  If  you  find  a  problem, 
there  are  inexpensive  fixes,  ranging 
from  propping  up  a  monitor  on  a 
phone  book  or  providing  cheap 
footrests.  Sure,  it's  a  pain.  But  if  you 
don't  pay  attention  to  ergonomics  in 
your  own  way  now,  you'll  have  to  do 
it  osha's  way  later. 

-ALISON  STEIN  WELLNER 


For  tips  on  creating  a  safe 
workplace,  click  Online  Extras 
at  frontier.businessweek.com 


Smart  Answers 

Q:  What  kind  of  help  can  my  wife,  who 
is  half-Ecuadoran,  get  from  minority 
small-business  programs? 

— 6.C.,  Fairfield,  Vt. 

A:  As  a  Hispanic  woman,  your  wife 
could  be  eligible  for  any  number  of 
programs.  But  don't  expect  easy  money. 
Most  programs  have  tough  require- 
ments, forcing  applicants  to  demonstrate 
economic  disadvantage,  a  viable  busi- 
ness plan,  and  creditworthy  backers. 


The  Small  Business  Administration 
funds  the  8(a]  business  development 
program,  which  helps  disadvantaged  en- 
trepreneurs procure  government  con- 
tracts. To  qualify,  a  business  must  be 
51%  owned  and  operated  by  a  "socially 
and  economically"  challenged  individ- 
ual, a  category  that  includes  most  ethnic 
minorities.  But  be  warned:  The  process 
requires  a  daunting  amount  of  paper- 
work. The  SBA  also  runs  93  women's 
business  centers,  which  provide  tech- 
nical assistance.  Groups  such  as  the 


Latin  Business  Assn.  and  the  U.S.  His- 
panic Chamber  of  Commerce  offer  sim- 
ilar resources.  And  don't  forget  about 
private  lenders,  many  of  which  have  mi- 
nority loan  programs.  If  she's  persistent, 
your  wife  just  might  join  the  ranks  of 
another  minority  group:  well-trained  and 
amply  funded  entrepreneurs. 

-KAREN  E.  KLEIN 

Have  a  question  about  running  your 
small  company?  Send  an  e-mail  mes- 
sage to  frontier@businessweek.com 
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sdEx.  See  FedEx  Service  Guide  lor  terms  of  carriage  and  locations  served. 


FedEx  Home  Delivery  helps  you  give  your  customers  what  they've  been  asking  for.  FedEx  Home 
Delivery  is  a  deferred,  customer-friendly  alternative  dedicated  to  moving  packages  from  your  business  to  homes.  We  deliver 
from  9  a.m.  to  8  p.m.,  even  on  Saturdays!  We  also  provide  flexibility  and  security  with  premium  services  like  evening,  date 
certain  and  appointment  delivery.  All  this  at  affordable  rates  and  backed  by  the  only  money-back 

guarantee  in  the  business.  So,  to  renovate  your  shipping 
network  visit  us  at  f edex. Cum  or  call  1  -800-Go-FedEx. 


Home  Delivery 


BUSINESSWEEK 


Information,  Please 


An  SBA  phone  bank  can  help  you  find  what  you 
need  to  know  about  starting  or  running  a  business 


ROSE  STANCIL  NEVER  ran  her  own 
business.  She  has  no  experience 
making  a  payroll,  finding  funding, 
or  hiring  workers.  Yet  each  week 
hundreds  of  small-business  owners  3 
turn  to  this  60-year-old  grand- 
mother of  four  for  advice. 

Why  Stancil?  She's  one  of  10 
operators  at  the  Small  Business  Ad- 
ministration's Answer  Desk,  a 
one-stop  information  shop  for 
confused  entrepreneurs  looking 
for  help  in  getting  their  dreams 
off  the  ground.  Last  year,  the 
Charlotte  (N.C.)  call  center  re- 
ceived about  250,000  such  in- 
quiries. Stancil  figures  she  takes  as 
many  as  150  calls  in  an  eight 
hour  day. 

Her  phone  chirps  to  life 
and  Stancil,  crowded  into  a 
cubicle  and  speaking  into  a 
headset,  picks  it  up  on  the 
first  ring.  It's  a  caller  from 
Jacksonville,  Fla.  He  has  a 
great  idea  for  a  high 
school  military  academy, 
but  doesn't  know  where 
to  begin.  What,  he  asks, 
does  he  need  to  include 
in  a  business  plan?  Flip- 
ping through  her  desk 
guide,  Stancil  directs  him 
to  an  upcoming  seminar 
in  the  Jacksonville  area  and 
takes  his  mailing  address  to 
send  him  an  information  packet.  "Most 
calls  are  as  easy  as  that,"  says  Stancil, 
who  joined  the  sba  in  1996  after  a 
lengthy  stint  as  a  management  assistant 
for  a  Defense  Dept.  logistics  office. 

Harvard  Business  School  it's  not. 
Answer-desk  operators  have  little  ex- 
perience beyond  what  they've  learned 
in  sba  training  sessions.  Most  of  the 
callers  are  similarly  lacking  in  business 
savvy.  Among  the  most  frequently 
asked  questions:  "How  do  I  get  started 
in  business?"  and  "What  kind  of  col- 
lateral do  I  need  for  a  small- business 
loan?"  Operators  do  not  attempt  to 
answer  questions  themselves,  instead 
directing  callers  to  appropriate  sba  re- 
sources. And  that's  as  it  should  be, 


says  sba  District  Director  Lee  Corneli- 
son.  The  answer  desk,  he  says,  is  "a  re- 
source for  someone  looking  to  explore 
that  big  world  of  entrepreneur  ship." 

People  seem  to  be  in  an  exploring 
mood.  When  the  answer  desk  opened 
in  1982,  it  averaged  about  3,000 
queries  a  month.  Now  it  gets  seven 
times  that.  When  they're  not  on  the 
phone,  operators  are  busy  responding 
to  thousands  more  snail-mail  and  e- 
mail  questions. 

The  sba  doesn't  keep  statistics,  but 
officials  insist  that  some  of  those  who 
have  dialed  1-800-U-ASK-SBA  have 
gone  on  to  start  businesses.  Others  end 
up  getting  valuable  advice.  Last  fall, 

Laurie  Bafr,  marketing  manager  for 
The  Arlington  Group,  a  26-person 

software  developer  in  McLean,  Va., 
Kjfe-mailed  the  sba  asking  if  the  compa- 
ny met  the  criteria  to  be  listed  as  a 
government  contractor.  An  hour  later, 
she  had  her  answer.  The  company  is 
now  on  a  list  of  contractors.  "We  get 
potential  leads  all  the  time,"  Bair  says. 

Such  service  is  the  rule  rather  than 
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the  exception,  says  answer  desk  su- 
pervisor CaSandra  Smith-Gatlin,  who 
claims  the  call  center  has  received  just 
two  complaints  in  the  past  18  months. 
Operators  answer  within  two  rings, 
and  information  can  be  received  in 
four  different  languages.  As  for  the  av- 
erage hold  time:  less  than  eight  sec- 
onds. If  nothing  else,  the  would-be 
entrepreneurs  get  a  lesson  in  customer 
service.  — W.  THOMAS  SMITH  JR. 


Guide  for 
the  Perplexed 

Every  day,  thousands  of  entrepreneurs 
call  advisers  like  Rose  Stancil  at  the  SBA 
hotline.  Here's  what  they  want  to  know: 


D 


For  more  information  on  SBA 
programs,  click  Online  Extras  at 
frontier.businessweek.com 
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How  do  I  get  a 
small-business  loan? 


How  do  I  get  a 
small-business  grant? 

How  do  I  get  started 
in  business? 

How  do  I  get  a 
business  license? 

How  do  I  get  a  tax 
identification  number? 

How  do  I  write  a 
business  plan? 

What  type  of  collateral 
do  I  need  for  a  loan? 

Is  there  any  business 
assistance  available 
in  my  area? 

What  classifies  a 
business  as  "small"? 

How  can  I  get  my 
business  certified 
as  woman-  or 
minority-owned? 
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Original  ceilings. 
Original  moldings. 
Original  wiring? 


Simpler  Networking,  anyone? 


' 
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3Com 


Simple  sets  you  free. 


3Com  Wireless  Networking 

Found  a  great,  classic  space  that's  off-limits  to  technology?  It's  a  perfect  time  to 
discover  3Com's  whole  new  line  of  wireless  network  products.  A  new  approach 
to  how  any  business  can  instantly  create  a  fast-moving  network  out  of  thin  air. 
And  exploit  the  Internet  to  its  fullest.  (And  bring  the  18th  century  to  the  21  st.) 
Just  talk  to  your  3Com  reseller  or  click  3Com.com.  Home.  Office.  Beyond. 
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Surf  Patrol 


How  should  you  police  employees  goofing  off 
on  the  Net?  Very  carefully 


AANJUIH 


WONDERING  IF  YOUR  EMPLOYEES 
are  as  busy  as  they  claim?  Or  if  your 
pricey  high-speed  Net  access  is  being 
used  mostly  to  download  MP3  files? 
About  21%  of  small  companies  have 
decided  to  stop  wondering  and  start 
snooping:  They've  installed  software 
that  tracks  what  employees  are  doing 
on  the  Net,  says  researcher  Interna- 
tional Data  Corp.  An  additional  35%  of 
small  companies  plan  to  begin  moni- 
toring within  two  years. 


Chris  Christiansen,  an  analyst  with  nx. 
Still,  there  are  good  reasons  to  keep 
an  eye  on  things.  When  it  comes  to 
Internet  use,  even  staunch  privacy  ad- 
vocates admit  judicious  monitoring 
can  help  maintain  productivity  and 
preserve  bandwidth  for  business-re- 
lated use.  (Fear  of  sexual-harassment 
suits — a  common  motive  for  moni- 


The 

software  is 
out  there  for  you 
to  monitor  just 
about  anything 


Technically,  it's  pretty  simple  stuff. 
But  as  a  management  matter,  this  busi- 
ness of  peeking  over  employees'  shoul- 
ders is  a  lot  more  complicated,  raising 
the  issues  of  workers'  privacy  and 
morale  and  forcing  entrepreneurs  to 
address  the  larger  question  of  just  what 
kind  of  workplace  they  want  to  create. 
"Considering  how  hard  it  is  to  find 
and  keep  employees,  this  is  something 
that  has  to  be  treated  carefully,"  says 


toring- 
overblown  concern, 
legal  experts  say.)  "Most  employers 
who  monitor  Internet  use  do  so  for 
legitimate  business  reasons,"  says 
Lewis  Maltby,  president  of  the  Na- 
tional Workrights  Institute,  a  non- 
profit research  and  advocacy  organi- 
zation. "I  can  see  the  point." 

Not  so  with  the  creepier  forms  of 
snooping.  It  may  be  fine  for  brokerages 
to  scan  e-mail  for  words  or  phrases  in 
pursuit  of  securities  law  violations,  but 
Maltby  argues  such  intrusion  is  un- 
warranted for  most  industries.  And,  he 


The  Check  Is  in  the  E-Mail 

For  small  companies,  cash  flow  is 
king— especially  in  tougher  economic 
times.  So  Intuits  timing  couldn't  have 
been  better  for  the  innovative  new  online 
bill-payment  service  that's  part  Quick- 
Books  Pro  2001.  It  might  actually  get 
money  into  your  pocket  faster.  From 
within  the  $249  accounting  program, 
you  can  e-mail  or  fax  invoices  to  cus- 
tomers and  let  them  pay  through  a 
QuickBooks  Web  site,  either  by  using 
their  credit  cards  or  through  electronic 
transfers.  Better  yet,  your  e-mail  in- 
voices offer  hot  links  that  customers 
can  simply  click  to  be  taken  directly  to 
the  bill-payment  site  on  the  Web 
www.quickbooks.com).  The  fee  varies 
with  the  transaction's  size. 

Besides  these  new  features, 
QuickBooks    2001    offers    some 
interesting  enhancements.  You 
can  assign  20  different  price  lev- 
els   to    products    and    services, 
for  volume  purchases,  say;  and, 
if  you    create   a    simple   Web   site 
through  QuickBooks,  you  can  add  in- 
teractive forms. 

Cutting  the  Credit-Card  Cord 

If  you  don't  have  a  phone  line,  you  can't 
easily  take  a  credit  card— unless  you  re 
not  worried  about  verification.  That's  a 
major  inconvenience  for  businesses  that 
provide  limousine  or  home  maintenance 
services,  say,  or  sell  from  kiosks  at  out- 
door markets.  Now,  U.S.  Wireless  Data 
has  come  up  with  new  technology  that 
lets  credit-card  processing  companies 
work  through  wireless  communications 
providers.  The  company  has  inked 
agreements  with  major  electronic  pay- 
ment providers  such  as  Lynk  Systems, 
First  Data  Merchant  Services,  and  oth- 
ers, who  sell  the  hardware  and  soft- 
ware that's  needed  for  wireless  verifica- 
tion. Wireless  processing  is  not  just 
convenient.  The  company  says  a  wireless 
transaction  is  faster,  taking  less  than 
five  seconds,  vs.  12  to  20  for  a  dial-up 
transaction.  An  additional  benefit  is  that 
businesses  using  wireless  services  can 
readily  change  locations  without  having 
to  worry  about  phone  jacks  or  waiting 
for  phones  to  be  installed. 

-WAYNE  KAWAMOTO 
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THE  NEW  LINE 
TO  THE  POST  OFFICE. 


When  it  tomes  to  your  mail, 
"online"  beats  "in  line"  every  time. 

Business  has  never  moved  at  a  faster  pace.  So 

you've  streamlined  your  business  plan.  Added 

the  latest  computers.  Now,  it's 

time  to  rethink  the  mail. 

And  recover  more  valuable 

time.  Time  better  spent 

going  after  new  business.  Or 

maybe  cutting  your  day  down 

to  a  mere  nine  or  ten  hours. 

Everything  you  need 
extept  the  Postmaster 
General's  portrait. 

Simply  Postage  lets  you  avoid  post 
office  trips  because  it  gives  you  your 
very  own  compact,  integrated  scale 
and  postage  meter.  One  that  plugs 
right  into  your  computer.  With  a  few 
simple  keyboard  commands,  you  can 
automatically  calculate  exact  postage  for 
First-Class*,  Priority  Mail*,  Express  Mail* 
and  international  mail.  Before  you  know  it, 
you're  downloading  and  printing  your  own 
postage  in  no  time.  Anytime.  Simply  Postage  will 
even  let  you  print  postage  when  the  computer's  off. 


Approved  by  the  U.S.  Postal  Service 


UNITED  STATFS 
POSTAL  SERVICE  cf 

Approved  licensed  vendor 


Even  without  the  $25  free  postage  to 
offset  your  startup  tost,  you'd  still  save. 

Time  is  money.  And  the  more  time  you  spend  in  post 
offices,  the  less  you  spend  earning  profits.  And  that's  a 
shame.  Because  for  just  $49.95,  you  can  receive  the  Simply 
Postage  software,  an  integrated  scale  and  meter,  a  user's 
guide,  plus,  as  an  added  incentive,  $25  postage 
absolutely  free  of  charge.  Simply  print 
as  much  postage  as  you  need  each 
month  for  the  low  price  of  just 
$14.95,  plus  the  actual  postage  you 
use.  Try  finding  a  phone  or  cable  bill 
these  days  that's  only  $14.95  a 
month.  Or  anything  else  at  that  price 
as  good  as  your  very  own  post  office, 
open  24/7,  that  could  pay  for  itself  in 
J^^       just  the  first  day! 

i    Simply  Postage. 
Now  there's  a  little 
post  offUe  in  every  offUe. 


ORDER  ONLINE  AT: 
www.simplypostage.tom 
or  tall  toll  free  1877-499-3738 
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simply  postage 
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says,  there's  no  place  for  software  that 
keeps  track  of  employees'  individual 
keystrokes — allowing  supervisors  to 
read  an  e-mail,  say,  that  was  composed 
in  anger  but  never  sent. 

Even  if  you're  just  monitoring  In- 
ternet use,  what's  legitimate  depends 
on  your  business  and  your  employees. 
So  figure  out  how  much  personal  In- 


If  your  employees  are 
working  killer  hours, 
turn  a  blind  eye  on 
personal  surfing 


ternet  use  is  appropri- 
ate  at   your  company, 
then  how  you  should 
enforce  your  policy.  Do 
you    need    monitoring 
software    or   would   you 
rather  just  lay  out  the  policy 
and  trust  your  employees  to  fol- 
low it? 

Even  if  you  don't  trust  them,  be 
open.  Cubellis  Associates  Inc.,  a  7  5- 
employee  architectural  firm  based  in 
Boston,  has  every  employee  sign  an 
Internet-use-policy  form,  which  makes 
clear  that  the  firm  tracks  where  they 
go  online.  Cubellis'  policy  on  Web  use 
is  extremely  simple — no  personal  surf- 
ing allowed.  Technology  Manager 
Michael  Andrea  says  he  hasn't  detected 
any  Web  abuse  and  the  restrictions 
have  not  been  an  issue. 

For  most  companies,  a  more  liberal 
policy  works  better,  analysts  and  ven- 
dors say.  "You  may  decide  that  having 
employees  do  some  shopping  online  is 


more  productive  than  taking  long 
lunches  to  do  it  in  person,"  says  Chuck 
Egress,  senior  product  manager  for 
Symantec's  I-Gear  monitoring  software, 
if  your  employees  work  killer  hours, 
you'll  want  to  be  pretty  lenient. 
(Cubellis  employees  work  from  8:30 
to  5:30.) 

If  you  do  use  software,  tread  lightly. 
Simply  determining  the  total  amount 
of  time  your  employees  spend  online 
will  help  you  decide  if  you  need  to 
track  Web  use  more  closely.  If  you 
want  additional  detail,  you  can  gener- 
ate companywide  reports  showing 
the  amount  of  time  or  band- 
width spent  in  categories 
like  news  or  shopping. 
Or  you  can  sort  data  by 
department  or  by  indi- 
vidual employee.  Much 
of  this  information  is 
already   in    the    traffic 
logs  generated  by  your 
web   server,   but   culling 
the  logs  by  hand  is  tedious 
and  time-consuming. 
If  you  find  reason  for  concern,  start 
by  blocking  categories  of  sites,  such 
as  pornography,  gambling,  or  even 
job-hunting  ones.  Or  you  can  block 
certain  file  types,  such  as  MP3s,  at  least 
during  peak  times. 

You  can  also  send  warning  mes- 
sages to  users  who  visit  nonwork  sites 
without  blocking  the  site  entirely.  If 
you  were  to  "soft  filter"  gambling 
sites,  your  employees  could  still  visit 
them — say,  to  book  a  hotel  for  a  con- 
vention in  Las  Vegas.  But  before  the 
site  comes  up  on  the  screen,  employ- 
ees would  have  to  click  on  a  message 
saying  they  understand  that  visiting 
the  site  is  against  the  company  policy. 


You'll  get  an  e-mail  the  moment  they 
agree. 

While  software  makers  trumpet  the 
flexibility  of  their  products,  some  en- 
trepreneurs will  still  find  the  software  a 
blunt  instrument.  For  instance,  you 
can  allow  access  to  certain  sites  only 
during  certain  hours,  but  you  can't 
tell  the  software  to  allocate  each  em- 
ployee a  specific  amount  of  nonwork 
surfing  time  each  day.  And  you  can't 
give  a  tech  person  the  ability  to  look  at 
top-level-employee  information  while 
reserving  more  detailed  stats  for  your- 
self or  a  human-resources  manager. 

Whatever  you  decide  to  do,  make 
sure  to  explain  any  monitoring,  and 
the  necessity  for  it,  to  your  employees. 
While  only  Connecticut  requires  it,  the 
disclosure  offers  some  extra  legal  cov- 
er. And  if  you  do  find  too  much  non- 
work-related  Internet  use,  don't  crack 
down  too  severely.  "If  there's  a  little 
abuse,  treat  it  the  same  way  you 
would  if  people  were  taking  too  much 
time  at  lunch,"  says  Bill  Gassman,  a 
Gartner  Group  Inc.  analyst. 

Making  people  think  they're  being 
watched  is  often  as  effective  as  actual- 
ly watching  them,  and  it's  certainly 
cheaper.  Hence,  Gassman's  favorite 
productivity  enhancer:  Make  a  nice  pie 
chart.  Label  one  slice  "work-related  In- 
ternet use"  and  the  other  "nonwork-re- 
lated  Internet  use."  Post  the  chart 
where  employees  are  sure  to  see  it.  If 
you  did  have  an  Internet-usage  prob- 
lem, chances  are  that  little  pie  will 
slice  your  lost  productivity  nicely. 

-KIMBERLY  WEISUL 
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j  To  learn  more  about  monitoring 
policies,  click  Online  Extras  at 
frontier.businessweek.com 


Big  Brothers  for  Small  Companies 

A  sampling  of  software  that  monitors  computer  use.  The  key 

FILTER  INCOMING 
SOFTWARE                           PRICE                                                  FILES  BY  TYPE 

is  choosing  one 

FILTER  OPTIONS 

to  match  your  Internet  use  policy. 

COMMENTS 

INSIGHT  BY  TRISYS 

$100  per  user  for  client- 
server  version;  $20  per  user 
per  month  for  hosted  version 

No 

None 

Monitors  all  computer  use,  from  word 
processing  to  surfing,  but  doesn't  block 

SMARTFILTER  BY 
SECURE  COMPUTING 

$25  per  user  per  year 

Yes 

Block/warn/ 
delay 

"Delay"  feature  slows  down  nonwork  sites 

SUPERSCOUT  BY 
SURFCONTROL 

$1,200  for  50  users 

Yes 

Block 

Designed  not  to  clog  big  networks 

WEB  INSPECTOR 
BY  ELRON 

$895  for  25  users 
$1,295  for  50  users 

No 

Block 

Needs  its  own  server  or  workstation.  Can  send 
warning  notices  to  a  manager  rather  than  IT 

WEBSENSE 

$15  per  user  per  year 

Yes 

Block/warn 

Can  block  banner  ads 
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americanexpress.com 


Electronics 


Office  Supplies 


Internet  Marketplace 


Corporate  Gifts 


Trauel 


Business  Seruices 


Shipping 


see  more  ► 




Big  values  for  Small  Business. 
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WHY  THE 
WEB  STILL 
WORKS 

Don't  be  fooled  by  dot-bombs.  Here's  how  small 
companies  are  winning  customers  online. 


by  Ellen  Neuborne    if  you're  looking  for  an  excuse  to 

retreat  from  your  Web  strategy  or  steer  clear  of  the  Net  entirely,  you 
don't  have  to  look  very  hard.  "Dot-bomb"  has  replaced  "dot-com"  as 
the  latest  buzzword.  Struggling  eToys  Inc.  is  running  out  of  cash;  Gar- 
den.com  Inc.  is  buried;  and  the  Pets.com  Inc.  sock  puppet  has  re- 
treated to  the  laundry  basket.  And  if  the  industry's  woes  aren't 
enough  reason  for  caution,  you  can  always  blame  your  reluctance  on 
fears  about  Net  security  and  high  costs — two  of  the  main  reasons  en- 
trepreneurs cite  for  not  having  a  Web  site. 

Those  who  do  have  sites  aren't  always  so  thrilled  with  the  results, 
either.  About  a  third  of  the  647  small  businesses  surveyed  by  Dun  & 
Bradstreet  Corp.  last  year  said  they  had  their  own  Web  site,  but 
more  than  half  said  the  Web  has  had  "no  measurable  impact"  on 
their  business.  There  were  even  signs  of  a  small-business  retreat 
from  the  Web:  D&B  says  the  number  of  small  businesses  that  adver- 
tised on  the  Web  fell  10%  last  year,  and  Verizon  Information  Services 
found  the  growth  of  new  Web  sites  by  small  companies  is  slowing. 

But  before  you  dismiss  the  Internet,  consider  this:  Far  from  the 
public  spotlight  and  way  off  investors'  radar  screens,  the  Web  is  still 
quiedy  working  for  many  small  businesses.  Perhaps  not  as  dramatically 
as  they  expected — but  working.  "The  Internet  didn't  turn  your  dress 
shop  into  Nordstrom's,"  concedes  Pat  Marshall,  group  vice-presi- 
dent for  marketing  at  Verizon.  "But  the  truth  is,  for  small  businesses 
using  it  as  a  tool  rather  than  a  transformer,  it  works." 

In  the  following  pages,  frontier  profiles  four  profitable  small  com- 
panies that  have  figured  out  how  to  make  the  most  of  the  Web. 
They've  learned  it's  not  a  magic  bullet,  and  it  won't  help  sell  a 
lousy  product  or  service.  But  when  used  right,  it  can  give  you  an 
edge  over  your  bigger,  better-financed  rivals.  The  key  to  their  success? 
Here's  a  hint:  You  won't  find  any  multimillion-dollar  Web  designs, 


'We  took  an  in- 
timate, personal 
retailer  and 
made  it  work 
across  four 
time  zones." 


MARK  MONACO, 

PARTNER 

DiBruno  Bros. 

BUSINESS:  Gourmet  food 

retailer,  Philadelphia 

URL:  www.dibruno.com 

ONLINE  SINCE:  1996 

%  REVENUES  FROM  WEB:  13% 

COSTS:  $250  initial, 
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"The  Internet 
is  going  to 
be  part  of 
everyday 
business. 
We  must 
educate  clients." 


HELEN  WELLS, 

PRESIDENT 

Helen  Wells  Agency 

BUSINESS:  Talent  agency, 

Indianapolis 

URL:  helenwellsagency.com 

ONLINE  SINCE:  2000 

%  SALES  ONLINE: 

Not  Applicable 

WEB  COSTS:  $20,000  initial, 

$200-$400  monthly 


bloated  staffs,  or  flashy  ad  campaigns  among  this 
crew.  It  turns  out  that  old-fashioned  customer  serv- 
ice is  the  cornerstone  of  their  Web  strategies.  The 
principle  holds  whether  the  goal  is  to  create  a  new 
revenue  stream,  as  DiBruno  Bros.,  the  gourmet 
food  shop,  has  done,  or  to  give  clients  access  to  in- 
formation quickly  and  efficiently,  as  in  the  case  of 
Helen  Wells's  talent  agency.  Rather  than  going  for 
technological  overkill,  these  entrepreneurs  are  fo- 
cusing on  how  to  make  their  sites  more  functional 
and  personal.  Their  Web  sites  aren't  viewed  as  a 
trendy  accessory  but  as  an  integral  part  of  their 
business  plan. 

You  might  argue  that  being  small  hasn't  deterred 
these  businesses  from  succeeding  online.  In  fact,  it 
may  have  helped.  While  the  dot-bombs  chomped 
through  their  venture-capital  funds  like  termites 
through  wood,  these  companies  have  learned  to 
do  more  with  less. 

KEEP  IT  PERSONAL 

In  six  decades  of  doing  business,  DiBruno 
Bros.,  a  Philadelphia  cheese  shop  started 
by  cousins  Joe  and  Danny  DiBruno,  has 
never  deviated  from  its  basic  recipe:  sell 
high-quality  products  and  offer  plenty  of 
personal  service.  Thai  formula  holds  true  today  for 
the  new  generation  of  owners,  the  founders'  grand- 
sons William  and  Emilio  Magnucdo,  and  their  col- 
lege buddy  Mark  Monaco.  They've  taken  sales  from 
just  $700,000  in  1993  to  about  $8  million  lasl 
year,  and  there  are  now  3  5  employees. 

But  how  can  you  maintain  that  personal  touch 
when    13%  of  those  sales  are  made  in  cyberspace 


and  your  customers  never  get  to  shake  your  hand, 
much  less  taste  or  smell  the  cheese?  For  Monaco, 
who  runs  the  Web  site,  it  starts  with  the  design  and 
content.  It's  no  accident  that  the  site's  background 
design  resembles  an  old-fashioned  hardwood  floor, 
just  like  the  one  in  the  original  shop  in  the  old  Ital- 
ian section  of  Philadelphia.  Detailed  text  often  gives 
cooking  or  tasting  suggestions,  or  shares  news 
about  how  customers  are  responding  to  a  new 
product  in  the  Philadelphia  store.  "Food  enthusiasts 
are  a  passionate  group,"  Monaco  says.  "You  can't 
just  tell  them  about  the  cheese.  You  have  to  show 
them  you  love  it,  too." 

There's  also  a  personalization  option — "Become  a 
DiBruno" — which  allows  shoppers  to  set  up  a  cus- 
tomized page  and  receive  personal  recommenda- 
tions and  gift  services  from  DiBruno.  "I  thought 
that  was  nicer  than  just  MyDibruno,  or  whatev- 
er," says  Monaco.  "Like  you're  joining  a  family." 

DiBruno's  original  site  was  a  bare-bones  affair,  set 
up  six  years  ago  for  a  mere  $250  courtesy  of  a  lo- 
cal isp  as  a  promotional  gimmick.  Since  then,  Mona- 
co, the  tech  brains  of  the  operation,  has  installed 
features  like  a  shopping  cart  and  pop-up  windows 
displaying  detailed  information  about  products.  The 
site  cost  DiBruno  about  $4,000  a  month  to  main- 
tain last  year,  including  salaries,  because  of  a  series 
of  upgrades.  (Expecting  fewer  technical  improve- 
ments next  year,  Monaco  projects  monthly  costs 
should  decline  by  half.) 

DiBruno's  Web  site  has  helped  win  loyal  CUS 
tomers  all  over  the  world.  Lasl  year,  through  ad- 
vertising DiBruno's  site  in  upscale  food  magazines, 
Web  sales  grew  to   50%  of  nonstore  sales,  Tom 
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Lannen,  a  lawyer  who  has  lived  in  Guam  for  the 
past  20  years,  first  stumbled  upon  DiBruno  online 
four  years  ago  when  he  was  looking  for  Nunez 
de  Prado  olive  oil.  "Every  order  is  processed  with  a 
thought  towards  servicing  the  customer,"  he  says. 
Often,  Lannen  orders  both  perishable  and  shelf- 
stable  products  at  the  same  time,  and  DiBruno 's 
staff  sends  him  an  e-mail  detailing  various  shipping 
options  for  different  items  and  their  costs.  "It's  a 
level  of  service  that  is  difficult  to  get  online,"  says 
Lannen.  "Or  offline  for  that  matter." 

Frank  Definio  Sr.,  another  repeat  customer,  often 
buys  gifts  from  DiBruno  for  suppliers  and  clients  of 
his  marketing  company  Tukaiz  Communications  in 
Chicago.  Monaco  or  another  staffer  often  answers  his 
e-mails  personally.  "Mark  will  be  there  for  me  to 
take  care  of  whatever  I  need,"  he  says.  The  bottom 
line:  DiBruno  may  be  small,  but  it  treats  every  cus- 
tomer like  a  big  cheese. 

SAVE  CLIENTS  TIME  AND  HONEY 

You  might  say  that 
Helen  Wells  has  a 
model  Web  strate- 
gy. Wells,  owner  of 
a  $2  million,  five- 


to  make  her  clients'  lives  easier  and  save  Wells 
some  money  in  the  process. 

This  21 -year-old  company  does  a  steady  busi- 
ness placing  local  actors  and  models  for  print  ads, 
television  commercials,  and  training  films.  Say  you're 
a  photographer  looking  for  a  blonde  female  for  a 
shoot.  Plug  in  the  vitals,  and  the  database  spits  out  a 
list  of  candidates.  Click  on  an  individual's  picture, 
and  you'll  bring  up  more  detailed  information,  such 
as  height,  shoe  and  dress  size,  and  experience. 

Including  the  purchase  of  four  new  computers 
and  a  high-speed  Internet  connection,  Wells  spent 
about  $20,000  on  the  site.  While  she  still  can't 
quantify  the  site's  contribution  to  the  bottom  line, 
she  does  know  that  it's  winning  fans.  Michelle 
Gilbert,  studio  manager  at  Tod  Martens  Photogra- 
phy, an  Indianapolis-based  commercial  studio,  often 
consults  the  Wells  database  to  preselect  potential 
models  and  then  directs  her  own  clients — mostly 
corporations  producing  annual  reports — to  view 
her  picks  online.  That  saves  Gilbert  the  trouble  of 
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employee  talent  agency  in  In- 
dianapolis, uses  her  slick,  styl- 
ish Web  site  to  provide  a 
detailed  searchable  database 
of  her  agency's  500  actors 
and  models.  Its  main  goals: 


The  reason  we 
are  stealing 
business  from 
our  rivals  isn't 
price.  It's  that 
we  give  fast 
delivery  and 
great  service." 


SEAN  LUNDGREN, 

CO-OWNER 

Snootcli  Enterprises  Inc. 

BUSINESS:  Video,  CD,  and 
DVD  retailer,  Los  Angeles 
URL:  www.sneetch.com 
ONLINE  SINCE:  2000 
%  SALES  ONLINE:  100% 
WEB  COSTS:  $5,000  initial, 
plus  percentage  of  sales  to 
Yahoo  Stores 
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sending  around  the  heavy  photo 
book.  While  Wells's  bigger  rivals 
in  Chicago  all  have  Web  sites, 
Gilbert  says  they  don't  have  their 
entire  roster  of  models  posted  on- 
line. With  Wells,  "I  know  what 
they've  got,  I  know  I  can  access  it 
when  I  need  it,"  she  says. 

The  site  caters  to  the  agency's 
actors  and  models  as  well.  Besides 
giving  them  more  exposure,  the 
site  lets  them  check  schedules  for 
open  casting  calls,  classes,  and  oth- 
er events  on  the  agency's  online 
calendar.  Soon,  Wells  will  be  installing  software  that 
will  allow  her  clients  to  view  the  audition  tapes  of 
her  actors  and  models  in  streaming  video.  In  time, 
Wells  hopes  to  wean  all  her  clients  off  her  pricey 
print  photo  book,  which  costs  her  $40,000  a  year  to 
publish.  So  far,  it's  slow  going.  "Some  of  them  pan- 
ic," she  says.  "They  still  want  the  book.  I'm  educat- 
ing them.  Time  was  when  they  didn't  want  to  use 
the  fax  machine,  either." 

CUT  COSTS,  NOT  SERVICE 

A  thrifty  dot-com?  No,  it's  not  an  oxy- 
moron. Just  ask  the  two  young  owners 
of  Sneetch  Enterprises  Inc.,  an  online  re- 
tailer of  dvds  and  videos.  Co-founders 
Sean  Lundgren  and  Todd  Livdahl,  both 
32,  launched  sneetch.com  from  their  homes  last 
year  on  $5,000  in  credit-card  debt  and  set  up 
shop  on  Yahoo  Stores  while  holding  onto  their 
day  jobs  in  the  information  technology  depart- 
ment at  Disneyland.  "We  know  good  personal 
service  makes  a  company  and  we  got  that  from 
Disney,"  says  Lundgren.  "We  know  that's 
the  core." 

Indeed.  Sneetch  racked  up  more  than 
$800,000  in  sales  in  its  first  year,  selling 
what  are  essentially  commodities — at  not 
particularly  low  prices,  but  with  an  extra 
dose  of  service.  Case  in  point:  Sneetch.com 
had  only  been  in  business  for  a  month  last 
year  when  someone  requested  a  dvd 
of  American  Pie,  a  film  their  distributor 
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didn't  have.  Not  one  to  disap- 
point a  customer,  Lundgren 
drove  all  over  the  Los  Angeles 
area  until  he  found  a  copy.  "Lost 
money  on  that  sale,"  he  says.  But 
in  the  long  run,  Lundgren  real- 
izes such  attentiveness  wins  re- 
peat business.  Routinely,  if  a  cus- 
tomer wants  a  video  they  can't 
find,  Sneetch  will  direct  the  cus- 
tomer to  a  competitor  who  has 
it.  "My  wife  watches  me  send 
out  these  e-mails  and  says  'Are 
you  nuts?'  But  we  want  the  cus- 
tomer to  be  happy,"  says  Livdahl. 

Apparently,  they  are.  Rave  reviews  from  Ya- 
hoo! Inc.  customers  about  Sneetch's  great  per- 
sonal service  persuaded  Yahoo's  Rob  Solomon, 
director  of  production  for  Yahoo  Shopping,  to 
offer  Sneetch  a  prime  spot  on  the  portal's  high- 
traffic  shopping  site.  "They're  willing  to  go  above 
and  beyond.  That  goes  a  long  way,"  Solomon 
says  of  the  duo.  Sneetch  went  from  three  orders 
in  its  first  month  to  more  than  4,000  a  month 
less  than  a  year  later — due  almost  entirely  to  its 
Yahoo  positioning  and  word  of  mouth.  Recently, 
they  added  CDs  and  some  electronics  items  to 
their  inventory,  boosting  sales  by  40%.  Lundgren 
and  Livdahl  have  since  quit  Disney  and  now  work 
full-time  on  Sneetch  from  their  homes.  Already  in 
the  black,  they  still  don't  advertise  or  court  vc 
funds,  and  they  handle  most  site  updates  them- 
selves. The  duo's  biggest  debate  these  days  centers 
around  expansion:  whether  or  not  to  get  an  office. 
Livdahl  says  no.  Lundgren,  who  has  a  new  baby  at 
home,  is  ready  for  some  more  professional  digs. 
Sneetch  plans  to  hire  two  employees 
this  year,  but  still,  it's  "easy  does  it." 
The  partners  are  determined  not  to  join 
the  ranks  of  the  dot-bombs.  "We're 
not  laying  off  300  people.  We  didn't 
spend  millions  on  a  stupid  TV  com- 
mercial," says  Lundgren.  Most 
important,  he  adds,  "Customers 
like  us."  More  of  them  every 
day. 


Web  Savvy 

BE  FLEXIBLE.  Consider  your 
Web  site  a  fluid  project  that 
will  require  constant  updates 
and  attention. 


GET  PERSONAL.  Make  sure 
your  Web  site  reflects  your 
company's  personality  and 
identity.  Pay  close  attention  to 
the  tone  of  your  written  copy, 
the  types  of  services  offered, 
and  the  site's  visual 
design. 


MARKET  YOUR  SITE. 

Use    metatags,    the 
code  that  search  engines 
look  for,  to  highlight  key- 
words on  your  Web  pages. 
Advertise  in  your  own  print 
materials,   on   similar  Web 
sites,  and  in  specialty  and 
trade  publications. 

DON'T  OVERINVEST.  Consider 
low-cost  approaches  for  e- 
commerce.  Portal  sites  such 


as  Yahoo!  and  spe- 
cialty sites  like  Bigstep.com 
offer  small  companies  step- 
by-step  programs  to  set  up 
shop  online  for  less  than  $30 
a  month. 


DEVELOP  TECH  SMARTS 
IN-HOUSE.  The  happiest 
small  companies  have  an 
Internet  expert  on  staff.  If 
you  don't,  consider  send- 
ing a  staffer  for  training. 

LOOK  FOR  DEALS.  Many 
big  companies  marketing  to 
small  business  offer  dis- 
counted Web  services  such 
as  hosting,  low-cost  DSL 
connections,  and  Web  design. 


HUSINFSS  Wl .  I  K  FRONTIER 


I  I  RRtlAIM    5,     ! 


NetPost™  Mailing  Online 


It's  like  having  a  print-fold-stuff-stamp-mail 
button  on  your  personal  computer. 


IT 


^M 


Fly  Like  an  Eagle 


In 

^—7  Introducing  NetPost" 
5^7   Mailing  Online  from 
the  U.S.  Postal  Service®. 

Now  you  can  create  a 
mail  piece  on  your  persona 
computer,  load  it  to  our 
Web  site,  and  our  profes- 
sional print  shops  will  do 
the  rest.  We'll  print,  collate, 
fold,  stuff,  address,  stamp, 
sort  and  have  it  in  the  mail 
in  just  24  hours. 

Start  mailing  online  today 
and  find  out  about  our  free 
offer  at  www.usps.com 

h^aj  UNITED  STATES 

L /  POSTAL  SERVICE 

www.usps.com 

Regent  Book  Co.,  a  $10  million  book 
jobber  in  South  Hackensack,  N.J.,  which 
binds  and  distributes  educational  books, 
has  always  held  its  own  against  its  larger 
rivals.  So  when  competitors  began  set- 
ting up  Web  sites,  co-owners  Doris  Levin,  74,  and 
her  daughter  Frayda,  47,  followed  suit.  About  18 
months  ago,  they  invested  $25,000,  hiring  a  Web 
designer  and  database  programmer  to  put  their  cat- 
alog online. 

However,  success  didn't  come  instantly.  The  orig- 
inal site  proved  to  be  confusing  and  hard  to  use 
and  pulled  in  few  new  sales.  So  the  Levins  consulted 
the  best  experts  they  could  find — their  customers. 
The  librarians  who  order  from  Regent  had  plenty  of 
beefs,  and  not  just  about  Regent's  site.  Most  dis- 
tributors' sites  were  too  time-consuming  and  intru- 
sive, they  said,  requiring  you  to  register  before  you 
could  browse  the  books  for  sale.  What's  more,  the 
intense  graphics  took  too  long  to  download,  and 
search  engines  weren't  flexible  enough.  The  Levins 
listened  carefully.  First,  they  hired  a  librarian  with 
htmi.  training.  They  also  sent  an  existing  staffer  for 
training  in  Front-Page,  a  Web  design  program,  and 
odier  software,  so  updates  could  be  done  in-house  at 
a  lower  cost.  The  Levins  budget  about  $300  a  mondi 
to  host  and  update  the  site.  Taking  a  page  from  the 
book  of  big-time  e-tailers,  such  as  Lands  End  Inc.  and 


'We  made 
mistakes  at 
first.  Our 
customers 
showed  us 
where  we 
needed  to  go.' 

DORIS  LEVIN, 

CO-OWNER 


Regent  Book  Co. 

BUSINESS:  Educational 
book  distributor,  South 
Hackensack,  N.J. 
URL:  www.regentbook.com 
ONLINE  SINCE:  1999 
•/.SALES  ONLINE:  10% 
WEB  COSTS:  $25,000  initial, 
$300  monthly,  ongoing 


Victoria's  Secret,  Regent's  site  now  allows  visitors  to 
search  for  products  by  their  stock  keeping  unit  num- 
ber. They  have  also  added  a  software-based  auto 
mated  e-mail  response  system  to  send  customers 
routine  messages,  such  as  confirmation  numbers  for 
orders  received.  "We  designed  the  site  so  they  can 
use  it  however  they  want  to,"  says  Doris  Levin. 
"That  gives  us  an  edge  with  the  big  guys."  At  least  it 
does  with  customers  like  Jo  Faye  Walker,  a  librarian 
at  Obion  County  Public  Library  in  western  Ten- 
nessee. Walker  regularly  forgoes  the  deep  discounts 
that  bigger  distributors  offer  to  do  business  on  Re- 
gent's site.  "The  site  is  easy  to  use,  and  it  has  good 
information  on  it  and  it's  up-to-date,"  she  says. 
Since  1999,  Regent's  Web  sales  have  grown  to  10% 
of  revenues  and  are  projected  to  reach  15%  by 
yearend.  Levin  wants  to  bring  that  up  to  one-third. 
Assuming,  of  course,  her  customers  agree. 

To  be  sure,  for  every  small  Web  player  like  Re 
gent,  there  are  still  many  more  companies  cau 
tiously  waiting  out  the  dot-com  collapse.  When 
they  do  come  online,  says  Sarah  Harlin,  producer 
for  Yahoo  stores,  which  is  experiencing  a  steady  in- 
flux of  merchants,  they're  learning  from  others 
mistakes.  "People  can  see  what  works,"  she  says 
And  what  doesn't. 


D 


For  more  on  creating  effective  Web  sites  and 
working  with  your  site  designer,  click  Online 
Extras  at  frontier.businessweek.com 
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No  matter  where  you  are  in  the  world,  here  is  the  #1  seller  for  fast,  easy  access  to  any  remote 
computer.  If  your  job  takes  you  on  the  road,  pcAnywhere  lets  you  retrieve  information, 
transfer  files,  and  run  desktop  applications — as  if  you  were  back  in  your  office.  If  you're  trouble 
-shooting  systems  and  providing  helpdesk  support  for  mobile  users,  it  lets  you  quickly  and 
conveniently  resolve  user  problems  and  manage  mission-critical  workstations  servers  by  remote 
control — without  leaving  your  desk.  Helpdesk,  troubleshoot,  telecommute?  There's  no  better 
way.  pcAnywhere  9.2  now  Windows'  2000  certified! 

Visit  www.symantec.com/pca  or  see  your  local  retailer  for  pcAnywhere  9.2. 
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by  Stephanie  B.  Goldberg  WHEN  MICHAEL  SCHALL, 
chief  executive  of  Austin  (Tex.)  snack-food  company 
Guiltless  Gourmet  Inc.,  appeared  on  the  cover  of 
frontier  last  April,  he  was  literally  buried  in  a  pile  of 


A  second  look  at 
some  of  frontier's 
most  memorable 
entrepreneurs 


tortilla  chips.  It  seemed  apt.  While  Guiltless 
Gourmet's  baked  tortilla  chips  had  been  a  hit  in  the 
early  1990s,  the  company  was  in  big  trouble.  Frito- 
Lay  had  introduced  a  baked  chip  of  its  own  and 
was  snatching  market  share.  To  survive,  we  opined, 
Guiltless  Gourmet  would  need  "not  only  a  careful 
plan,  but  some  Texas-sized  luck." 

So  where  is  Guiltless  Gourmet  to-  ^ 
day?  Schall  shuttered  the  plant,  out- 
sourced production,  and  began  searching  for  a  partner. 
Enter  rab  Holdings  Inc.,  a  specialty-food  distributor  and 
owner  of  kosher-food  giant  B.  Manischewitz.  In  November, 
rab  bought  Guiltless  for  an  undisclosed  price  and  installed  \ 
Schall  as  Manischewitz'  new  ceo.  Now  he's  living  in  Jersey 
City,  N.J.,  managing  200  employees,  and  he  has  big  plans 
for  Guiltless  Gourmet  and  Manischewitz. 

Over  the  past  five  years,  we've  profiled  hundreds  of  en- 
trepreneurs. We  decided  to  check  back  and  see  how  some  of  them 
had  fared.  It's  no  surprise  that  a  company's  fortunes  can  change 
overnight.  But  even  we  were  astonished  at  some  of  the  twists  and 
turns  we  discovered.  In  the  pages  that  follow,  you'll  meet  a  mild- 
mannered  manufacturer-turned-business-guru;  a  well-regarded  con- 


sultant who,  at  the  age  of  57, 
suddenly  decided  to  start  a 
company  of  her  own;  and  a 
stressed-out  entrepreneur  who 
abandoned  a  $7  million  com- 
pany to  live  on  the  beach  in 
California. 

Revisiting  the  past  proved 
to  be  an  instructive  exercise 
for  us.  Part  of  our  job  at 
frontier  is  to  find  interesting 
and  innovative  small  compa- 
nies, outfits  that  have  the 
most  to  teach  their  fellow 
business-owners.  Many  of  our 
entrepreneurs  thrived;  others 
no  longer  exist.  But  that's  the 
way  it  goes  for  small  busi- 
nesses: You  never  know 
rhat's  going  to  happen 
next.  Just  ask  Schall, 
who  quite  unexpected- 
1  »  ly  finds  himself  in  the 
jw^  matzo  business.  "It's 
P^  a  fascinating  jour- 
^2^  ney,"  he  says.  As  well 
as  one  without  a  map. 


D 


To  learn  the  fate  of 
more  companies  profiled 
in  frontier,  click  Online 
Extras  at  frontier. 
businessweek.com 
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Spin  Master  Plays  to  Win 


«  -  2  6  .  9  9 

WHEN  A  STARTUP  toy  company  creates 
a  fly-off-the-shelves  winner  three  years 
in  a  row,  someone  there  must  be  in 
touch  with  his  inner  child.  That's  cer- 
tainly the  case  with  BEN  VARADI,  RONNEN 
HARARY,  and  ANTON  RABIE  (top  to  bot- 
tom), the  three  founders  of  Spin  Master 
Toys  in  Toronto.  When  the  trio  appeared 
in  frontier,  they  had  scored  a  hit  with  a 


pet-rock-type  toy  called  Earth  Buddy, 
and  they  were  pushing  their  next  cre- 
ation, the  Air  Hog,  a  compressed-air- 
powered  toy  plane.  Cars  and  rockets 
followed,  boosting  1999  sales  to  $35 
million,  from  $10  million  in  1998. 

Spin  Master  next  launched  Flick  Trix, 
finger-toy  replicas  of  the  bicycles  used 
in  the  espn  X-Games  and  Gravity 
Games.  That  pushed  2000  revenues  to 


$70  million,  as  the  company 
added  70  employees,  in- 
cluding a  20-person  Hong 
Kong  office.  Remarkably, 
the  owners  haven't  bor- 
rowed  a  cent  and  have  no  plans  to  go 
public.  "We're  still  young  and  have  a 
lot  of  growing  to  do,"  says  ceo  Rabie, 
29.  Spin  Master  is  their  toy,  and  they're 
having  too  much  fun  to  share  it. 
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BACK   TO   SCHOOL 


Even  Cowgirls  Pay  Their  Dues 


SIX  YEARS  AGO,  when  most  of 
her  peers  were  still  struggling  to 
adjust  to  middle  school,  CASEY 
COLLIER  started  ArenaWest  Inc.,  a 
women's  western-themed  appar- 
el company.  With  the  help  of 
her  mother  and  younger  sister, 


the  Shawnee  Mission  (Kan.)  teen 
was  soon  bringing  in  revenues 
in  the  low  six  figures,  selling 
shirts,  sweats,  and  other  items  at 
rodeos  throughout  the  Midwest. 
But  something  had  to  give 
when  she  started  college  this  fall 
at  the  University  of  Kansas.  So 
Collier,  now  19,  handed  Arena- 
West  to  family  members,  who 
are  keeping  it  going  so  she  can 
jump  in  later.  But  Collier  has 
bigger  plans.  She  is  ready  to  de- 
clare a  major  in — what  else? — 
marketing,  and  is  developing  a 
"top  secret"  idea  for  a  new  busi- 
ness. "I'm  going  to  have  to  put 
in  my  time  in  Corporate  Ameri- 
ca," she  says,  "so  I  can  accumu- 
late some  money."  Clearly,  this  is 
one  cowgirl  who  doesn't  need 
to  be  shown  the  ropes. 


BIG   SELLOUT 


The  Art  of 
The  Startup 


8.16.99 


toft 


IN  ME)- 1999,  Los  Angeles 
entrepreneur  JAS  DHILLON 
was  hustling  business  for 
his  51 -employee  software 
company,  BlueLine  Online. 
As  it  turned  out,  business 
got  busier  than  he  ever 
expected.  First,  BlueLine 
merged  with  eBricks.com, 
to  form  Cephren.  A  year 
later,  the  outfit  merged 
again,  with  Bid.com,  and 
Dhillon  cashed  out.  Now 
he  is  with  a  venture- 
capital  firm,  helping  more 
tech  startups  get  off  the 
ground. 


WEIGHTY   DECISION 


ASeatonthe 
Roller  Coaster 

3.2.98 

FOR  MORE  THAN  a  decade,  RENEE 
FELLMAN,  owner  of  Portland  (Ore.J- 
based  Interim  Management  Co., 
made  a  living  by  rescuing  compa- 
nies. But  last  year  she  embarked 
on  her  biggest  turnaround  of  all: 
closing  her  consulting  firm  and  tak- 
ing the  plunge  as  an  entrepreneur, 
with  an  online  diet-coaching  serv- 
ice, as  yet  unnamed,  set  to  launch 
this  fall.  Fellman,  57,  has  five  em- 
ployees and  is  seeking  investors  to 
supplement  the  $100,000  of  her 
own  cash  she  has  already  invested. 


Q:  You  had  a  thriving  consulting 
business.  Why  give  it  up? 

A:  I  was  between  projects  and  do- 
ing some  gratis  consulting  for  my 
son's  interactive-design  company. 
They  were  doing  things  they  were 
really  excited  about.  It  made  me 
realize  this  is  what  I  need  to  be 
doing. 

Q:  How  is  gearing  up  for  your 
launch  different  from  consulting 
for  others? 

A:  I  don't  have  to  deal  with  recal- 
citrant owners.  Also,  I'm  not  clean- 
ing up  other  peoples'  messes— 
and  I  don't  have  to  leave  just  as 
things  get  interesting. 

Q:  Still,  you  must  get  nostalgic 
for  the  days  when  you  could  walk 
away  from  all  the  headaches. 

A:  Doing  a  startup  is  like  riding  a 
roller  coaster.  When  I'm  at  the 
bottom,  yes.  But  when  I'm  meeting 
my  goals,  I  wouldn't  exchange  it 
for  anything. 
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CASUALTY  OF   WAR 


Broken  Headbone 

a.28.97  LN  1997,  former  Microsoft 
Corp.  executive  SUSAN  LAMMERS  was 
collecting  accolades — and  $4.2  mil- 
lion in  venture  cap- 
ital— for  Headbone 
Interactive  Inc.,  her 
Seattle  children's- 
software  startup. 
But  competition  was 
tough.  By  1999,  with  the  money 
running  out,  Lammers — who  de- 
clined to  be  interviewed — bowed 
out  as  CEO,  and  Headbone  folded 
in  October,  2000.  Its  assets  were 
sold  to  a  rival.  And  Lammers,  43,  is 
now  a  consultant. 


An  Emu  in  Every  Pot? 


YOU  HAVE  TO  give  ANNE 
GELLER  credit  for  one 
thing:  She's  no  quitter. 
Geller,  55,  has  spent 
nearly  seven  years  trying 
to  find  a  way  to  make 
money  off  emus— those 
cousins  of  the  ostrich 
whose  meat  could  be  a 
low-fat  stand-in  for  beef. 
Geller  spent  $50,000  for 
four  birds  in  1993;  she 
now  has  a  herd  of  400 
nesting  on  her  27-acre 
farm  in  Manassas,  Va. 

The  original  plan  was 
to  sell  emu  steaks.  Un- 
fortunately, most  chefs 
care  only  for  the  fan  filet, 
a  tender  cut  from  the 
emu's  thigh.  "They 
weren't  interested  in  the 
rest  of  the  bird,"  says 
Geller.  Now,  she's  betting 
on   a    line   of   emu   oil- 


based  skin-care  products 
to  treat  burns,  scars,  and 
other  skin  conditions.  She 
has  landed  accounts  in 
some  70  stores  and  2 
catalogs  and  hawks  the 
stuff  at  farmers'  markets 
and  health  fairs. 

No  profits  yet.  But 
Geller  remains  confident 
that  somehow  this  flight- 
less bird  will  soar. 


BOUNCING    BACK 


He's  Got  Ink 
In  His  Veins 

3.29.99 

IN  THE  EARLY  1990s,  JEFFREY 
A.  RANDAZZO's  Long  Island 
(N.Y.) -based  color-separation 
company,  Imaging  Interna- 
tional Inc.,  went  belly-up — 
the  result  of  an  overly  am- 
bitious expansion  and  a  large 
investment  in  faulty  equip- 
ment. When  we  met  him  in 
March,  1999,  he  had  re- 
launched the  company  in 
Delray  Beach,  Fla.,  and 
seemed  chastened,  content 
with  slow  growth  and  $2.5 
million  in  revenues. 

That  timidity  didn't  last 
long.  Randazzo  has  jumped 
back  into  hot-growth  mode,  with  big  plans  for  a 
high-tech  printing  product  he  developed  and 
patented  with  DuPont.  In  fact,  Randazzo  is  so 
confident  diat  he  spurned  a  $5  million  buyout  of- 
fer from  the  chemical  giant.  "I  think  I  can  earn 
that  much  in  licensing  fees  in  one  year,"  he  says. 
He's  also  investing  $1  million  in  a  new  facility  in 
Yonkers,  N.Y.  And  Randazzo  doesn't  seem  worried 
about  history  repeating  itself.  He  already  has  cus- 
tomers for  the  new  plant,  including  paper-prod- 
ucts manufacturer  Georgia-Pacific  Corp.,  which 
he  hopes  will  boost  revenues  by  25%  or  more. 
Clearly,  for  this  entrepreneur,  old  habits  die  hard. 


FEBRUARY  5,  2001 


BUSINESSWEEK 


FRONTIER 


RESUME   BUILDING 


It  Wasn't  Aboutthe  Money 


5.25.98 

AFTER  FIVE  YEARS  of  hard 
work,  RACHEL  S.  BELL  (right) 
and  SARA  W.  SUTTON  recendy  sold 
JobDirect.com,  their  online  em- 
ployment service  for  college  stu- 
dents, to  Korn/Ferry  Interna- 
tional for  $30  million  in  cash 
and  stock.  So  the  childhood  pals, 
who  started  their  company  with 
$60,000  from  friends  and  fami- 
ly, are  on  their  yachts,  sipping 
champagne,  right? 

Alas,  it  didn't  quite  work  out 
that  way.  By  the  time  the  deal 


closed  in  July,  2000,  two  rounds 
of  venture  funding  had  whittled 
the  founders'  ownership  stakes 
to  just  2%.  Sutton  and  Bell,  both 
26,  walked  away  with  an  esti- 
mated $600,000  each — a  pit- 
tance compared  with  the  undis- 
closed amount  received  by 
Scnpps  Ventures,  the  New  York 
firm  that  held  25%  of  JobDfrect. 
Nonetheless,  the  duo  is  hard- 
ly bitter.  "Starting  a  company 
was  a  pivotal  experience,"  says 
Sutton.  "The  money  was  the  ic- 
ing on  the  cake."  The  pair  adds 
that  by  bringing  in  more  expe- 
rienced management,  they  were 
able  to  concentrate  on  building 
the  resume  database  and  gener- 
ating site  traffic.  They  eventually 
created  a  bank  of  1.4  million  re- 
sumes and  nearly  600  sub- 
scribers. As  for  the  future,  Sutton 
left  the  company  in  December, 
1999,  to  work  for  San  Francis- 
co's Myfamily.com  Inc.  Bell  left 
in  August  and  has  been 
prospecting  new  opportunities. 
Since  they're  on  opposite  coasts, 
a  future  collaboration  is  unlikely. 
But  their  friendship  is  as  strong 


QUACK-UP 


California 
Dreaming 

9.18.98 

WHEN  WE  FIRST  met  ANDY  WILSON 
in  1998,  the  founder  of  Boston 
Duck  Tours  was  where  every  en- 
trepreneur wants  to  be.  His  com- 
pany, which  provides  tours  of 
Beantown  in  amphibious  vehicles, 
had  revenues  of  $7  million  and 
Wilson  was  a  local  celebrity. 

But  Wilson  was  miserable.  With 
100-hour  workweeks,  his  home  life 
was  a  shambles.  So  he  jumped  in 
his  car  and  hit  the  road  to  Califor- 
nia. He  never  came  back.  He  rec- 
onciled with  his  mate  and  now 
lives  steps  from  Venice  Beach.  He 
is  selling  his  stake  in  Boston  Duck 
Tours  and  hasn't  figured  out  his 
next  move  yet.  "I'm  enjoying  tend- 
ing my  garden,"  he  says. 


^* 


RUNNING   ON  EMPTY 


The  Crunch  at  Emergency  Solutions 


6.28.99 

SPARE  TANK,  a  nonflammable  gasoline  sub- 
stitute, was  going  to  set  the  world  on  fire.  Or 
so  its  investors  hoped  when  they  recruited 
RICK  JONES  to  head  Emergency  Solutions, 
the  Baltimore  company  created  to  market 
the  product.  Debuting  in  February,  1999,  af- 
ter five  years  of  R&D,  the  fuel  was  the  an- 
swer to  a  stranded  motorist's  prayer.  Stash  it 
in  your  trunk  for  emergencies,  then  uncap 
and  pour,  and  you've  got  a  gallon  of  gas  to 
make  it  to  the  next  service  station. 

Almost  from  the  outset,  Jones,  57,  found 
himself  in  the  fast  lane.  When  frontier  pro- 
filed Emergency  Solutions  in  June,  1999, 
Kmart  had  just  signed  on  as  a  retailer,  and 
the  product  was  selling  briskly  in  a  number 
of  catalogs  and  regional  stores.  But  Jones 
has  since  hit  some  potholes.  In  December, 
1999,  Pennzoil-Quaker  State  Co.  brought  out 
its  own  gasoline  substitute,  Roadside  Rescue 


Emergency  Fuel.  Jones  watched  in  horror  as 
sales  plummeted  after  Kmart  stocked  the 
competing  product  alongside  his  own.  He 
later  sued  Pennzoil  for  patent  infringement. 
Says  Jones:  "We  didn't  anticipate  this 
happening." 

Pennzoil  spokesman  Ray  Scrippa  denies 
the  allegations  of  patent  infringement,  ar- 
guing that  its  product  is  "significantly  differ- 
ent." With  legal  relief  uncertain  at  best, 
Jones  has  rewritten  his  business  plan  three 
times.  Now,  he  is  targeting  foreign  markets 
in  Australia  and  New  Zealand  and  forging  a 
plan  to  market  Spare  Tank  as  part  of  a 
roadside  emergency  kit  for  car-rental  com- 
panies, motorist-assistance  services,  and 
manufacturers.  Fortunately,  the  company 
has  enough  capital  to  tough  it  out,  Jones 
says.  With  any  luck,  the  five-person  compa- 
ny will  soon  be  back  on  track,  leaving  its  re-    ^ 


, 


cent  troubles  in  the  rearview  mirror. 
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Relax.  We'll  help  you  with  all  this  confusing  e-stuff. 


Micronpc.com  is  where  you  can  get  all  the  key  building  blocks  for  your  e-business 

in  one  place.  And  your  one  point  of  contact  will  walk  you  through  the  entire  process. 

ginning  with  the  gateway  to  your  e-business,  our  ClientPro'*"  CN  desktop,  which  features 

the  Intel®  Pentium®  III  processor.  Start  making  the  most  of  e-business  today. 

Visit  micronpc.com/ebiz18  or  call  1-888-282-2636. 
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►  1  point  of  contact 
e-business  PCs 


web  hosting 


e-support  &  servi 
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micronpc.com 

Think  beyond  the  box: 


Business  is  war. 
Upgrade  your  trenches. 


Business      Options": 

►     Upgrade  to  Club  Accommodation  or  Junior  Suite 
Room  Service  Breakfast* 

Add  up  to  2  Weekend  Nights  at  50%  off  the  Business  Options  Rate** 
2,000  Bonus  Priority  Club®  Points  or  500  Bonus  Frequent  Flyer  Miles*** 
Try  this  strategy  for  success.  Ask  for  Business  Options  and  enjoy  an  upgrade  to  a  spacious  Club 
accommodation  or  junior  suite.  Or  choose  one  of  the  other  Options  available 
at  more  than  100  locations  in  North  America.  A  valuable  privilege  for  the  sharpest 
business  travelers.  For  reservations,  contact  your  travel  agent  or  call  toll-free. 
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INTERCONTINENTAL 

HOTELS   AND   RESOK  I  S 

www.interconti.com 
1-800-327-0200 


Inter-Contiiwntal"  Hotels  and  Resorts 

NORTH  AMERICA 

Ajstin.lX 

Cancun.Mexico 

Cleveland,  OH 
Co;umel.  Memco 
DalldsJX 
Guadalajara,  Mexico 

Ixlapa,  Mexico 

la  [abos.Mtxicu 

Mexico  Ory,  Mexico 

Miami,  Fl 

Monteirey,  Mexico 

Montreal ,  Ouebec.  Canada 

New  Orleans,  LA 

New  York,  NV 

Puerto  Vallarta,  Mexico 

San  Francisco,  CA 

San  Juan,  Puerto  Rico 

loronto,  Ontario,  Canada 

Washington.  OC 

Crawne  Plaza'  Hotels  and  Resorts 

UNITED  STATES 

Akron,  OH  t 

Albany,  NY 

Albuquerque,  NM 

Anaheim,  CA 

Ann  Arbor,  Ml 

Atlanta,  GA 

Birmingham,  AL 

Boston,  MA 

Cedar  Rapids,  IA 

Chicago,  It 

Cincinnati,  OH 

Columbus,  OH 

Commeice  Casino,  CAt 

Dallas,  TX 

Dayton,  OH 

Detroit.  Ml 
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Less  Power  to  the  People 


WHAT  A  SHOCK.  Three  months  ago,  I 
sat  stunned  at  an  industry  trade  asso- 
ciation meeting  while  I  listened  to  my 
brethren  in  Southern  California  lament 
how  they  had  been  forced  to  shut 
down  seven  times  during  the  summer 
months  thanks  to  a  shortage  of  elec- 
tricity. Now  they  worried  their  rates 
were  going  to  climb  because  South- 
ern California  Edison  Corp.  was  run- 
ning short  of  money  to  buy  electricity 
on  the  open  market.  When  I  got  back 
to  the  office,  I  called  our  customer 
rep  at  Pacific  Gas  &  Electric,  the  energy 
provider  for  Northern  California,  and 
heard  that  my  company  would  soon 
be  facing  the  same  problems — proba- 
bly in  the  summer  of  2001. 

She  was  off  by  a  few  months.  This 
Christmas,  California's  energy  woes 
blew  in  like  the  Grinch,  minus  the  hap- 
py ending,  pg&e  Corp.  called  my  fami- 
ly's plastic  bag  manufacturing  company 
on  three  occasions  in  December,  warn- 
ing that  we  might  lose  power.  The  util- 
ity blamed  demand  spikes  caused  by 
hyperactive  Christmas  displays  and  a 
cold  snap.  To  add  insult  to  injury,  pg&e 
asked  state  regulators  for  a  30%  rate 
increase  to  pay  down  the  more  than 
$4  billion  it  had  borrowed  to  buy  elec- 
tricity— a  market  created  by  state  politi- 
cians when  they  partially  deregulated 
electricity  in  1996,  promising  cheap 
and  abundant  power  for  all. 

So  much  for  power  to  the  people. 
Running  a  business  in  California  was 
already  hard  enough,  with  soaring 
labor  rates,   rising   rents,   and 
tough  environmental  regula- 
tions. I  ushered  in  the  New 
Year  learning  that  state  regu- 
lators had  decided  to  bail 
out  the  utilities  by  increas- 
ing my  electrical  bill  more 
than  10%,  adding  $45,000 
to  my  costs.  Yet  this  in- 
k    crease  only  helps  keep  pg&e 
I  in  business.  It  does  nothing 
I  ;o   increase   the   supply   of 
electricity  I  need  to  keep  my 
machines  running,  a  supply  so 
short     my     utility     guarantees 
rolling  blackouts  this  summer. 

How  did  my  fair  state  ever  get 
into  this  mess?  Five  years  ago,  it  de- 
cided to  deregulate  the  wholesale  price 
of  electricity  while  keeping  the  shack  - 


California's  energy  crisis  is  crippling 

the  state — and  small 

business  gets  the  worst  of  it 

BY  KEVIN  KELLY 


les  on  what  utilities  charge  consumers 
until  2002.  Back  then,  California  was 
still  emerging  from  the  1991  reces- 
sion. The  Internet  boom?  Not  even  on 
the  radar.  Then  the  economy  exploded, 
demand  outstripped  supply,  and  the 
utilities  had  to  buy  power  on  die  open 
market  at  prices  they  couldn't  pass 
along  to  their  customers. 

I  had  no  idea  any  of  this  was  brew- 
ing prior  to  the  industry  confab  last 
fall.  There  I  heard  that  several  Southern 
California  rivals  had  faced  the  nasty 
choice  last  summer  of  paying  $9  a 


kilowatt  hour,  vs.  the  normal  70,  or 
shutting  down.  One  manufacturer  es- 
timated that  operating  through  these 
periods  would  have  cost  him  an  addi- 
tional $400,000.  I  don't  know  any 
bag  manufacturer  who  could  eat  that 
kind  of  increase  without  choking. 
Worse  still.  The  news  doesn't  get  any 
brighter.  The  other  day  I  opened  my 
natural-gas  bill  and  found  my  rates  had 
risen  50%,  thanks  again  to  an  imbal- 
ance between  supply  and  demand.  This 
couldn't  happen  at  a  worse  time.  I  just 
installed  a  $750,000  pollution-control 
device  that  uses  natural  gas  to  destroy 
fumes  generated  by  the  use  of  solvent- 
based  inks  on  our  printing  presses. 
We're  switching  to  these  inks  because 
our  customers  demand  the  sharper 
graphics  they  deliver  compared  with 
the  water-based  inks.  But  the  huge  in- 
crease in  operating  costs  has  raised  the 
question  of  whether  we  can  afford  to 
start  up  the  unit.  And  since  both  the 
wholesale  and  retail  price  of  gas  are 
completely  deregulated,  there's  no 
telling  whether  this  increase  is  the  last. 
So  what  do  I  do?  Like  thousands  of 
California  businesspeople,  I  have  made 
decisions  that  will  ripple  across  the 
economy.  I  have  postponed  equip- 
ment purchases  until  utility  costs 
settle  down — a  long  uncertainty 
makes  figuring  a  payback  too 
risky.  And  I  have  demanded  that 
the  factory  find  a  way  to  make 
do  with  three  fewer  people  to 
offset  our  increases  in  energy 
costs.  Such  decisions  multiplied 
by  the  thousands  might  just 
slow  the  economy  enough  that 
the  utility  crisis  of  2001  is  end- 
ed by  killing  the  very  demand 
that  caused  it. 


0 


Kelly  is  an  officer  of  Emerald 
Packaging  Inc.  in  Union  City, 
Calif.  For  more  on 
California's  energy  crisis, 
click  Online  Extras  at 
frontier.businessweek.com. 
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Gifts 
I    Of  Gab 

A  startup's  social 
conscience  pays  off 

THREE  YEARS  AGO,  Gabrielle  Melchionda 
weighed  a  deal  that  could  literally  have 
changed  the  face  of  Mad  Gab's  Inc.,  her 
then-$76,000  skin-care  business  in  Port- 
land, Me.  An  exporter  with  business  in 
Turkey  was  offering  her  a  $2  million  con- 
tract to  sell  her  all-natural  Lip  Lubes 
abroad.  Insanely  tempting?  Well,  yes,  but 
Melchionda,  then  26,  turned  it  down.  The 
reason:  The  exporter  also  sold  weapons. 

Melchionda  lets  her  values  guide  all  her 
business  decisions.  She  encourages  her 
seven  employees  to  jobshare  and  is  starting 
a  profit-sharing  plan.  She  hires  develop- 
mentally  disabled  adults  from  a  local  shel- 
ter to  label  products.  She  designs  her 
packaging  to  produce  as  little  waste  as 
possible. 

Such  feel-good  business  practices  ap- 
pear to  be  paying  off.  Melchionda's  rev- 
enues hit  $310,000  last  year,  up  from 
$172,000  in  1999.  Mad  Gab's  has  just 
moved  into  a  new  4,400-square-foot  office 
and  production  space  in  Westbrook,  Me. 

Not  bad  for  someone  who  started  out 
selling  her  lip  moisturizers  from  the  back 
of  her  brother's  car.  In  1994,  Melchionda,! 
with  $8,000  in  sales,  entered  a  busines 
incubator  for  a  year  "to  find  out  if  this  wa 
for  fun  or  if  this  was  a  business."  The  an- 
swer: Mad  Gab's  Lip  Lubes  and  body  balms, 
with  such  scents  as  lavender  and 
spearmint,  are  now  sold  at  L.L.  Bean,  East- 
ern Mountain  Sports,  and  Nordstrom,  as 
well  as  hundreds  of  spas  and  all-natural 
co-ops,  and  over  the  Web.  Sales  to  Japa- 
nese department  stores  represented  30°/ 
of  revenues  last  year. 

"She  has  a  great  product  and  a  lot  o 
heart,"  says  Lucinda  Alcorn,  a  purchasing 
manager  for  distributor  Northeast  Coop 
eratives  in  Brattleboro,  Vt.  "People  know 
her  personally,  and  that  makes  a  differ 
ence."  True  enough.  But  if  the  company 
grows  as  she  plans,  Melchionda  may  have 
to  let  the  goods  sell  themselves. 

-KIMBERLY  WEISUI 
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Reserve  online  to  save 
time  and  effort  with: 

•  Recurring  reservations 

•  Instant  confirmations 

•  Emails  to  participants 

•  24x7  reservations  and  changes 


And  receive  instant  confirmation  sign  up  for  at&t Teleconference 

Services  now  and  see  why  it's  never  been  easier  to  call  a  meeting.  Our  Online 
Reservation  Service  enables  you  to  reserve,  book,  and  change  your  one-time  or  recurring 
reservations  24x7.  You  can  even  email  participants  with  meeting  details  automatically. 
Whether  key  individuals  are  across  town  or  across  the  globe,  AT&T  enables  you  to 
get  back  to  your  business  at  hand.  You  can  provide  project  updates,  expedite  decisions, 
and  brainstorm  any  time  of  the  day  as  if  everyone  were  in  the  same  room. 
You  can  even  get  recording  and  transcription  services  for  a  narrative  account  of  your 
teleconference.  AT&T  can  also  provide  a  trained  specialist  if  you  need  additional  support 
during  your  teleconference.  It's  never  been  easier  to  make  a  teleconference.  And  best  of 
all,  now  you  can  even  save  up  to  38%  with  our  new  off-peak  rates.  Reserve  your  next 
teleconference  today  at:  www.att.com/conferencing 


AT&T 


1.800.232.1234  I  www.att.com/conferencing 
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MINOLTA-QMS  introduces  an  exciting  new  feature. 


With  the  MINOLTA-QMS  magicoloi    2200  DeskLasei.  you  can  now  gel  high  quality,  black  and  white  and  coloi 
iasoi  printing  at  a  price  you'd  normally  pay  (or  jusi  black  and  white. 

It's  like  getting  Iree  color,  and  at  $999*.  the  2200  DeskLasei  is  our  most  affordable  COlOl  laaei  printei  BV8I 
it's  an  efficient  combination  ol  black-and-white  and  color  in  one  printei  that  doesnl  hi  rlflce  quality  or 

productlvlt)   the  2200  tor  and  20  pom  In  black  and  white  Raaolutlon  la  L200dpl 

and  the  printei  supports  up  to  i .  1 50  sheets  ol  paper.  fVnd  with  standard  i  thefnel   and  parallel  Interfai  as, 
everyone  al  tl  i  i  hare  the  benefits  ol  free  coloi  laaei  punting. 


To  iiMin  more  ab<  200  Deskl  aser's  free  coloi  feature,  along  with  othei  am  Iting  MINOI  ia 

QMS'  and  support,  call  I  800435-0965  or  visit:  www.minolta-qms.com  2200dl 
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iD-VANTAGE: 
HE  WILLIAMS 

le  tennis  phenoms  take  off  as  endorsers 


SISTERS 


••he  2001  pro  tennis  season  is  barely 
under  way,  and  already  Venus  and 

I  Serena  Williams  are  heading  for  a 

ind  slam — in  endorsements,  anyway. 

rht  after  Super  Bowl  XXXV  on  Jan. 
Venus'  five-year,  $40  million  deal 

;h  Reebok  International — the  richest 

ar  for  a  female  athlete — will  kick  off 

;h  a  commercial  on  the  hot  CBS  series 

rvivor  2.  The  next  day,  Venus,  20, 

1  her  sister,  19,  will  begin 

)moting  Avon  Products 

:.  And  in  an  about-to-be- 

lounced    campaign,   the 

d  will  soon  be  chomping 

igley's  gum. 

Wait,  there's  more.  Venus 

1  also  design  a  line  of 

thing  for  Wilson's  The 

ather  Experts  Inc.,  and 

t'll  join  Serena  in  Nortel 

tworks  Corp.  print  ads 

1  a  Sega  video  game.  All 

I,  Venus  will  earn  some 

1  million  annually  over  the 

ct  few  years,  and  Serena 

!  million — not   counting 

at  they  scoop  up  on  the 

irt.    "This    is    a   break- 

ough,"  says  Bob  Williams,  president 

Burns  Sports  Celebrity  Service  Inc. 

?r  the  first  time,  advertisers  are 

ing  females  at  a  value  normally  as-    , 

iated  with  male  athletes." 

WERFUL  AGENT.  What  a  difference  a 

verful  agent  can  make.  A  year  ago, 
sisters  signed  with  Interna- 

lal    Management    Group 

3),  the  sports  marketing 

I  management  giant  re-   ^ 

msible    for    brokering 

er     Woods's     record- 

aking  $100  million  Nike 

.1.  Prior  to  joining  img, 

ir  deals — primarily 

h  Reebok,  Wilson 

>rting  Goods,  and 

na — were  limited 

their  controversial 

ler,  Richard.  He 

ated     to     avoid 

at  family  lawyer 

/en  J.  Davis  calls 

fennifer  Capriati  sit 


uation,"  referring  to  the  player  who  as  a 
teenage  marvel  ran  into  drug  and  legal 
problems.  "He  turned  down  quite  a  few 
contracts,"  said  Venus  in  a  phone  inter- 
view from  the  Australian  Open.  "He 
wanted  us  to  be  regular  girls." 

Walking  away  from  millions  in  poten- 
tial endorsements  may  have  seemed  nut- 
ty at  the  time,  but  Dad,  who  had  his 
daughters  sign  on  with  img,  looks  like  a 


genius  now.  Since  late  1999,  the  sisters 
have  gone  through  a  professional  and 
personal  transformation  that  is  likely 
fetching  them  higher  price  tags  than 
they  could  have  expected  before.  Venus 
took  two  grand-slam  titles  and  Serena 
one,  plus  the  sisters  grabbed  Olympic 
gold  in  Sydney.  Off  have  come  the  beads 
and  braces,  revealing  polished  young 
women.  "The  package  is  now  complete," 
says  Stephanie  Tolleson,  head  of  img's 
women's  tennis  unit.  "They  hav&  beauty 
and  intelligence,  and  they're  wihning." 
DAD'S  ANTICS.  Selling  that  package  did 
present  some  challenges.  For  years,  the 
sisters  were  upstaged  by  their  father's 
boastful  behavior:  He  would  sif  on  the 
sidelines  with  signs  that  said  things  like: 
"It's  Venus'  party,  and  no  one  was  in- 
vited." But  as  img  coaxed  the  sisters 
out  of  their  father's  shadow,  even  com- 
panies that  don't  often  use  athletes  as 
endorsers  became  intrigued. 
Avon  had  hired  Olympic  stars 
for  short-term  campaigns  in 
the  past,  but  the  Williams  sis- 
ters were  the  first  sports 
stars  it  signed  to  a  three-year 
contract.  That  they  rose  from 
a  dirt-poor  neighborhood  in 
Compton,  Calif.,  was  only 
part  of  their  appealing  story. 
"What  was  critical  is  that 
they're  sisters  with  a  warm, 
loving  relationship,"  says  Jan- 
ice Spector,  Avon  vice-presi- 
dent for  advertising.  "Avon 
has  always  been  about  the 
one-to-one  relationships  be- 
tween women."  And  the  fact 
that  the  sisters  won't  be 
wearing  tennis  outfits  in  all 
the  Avon  ads  is  testament  to 
a  newfound  image  that  goes 
beyond  athletics.  "Venus  is 
far  more  interesting  than  just 
agrees  Angel  Martinez,  chief 
marketing  officer  at  Reebok. 

As  for  the  controversies — the  father's 
antics,  the  sisters  risque  outfits,  and 
their  tendency  to  stick  to  themselves — 
those  only  strengthen  the  duo's  appeal. 
"More  attention  means  more  money," 
says  Billie  Jean  King.  "I  sometimes  got 
in  trouble  for  being  a  hothead,  but  now 
I  think  it's  a  positive." 

Although  there  may  be  a  few  more 
endorsement  deals  ahead,  like  Tiger,  the 
sisters  want  to  limit  themselves  to  a 
handful  of  name-brand  companies.  Still, 
they're  starting  to  think  like  marketers. 
"I  told  img  I'd  like  to  endorse  some- 
thing having  to  do  with  my  smile,"  says 
Serena.  "People  always  tell  me  I  have  a 
great  smile."  Crest,  are  you  listening? 
By  Arlene  Weintraub  in  Los  Angeles 
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Mutual  Fund  Scoreboard 


INVESTING 


CAN  BOND  FUNDS 
DO  IT  AGAIN? 

They  beat  equity  funds  hands  down  in  2000.  Here's  our  guide  to  the  best 


Admit  it.  You're  a  recovering  equi- 
ties junkie  with  a  newfound  re- 
spect for  safer  investing.  Of  course, 
taking  it  on  the  chin  in  tech  stocks 
last  year  isn't  the  only  reason  you  should 
be  in  bonds.  With  the  stock  market's  re- 
cent undoing,  what  investors  can  turn 
up  their  noses  at  risk  hedging,  steady 
returns,  and  decent  yields? 

Still,  if  you're  like  most  other  in- 
vestors, weaning  yourself  off  stocks  isn't 
so  easy:  Investors  pumped  $297.4  billion 
into  equity  mutual  funds  last  year 
through  November,  while  yanking  $47.6 


billion  (mostly  during  the  first  half  of  the 
year)  out  of  fixed-income  funds,  reports 
the  Investment  Company  Institute,  the 
industry's  trade  group.  They  made  a  big 
mistake:  The  return  on  the  Lehman 
Brothers  Aggregate  Bond  Index,  a  broad 
measure  of  bond  market  performance, 
was  11.63%  at  yearend,  and  U.S.  Trea- 
sury long-term  bonds  in  particular  rose 
13.52%.  The  average  bond  fund  was  up  a 
tidy  8.2%  in  2000,  while  most  equity  mu- 
tual funds  lost  money.  That's  the  best 
turnout  the  sector  has  had  since  1995, 
when  bond  funds  soared  an  average 


The  Bond  Fund  A-List 
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16.4%,  including  dividends  and  capf 
gains  distributions. 

Equity-centric  investors  have  b( 
caught  off  guard.  But  looking  for  f 
throttle  returns  from  bond  funds  r 
is  a  mistake.  Expecting  that  they're  f 
from  risk  is  equally  wrong.  If  you  w 
to  get  started  with  fixed-income  inv< 
ing,  or  plan  to  beef  up  an  existing  b< 
portfolio — you'll  find  this  Business^ 
Mutual  Fund  Scoreboard  a  handy  pi 
to  begin  your  research.  The  16th  anrj 
Scoreboard  series  kicked  off  last  w 
with  a  detailed  report  on  the  best  eo 
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FUND                                                                   AVERAGE  ANNUAL 

INVESTMENT 

TOTAL  RETURN  (%)* 

CATEGORY 

TOTAL  RETURN(%)* 

CATEGORY 

59  WALL  ST.  T/F  SHORT  INT.  FIXED  INCOME" 

3.6 

Muni.  Short 

FEDERATED  LTD.-TERM  MUNI.  A" 

3.6 

Muni.  Short 

;:i 

AIM  TAX-FREE  INTERMEDIATE 

4.9 

Muni.  Ntl.  Interm. 

FEDERATED  SHORT-TERM  INCOME  INSTL.** 

6.0 

Short  (Gen.) 

■ 

AMERICAN  CENTURY  CALIF.  HI-YLD.  MUNI.** 

6.3 

Muni.  Calif.  Long 

FEDERATED  SHORT-TERM  MUNI.  TR.  INSTL.** 

4.0 

Muni.  Short 

ii 

AMERICAN  CENTURY  CALIF.  LTD.-TERM.  T/F  INV.** 

4.4 

Muni.  S-S  Interm. 

FIDELITY  SHORT-TERM  B0HD 

5.6 

Short  (Gen.) 

i 

AMERICAN  CENTURY  FLA.  INTERN.  MUNI.  MY.** 

5.5 

Muni.  S-S  Interm. 

FIDELITY  SPARTAN  INTERM.  MUNI 

5.3 

Muni.  Ntl.  Inte 

AMERICAN  CENTURY  LTD.-TERM.  T/F  INV.** 

4.5 

Muni.  Ntl.  Interm. 

FIDELITY  SPARTAN  SH0RT-INTERM.  MUNI.  INC. 

4.4 

Muni.  Ntl.  Inte 

H 

AMERICAN  PERFORMANCE  SHORT-TERM  INC.** 

6.3 

Short  (Gen.) 

FIRST  AMERICAN  LTD.-TERM.  INC.  RET.  A** 

5.8 

Short  (Gen.) 

■ 

BERNSTEIN  SHORT  DURATION  CALIF.  MUNI.** 
BERNSTEIN  SHORT  DURATION  DIV.  MUNI.** 

3.7 
3.7 

Muni.  S-S  Interm. 
Muni.  Short 

FIRST  HAWAII  INTERM.  MUNI.** 

4.0 

Muni.  S-S  Inte 

FIRST  TENN.  TAX-FREE  1** 

5.8 

Muni.  S-S  Inte 

., 

BERNSTEIN  SHORT  DURATION  N.Y.  MUNI.** 

3.6 

Muni.  S-S  Interm. 

FRANKLIN  ADJ.  U.S.  GOVT.  SEC." 

5.6 

Ultrashort 

1 

CUFUND  ADJUSTABLE  RATE** 

5.7 

Ultrashort 

FRANKLIN  CALIF.  INTERM.-TERM  T/F  A** 

5.6 

Muni.  Calif.  Ir 

1 

CUFUND  SHORT-TERM  MATURITY** 

5.8 

Short  Government 

GOLDMAN  SACHS  ADJ.  RATE  GOVT.  A** 

5.4 

Ultrashort 

1 

CALAM0S  CONVERTIBLE  A** 

17.9 

Convertibles 

HARBOR  SHORT  DURATION** 

6.0 

Intermediate  ( 

CALAM0S  CONVERTIBLE  GROWTH  ft  IHC0ME  A** 

23.1 

Convertibles 

HIGHMARK  CALIF.  INTERM.  T/F  FID.** 

5.2 

Muni.  Calif.  Ii 

} 

CALVERT  T/F  RSV.  LTD.-TERM  A 

3.9 

Muni.  Short 

HOMESTEAD  SHORT-TERM  BOND' 

5.8 

Short  (Gen.) 

II 

COLORADO  B0NDSHARES** 

6.9 

Muni.  S-S  Long 

HOUGH  FLA.  T/F  SHORT-TERM** 

4.2 
6.0 

Muni.  S-S  Inte 
Short  (Gen.) 

DREYFUS  SHORT-TERM  INCOME 

6.7 

Short  (Gen.) 

JANUS  SHORT-TERM  BOND** 

: 

DREYFUS  SH0RT-INTERM.  MUNI.** 

4.2 

Muni.  Short 

KENT  MICH.  MUNICIPAL  BOND  INV.** 

4.0 

Muni.  S-S  Inte 

DUPREE  KY.  T/F  SH0RT-MED. 

3.9 

Muni.  S-S  Interm. 

MAS  LIMITED  DURATION  INSTL.** 

5.8 

Short  (Gen.) 

1 

DUPREE  N.C.  T/F  SH0RT-MED." 

4.1 

Muni.  S-S  Interm. 

MAINSTAY  INSTL.  SHORT-TERM  BOND** 

5.5 

Short  (Gen.) 

■ 

DUPREE  TENN.  T/F  SHORT-MED.** 

4.1 

Muni.  S-S  Interm. 

MANAGERS  SHORT  DURATION  GOVT.** 

5.3 

Ultrashort 

EATON  VANCE  PRIME  RATE  RESERVES 

6.1 

Ultrashort 

MARSHALL  SHORT-TERM  INCOME  INV.** 

5.5 

Short  (Gen.) 

ECLIPSE  ULTRA  SHORT-TERM  INC.** 

5.7 

Ultrashort 

MERCURY  LOW  DURATION  1** 

5.9 

Short  (Gen.) 

1 

EXCELSIOR  SHORT-TERM  TAX  EXEMPT  SEC.** 

3.8 

Muni.  Short 

MERCURY  SHORT-TERM  INVESTMENT  1** 
MERRILL  LYNCH  MUNI.  BOND  LTD.  MATURITY  B** 

5.6 
3.6 

Ultrashort 
Muni.  Short 

u 

:     FEDERATED  ARMS  INSTL.** 

5.6 

Ultrashort 

II 

FEDERATED  LIMITED  0URATI0N  GOVT.  IS** 

5.3 

Ultrashort 

MERRILL  LYNCH  SHORT-TERM  U.S.  GOVT.  B" 

4.9 

Ultrashort 

1 

Data:  Standard  &  Poor's 

J. 
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AVERAGE  ANNUAL 
TOTAL  RETURN  (%)* 


INVESTMENT 
CATEGORY 


EREY  PIA  SHORT-TERM  GOVERNMENT*  *  6.2 

GOMERY  SHORT  DURATION  GOVT.  BOND  R**  6.0 

IORGAN  INSTL.  SHORT-TERM  BOND**  5.8 

I  SHORT-TERM  BOND**  5.5 

NS  SHORT-TERM  MUNI.  INCOME  INV.  A**  4. 1 

IN  FLAGSHIP  OHIO  MUNI.  BOND  R**  6.6 

BANK  NEW  YORK  MUNI.  SELECT**  5.5 

ROUP  ULTRA  SHORT-TERM  BOND  A**  5.8 


Intermediate  Govt. 
Intermediate  Govt. 
Intermediate  (Gen. 
Short  (Gen.) 


Muni.  Short 
Muni.  S-S  Long 
Muni.  N.Y.  Interm. 
Ultrashort 


-IHEIMER  ROCHESTER  LTD.  N.Y.  MUNI.  A**  5 

"IN  t  RYGEL  LIMITED  MATURITY  R**  5 

1  &  RYGEL  SHORT-DUR.  T/F  R**  3 

ANENT  VERSATILE  BOND**  4 


Muni.  S-S  Interm. 
Short  (Gen.) 
Muni.  Short 
Short  (Gen.) 


NE  PRICE  MD.  SHORT-TERM  T/F  BOND  3 . 

WE  PRICE  SUMMIT  MUNI.  INTERMEDIATE**  5 

Nl  PRICE  T/F  SHORT-INTERMEDIATE  4 

ETIREMENT  SHORT-TERM  INVESTMENT**  5 


AB  CALIF.  SHORT-INTERM.  T/F  BOND**  4 

AB  SHORT  INTERMEDIATE  T/F  BOND**  4 

JER  HIGH-YIELD  TAX-FREE  S  5 

INN.  TAX-FREE  INCOME**  4 


5SELL  SHORT-TERM  BOND  S**  5 

MLY  SHORT  DURATION  GOVERNMENT  A*  *  5 

CAPITAL  PRIMARY  T**  4 

YIELD  PLUS**  5 


Muni.  S-S  Interm. 
Muni.  Ntl.  Interm. 
Muni.  Ntl.  Interm. 
Short  Government 


Short  (Gen.) 
Intermediate  Govt. 
Short  (Gen.) 
Ultrashort 


S.  GOVERNMENT  SECURITIES** 
I  BARNEY  ADJ.  RATE  GOVT.  INC.  A** 


Muni.  S-S  Interm. 
Muni.  Ntl.  Interm. 
Muni.  High-Yield 
Muni.  S-S  Long 
Long  Government 
Ultrashort 


The  best  returns 
for  the  year  were 
harvested  mainly 
by  investing  in 
high-quality 
government  bonds 


ty  funds.  It  concludes  with  closed-end 
funds  coverage  next  week. 

Flip  to  page  76,  and  you'll  get  the  low- 
down  on  333  of  the  largest  taxable  and 
tax-exempt  funds.  You'll  find  one-year, 
three-year,  and  five-year  total  returns. 
(Total  return  includes  appreciation  plus 
reinvestment  of  dividends  and  capital 
gains  before  taxes.)  To  help  you  compar- 
ison-shop, we  provide  data  on  yield  and 
maturity,  as  well  as  sales  charges  and 
expenses,  which  average  0.99%  for  tax- 
able and  0.89%  for  tax-free  bond  funds. 
Your  investing  time  horizon  will  dictate 
ideal  yields  and  maturities,  and  knowing 
costs  is  critical:  Expenses  can  quickly  eat 
into  a  bond  fund's  returns. 

Our  Web  site  at  www.businessweek. 
com/mutualfunds/mutfunds/scorebrd/  picks 


FUND 


AVERAGE  ANNUAL  INVESTMENT 
TOTAL  RETURN  (%)*   CATEGORY 


STANDISH  CONTROLLED  MATURITY**  5.8  Short  (Gen.) 

STANDISH  INTERMEDIATE  TAX-EXEMPT  BOND**  5.1  Muni.  Ntl.  Interm. 

STANDISH  international  FIXED  INCOME  INSTL.  9.2  International  Bond 

STANDISH  SHORT-TERM  ASSET  RESERVE**  5  8  Short  (Gen.) 


STRONG  ADVANTAGE  INV. 

6.0 

Ultrashort 

STRONG  ADVISOR  SHORT  DURATION  BOND  Z** 

6.6 

International  Bond 

STRONG  MUNICIPAL  ADVANTAGE** 

4.3 

Muni.  Short 

STRONG  SHORT-TERM  BOND  INV. 

6.0 

Short  (Gen.) 

STRONG  SHORT-TERM  MUNICIPAL  BOND  INV.  4  7 

TCW  GALILEO  MORTGAGE-BACKED  SEC.  I**  6  2 

THORNBURG  LTD.-TERM  MUNI.  CALIF.  A**  4.4 

THORNBURG  LTD.-TERM  MUNI.  NATL.  A  4.3 


Muni.  Short 
Short  Government 
Muni.  S-S  Interm. 
Muni.  Ntl.  Interm. 


THORNBURG  N.M.  INTERM.  MUNI.  A**  4.4 

U.S.  GLOBAL  INV.  NEAR-TERM  TAX-FREE**  4.5 

USAA  SHORT-TERM  BOND**  5.9 

USAA  TAX-EXEMPT  INTERMEDIATE  5  4 


Muni.  S-S  Interm. 
Muni.  Ntl.  Interm. 
Short  (Gen.) 
Muni.  Ntl.  Interm. 


USAA  TAX-EXEMPT  SHORT-TERM  4  6 

VAN  KAMPEN  HIGH-YIELD  MUNI.  A  5  2 

VANGUARD  CALIF.  T/F  INS.  INTERM.  TAX-EX.**  5.9 

VANGUARD  CALIF.  T/F  INS.  LONG-TERM  TAX-EX.  7.1 

VANGUARD  MUNI.  BOND  LTD.-TERM  4.4 

VANGUARD  MUNI.  BOND  SHORT-TERM  3  9 

VANGUARD  SHORT-TERM  FEDERAL  5 . 9 

WARBURG  PINCUS  N.Y.  INTERM.  MUNI.  CMN.**  4.8 

WPG  INTERMEDIATE  MUNI.  BOND**  5.1 

WELLS  FARGO  STABLE  INCOME  I  5.7 


Muni.  Short 
Muni.  High-Yield 
Muni.  Calif.  Interm. 
Muni.  Calit.  Long 
Muni.  Short 
Muni.  Short 
Short  Government 
Muni.  N.Y.  Interm. 
Muni.  Ntl.  Interm. 
Short  (Gen.) 


2000,  appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes 


*More  fund  data  on  BusinessWeek  Online 
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up  where  the  magazine  leaves  off, 
with  1,255  more  funds  in  an  inter- 
active version  of  the  Scoreboard. 
Online,  you'll  find  tools  to  screen 
funds  by  various  criteria.  All  data 
were  prepared  for  BusinessWeek 
by  Standard  &  Poor's  Corp.,  which 
is  also  owned  by  The  McGraw-Hill 
Companies. 

The  highlight  of  this  issue  is  the 
exclusive  BusinessWeek  seal  of  ap- 
proval: the  A  rating.  Relatively  few 
bond  funds — 104  of  1,588 — earn  it. 
Those  that  do  have  at  least  five 
years  of  performance  history  and 
are  ranked  according  to  the  risks 
taken  to  achieve  returns.  Risk  is  cal- 
culated by  subtracting  the  monthly 
Treasury  bill  return  from  the  fund's 
total  return  for  each  of  the  60 
months  in  the  rating  period.  When  a 
fund  underperforms  T-bills,  the  re- 
sult is  negative.  The  more  negative 
results  over  the  five-year  period,  the 
riskier  the  fund.  We've  divided  rat- 
ings into  taxable  and  tax-exempt 
funds  and  have  also  rated  funds 
against  others  in  their  category. 

The  best  returns  in  2000  were 
harvested  mainly  by  investing  in 
high-quality  government  bonds.  A 
buyback  program  that  would  trim 
the  supply  of  long-term  Treasuries 
helped  to  spur  the  rally  on:  The  10- 
year  Treasury  bond  began  the  year 
yielding  6.44%  and  ended  at  5.11%,  as 
investors  bid  up  the  price,  driving  down 
the  yield.  Long  government  bond  funds 
were  the  best-performing  category,  up 
14.1%,  while  intermediate  government 
funds  rose  10.8%. 

FEWER  MUNIS.  Quality  was  the  name  of 
the  game  last  year  for  co-manager 
Michael  Hoeh  of  the  Dreyfus  Short-Term 
Income  Fund.  He  raised  "agency  securi- 
ties"— those  backed  by  U.  S.  government 
agencies — to  40%,  up  from  10% 
of  assets  last  year.  The  fund, 
which  yields  6.5%,  showed  a 
total  return  of  8.9%  last  year. 
"At  the  end  of  the  second 
quarter  it  was  clear  the  econo- 
my was  slowing  and  there 
were  increased  bankruptcies  in 
the  corporate  market,"  says 
Hoeh,  whose  fund  is  a  repeat 
A-list  performer.  "A  move  to 
higher  credit  qualities  really 
paid  off." 

You'll  also  find  a  slew  of  mu- 
nicipal bond  funds  on  the  A- 
list.  They've  ticked  up  with  a 
dwindling  supply  of  new  muni 
issues  and  relatively  strong  lo- 
cal economies.  In  contrast, 
tight  monetary  policy  and  the 


How  the  Groups  Fared 

A  flight  to  quality  improves  returns 

for  government-grade  bonds 

AVERAGE  ANNUAL  TOTAL  RETURN  (%)* 

CATEGORY 

2000 

1998-2000 

1996-2000 

LONG  GOVERNMENT 

14.1 

6.0 

5.7 

MUNI.  CALIFORNIA  LONG 

13.1 

4.5 

5.3 

MUNI.  NEW  YORK  LONG 

12.0 

4.2 

5.0 

MUNI.  NATIONAL  LONG 

11.1 

4.0 

4.9 

MUNI.  SINGLE-STATE  LONG 

11.0 

4.0 

4.9 

INTERMEDIATE  GOVERNMENT 

10.8 

5.7 

5.7 

LONG  (GENERAL) 

9.6 

4.8 

5.5 

MUNI.  NEW  YORK  INTERMEDIATE 

9.6 

4.6 

5.0 

INTERMEDIATE  (GENERAL) 

9.5 

5.3 

5.5 

MUNI.  CALIFORNIA  INTERMEDIATE 

9.2 

4.4 

4.9 

EMERGING  MARKETS  BOND 

9.0 

2.7 

10.2 

MUNI.  NATIONAL  INTERMEDIATE 

8.6 

4.2 

4.7 

MUNI.  SINGLE-STATE  INTERMEDIATE 

8.6 

4.0 

4.5 

SHORT  GOVERNMENT 

7.8 

5.3 

5.4 

SHORT  (GENERAL) 

7.5 

5.4 

5.5 

ULTRASHORT 

6.0 

5.1 

5.4 

MUNI.  SHORT 

5.1 

3.8 

4.0 

INTERNATIONAL  BOND 

3.0 

2.9 

4.3 

MUNI.  HIGH  YIELD 

1.5 

0.5 

4.0 

MULTISECT0R 

0.8 

1.3 

4.7 

CONVERTIBLES 

0.0 

11.5 

13.3 

HIGH  YIELD 

-8.1 

-1.7 

4.1 

ALL  TAX  FREE 

10.1 

4.0 

4.8 

ALL  TAXABLE 

6.3 

4.5 

5.7 

'Appreciation  plus  reinvestment  of  dividends  and  capita 

gains  before  taxes 

Data:  Standard  &  Poor's 

II 


evaporation  of  capital  from  Wall  Street 
and  banks  hurt  returns  from  both  in- 
vestment-grade and  high-yield  corporate 
debt.  Few  bond  funds  investing  in  risky 
issues  are  A-rated.  That's  a  far  cry  from 
1999,  when  convertible-bond  funds  post- 
ed the  highest  absolute  returns  of  all 
bond  funds.  But  just  as  easily  as  these 
hybrid  investments  gained  on  a  booming 
equity  market  in  the  past  three  years, 
performance  sank  as  the  market  reeled. 


The  Largest  Funds 

Here's  how  BusinessWeek  rates  the  largest  bond  funds 


FUND 


ASSETS  AVG.  ANNUAL         OVERALL 

MILLIONS    5-YR.  RETURN  (%)*      RATING 


VANGUARD  GINNIE  MAE 
FRANKLIN  CALIF.  TAX-FREE  INC.  A 
VANGUARD  BOND  IDX.  TOTAL  BOND  MARKET 
BOND  FUND  OF  AMERICA  A 
VANGUARD  MUNI  BOND  INTERM.-TERM 

VANGUARD  SHORT-TERM  CORPORATE 
FRANKLIN  U.S.  GOVT.  SECURITIES  A 
FRANKLIN  FEDERAL  TAX-FREE  INC.  A 
VAN  KAMPEN  PRIME  RATE  INC.  TRUST 
VANGUARD  HIGH-YIELD  CORPORATE 

'1996-2000,  Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes 
Data:  Standard  &  Poor's 


$13.6 

6.7 

B+ 

12.0 

5.5 

B 

10.7 

6.4 

B 

9.2 

5.9 

C 

8.7 

5.1 

B+ 

7.2 

5.9 

B+ 

6.9 

6.4 

B 

6.3 

5.3 

B+ 

5.7 

4.8 

B+ 

5.2 

5.6 

C- 

Only  two  convertible  funds,  down 
from  10  in  1999,  make  the  A  grade 
this  year,  but  the  group's  long-term 
gains  still  hold:  Convertible-bond 
funds'  three-year  returns  at  11.5% 
and  five-year  returns  at  13.3% 
trounce  other  categories. 
"GOOD  UPSIDE."  The  two  convert- 
ible bond  funds  that  earn  high  marks 
are  both  products  of  Calamos  Asset 
Management  Inc.  in  Naperville,  10., 
which  manages  $6  billion  in  convert- 
ible portfolios.  Consistent  top  per- 
formers, the  Calamos  Convertible 
and  Calamos  Convertible  Growth  &, 
Income  funds  shed  telecom  compa- 
nies, such  as  Qualcomm  Inc.,  and 
trimmed  back  tech  stocks  like  Veri- 
tas Software  Corp.  going  into  2000. 
The  assets  were  reinvested  into 
slower-growth  companies,  such  as 
ace  Ltd.  and  Metropolitan  Life.  It's 
not  that  John  P.  Calamos,  the  firm's 


a  market  call,  he  says,  but  rather 
that  he  was  paying  attention  to  how 
close  to  par  the  bonds  were  trading. 
"We  had  some  good  upside,  and  we 
knew  we  had  to  lay  off,"  said  Calam- 
os, who  runs  the  funds  with  his 
nephew  Nick  and  his  son,  John  Jr. 
The  Calamos  team  is  now  selectively 
buying  below-investment-grade 
bonds  and  banking  on  a  soft  land- 
ing for  the  economy.  Still,  Calamos  is 
"long-term  bullish  and  short-term  scared 
all  the  time,"  he  says.  "It's  a  risky  area,  so 
we're  trying  to  do  our  homework  and  be 
careful." 

Sensitivity  to  risk  is  a  fundamental 
character  trait  in  bond  managers.  But 
another  commonality  among  superstars  is 
the  inclination  to  look  below  the  surface 
of  traditional  fixed-income  securities. 
Many  winning  fund  managers  dabble  in 
arcane  instruments  that  require  in-depth 
research.  Take  Michael  C.  Bril 
ley,  chief  fixed-income  officer  at 
Sit  Investment  Associates  Inc. 
in  Minneapolis  and  co-manager 
for  the  A-rated  Sit  U.S.  Gov- 
ernment Securities  Fund.  The 
fund's  "long  government"  clas- 
sification is  a  bit  of  a  misnomer. 
Its  style  is  not  to  buy  tradi- 
tional, single-family  mortgage- 
backed  securities  of  the  ( Jinnie 
Mae  or  Fannie  Mae  variety.  In- 
stead, the  fund  buys  mobile- 
home  and  manufactured-hous- 
ing  debt,  which  matures  in  5 
to  ir>  years.  These  bonds  are,  in 
general,  shielded  from  reli 
nancings,  defaults,  and  prepay- 
ments for  several  reasons.  Mo- 
bile homes  depreciate,  so  it's 


* 
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The  Best  by  Categories 

Rating  bond  funds  against  their  peers,  we  awarded  A's  to  these  funds: 


FUND 


TOTAL  RETURN- 


CONVERTIBLES 

CALAMOS  CONVERT.  GROWTH  I  INCOME  A"      23. 1% 


HIGH-YIELD 

COLUMBIA  HIGH-YIELD- ' 

JANUS  HIGH-YIELD" 

MOSAIC  INCOME  TR.  INTERM  INCOME 

STRONG  HIGH-YIELD  BOND  INV. 


6.9 
9.4 
5.4 
8.7 


INTERMEDIATE  (GENERAL) 

FEDERATED  TOTAL  RETURN  BOND  INSTL**.  6.7 

FIRSTAR  INTERM.  BOND  MARKET  INSTL.  6  0 

HARBOR  SHORT  DURATION"  6.0 

JANUS  ASPEN  FLEXIBLE  INCOME  INSTL**  7.5 

MAS  INTERMEDIATE  DURATION  INSTL**  6.1 

MFS  LIMITED  MATURITY  A**  5.2 

MONETTA  INTERMEDIATE  BONO**  6.7 

J.P.  MORGAN  INSTL.  SHORT-TERM  BOND  5  8 


INTERMEDIATE  GOVERNMENT 

ACCESSOR  MORTGAGE  SECURITIES  ADV.**  6.6 

AMERICAN  CENTURY  GNMA  INV.  6.3 

FIDELITY  GINNIE  MAE  6.3 

FIDELITY  MORTGAGE  SECURITIES  INITIAL  6  7 

FRANKLIN  STRATEGIC  MORTGAGE"  7.0 

MONTEREY  PIA  SHORT-TERM  GOVT.**  6.2 

MONTGOMERY  SHORT  DUR.  GOVT.  BOND  R  "  6  0 

SEI  DAILY  SHORT  DUR.  GOVT.  A**  5  8 

VANGUARD  GINNIE  MAE  6.7 


INTERNATIONAL  BOND 

MERRILL  LYNCH  SHORT-TERM  GLOBAL  INC.**  4.6 

PAYDEN  &  RYGEL  GLOBAL  FIXED  INCOME  R  7  7 

STANDISH  INTL.  FIXED  INCOME  INSTL.  9 . 2 

STRONG  ADVISOR  SHORT  DURATION  BOND  Z**  6.6 


LONG  (GENERAL) 

MAS  FIXED  INCOME  INSTL  6.7 

J.P.  MORGAN  INSTL.  BOND  6.0 

WARBURG  PINCUS  FIXED  INCOME  CMN.  6.1 

WELLS  FARGO  DIVERSIFIED  BOND  I  6  8 


LONG  GOVERNMENT 

ARMADA  U.S.  GOVT.  INCOME  I**  6.3 

DELAWARE  LIMITED-TERM  GOVT.  A**  5.1 

SIT  U.S.  GOVERNMENT  SECURITIES**  6 . 0 


MULTISECTOR 

T.  ROWE  PRICE  SPECTRUM  INCOME 


6.7 


MUNICIPAL  CALIF.  INTERM. 

VANGUARD  CALIF.  T/F  INS.  INTERM.  5.9 


MUNICIPAL  CALIF.  LONG 

AMERICAN  CENTURY  CALIF.  HI-YLD.  MUNI.  6 . 3 

PARNASSUS  INCOME  CALIF.  TAX-EXEMPT  5 . 9 

VANGUARD  CALIF.  T/F  INS.  LONG-TERM  TAX-EXEMPT  7.1 


MUNICIPAL  HIGH-YIELD 

VAN  KAMPEN  HIGH-YIELD  MUNI.  A 


5.2 


MUNICIPAL  NATIONAL  INTERM. 
AIM  TAX-FREE  INTERMEDIATE  4 . 9 

AMERICAN  CENTURY  LTD.-TERM  TAX-FREE  INV.  "4.5 
FIDELITY  SPARTAN  SHORT-INTERM.  MUNI.  INC.  4.4 
T.  ROWE  PRICE  INV.  NEAR-TERM  TAX-FREE**       4.5 

*1996-2000,  appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes 
**More  fund  data  on  BusinessWeek  Online  tFormerly  Mosaic  High-Yield  Fund 


FUND                                                                 TOTAL  RETURN- 

MUNICIPAL  NATIONAL  LONG 

CITIFUNDS  NATL  TAX-FREE  INC.  A** 

6.4% 

DELAWARE  TAX-FREE  USA  INTERM.  A** 

4.9 

MAS  MUNICIPAL  INSTL.** 

6.0 

PAINEWEBBER  PACE  MUNI.  FIXED  INCOME** 

4.5 

T.  ROWE  PRICE  SUMMIT  MUNI.  INCOME** 

6.0 

F.  RUSSELL  TAX-EXEMPT  BOND  S** 

4.0 

SCUDDER  MANAGED  MUNICIPAL  BOND  S 

5.6 

SIT  TAX-FREE  INCOME 

5.1 

MUNICIPAL  NEW  YORK  LONG 

FRANKLIN  NEW  YORK  TAX-FREE  INC.  A  5.6 

NUVEEN  NEW  YORK  MUNICIPAL  BOND  R**  5  7 

USAA  TAX-EXEMPT  NEW  YORK  BOND**  5 . 9 


MUNICIPAL  SHORT 

STRONG  MUNICIPAL  ADVANTAGE 


4.3 


MUNICIPAL  SINGLE-STATE  INTERM. 

AMERICAN  CENT.  CALIF.  LTD-TERM.  T/F  INV.**  4.4 

BERNSTEIN  SHORT-DURATION  CALIF.  MUNI.**  3  7 

BERNSTEIN  SHORT-DURATION  N.Y.  MUNI.**  3  6 

DUPREE  N.C.  TAX-FREE  SHORT-MED.**  4.1 

DUPREE  TENN.  TAX-FREE  SHORT-MED.**  4.1 

HOUGH  FLA.  TAX-FREE  SHORT-TERM**  4  2 

MUNICIPAL  SINGLE-STATE  LONG 

ALLIANCE  MUNI.  INCOME  ARIZONA  A**  6.1 

ALLIANCE  MUNI.  INCOME  VIRGINIA  B**  5.7 

COLORADO  BONDSHARES**  6  9 

FIDELITY  SPARTAN  CONN.  MUNI.  INC.  5 . 5 

FIDELITY  SPARTAN  FLA.  MUNI.  INC.  5.3 

FIDELITY  SPARTAN  MASS.  MUNI.  INC.  5 . 5 

FIDELITY  SPARTAN  MD.  MUNI.  INC.**  5.4 

FIDELITY  SPARTAN  MINN.  MUNI.  INC.**  5.2 

FIDELITY  SPARTAN  N.J.  MUNI.  INC.  5.5 

FIDELITY  SPARTAN  PENN.  MUNI.  INC**.  5.3 

FIRST  HAWAII  MUNICIPAL  BOND**  4.5 

FRANKLIN  P.R.  TAX-FREE  INC.  A**  5.4 

NORTH  DAKOTA  TAX-FREE  B**  4.1 

NUVEEN  FLAGSHIP  OHIO  MUNI.  BOND  R**  6.6 

NUVEEN  MASS.  MUNICIPAL  BOND  R**  4.8 

OCEAN  STATE  TAX-EXEMPT**  4  6 

T.  ROWE  PRICE  MD.  TAX-FREE  BOND  5.3 

RUSHMORE  FUND  FOR  TAX-FREE  INVEST.  MD.**  4.6 

SIT  MINN.  TAX-FREE  INCOME**  4 . 8 

SOUTH  DAKOTA  TAX-FREE  B"  4.5 

USAA  TAX-EXEMPT  VIRGINIA  BOND  5 . 7 

VANGUARD  N.J.  INS.  LONG  TAX-EXEMPT  5  5 

VANGUARD  PENN.  INS.  LONG  TAX-EXEMPT  5 . 7 


SHORT  (GENERAL) 

PAYDEN  ft  RYGEL  LIMITED  MATURITY  R**  5.5 

STANDISH  SHORT-TERM  ASSET  RESERVE**  5  8 

WELLS  FARGO  STABLE  INCOME  I**  5.7 


SHORT  GOVERNMENT 

CUFUND  SHORT-TERM  MATURITY**  5 . 8 

RSI  RETIREMENT  SHORT-TERM  INVESTMENT*  *  5.0 

TCW  GALILEO  MORTGAGE-BACKED  SEC.  I**  6  2 


ULTRASHORT 
EATON  VANCE  PRIME  RATE  RESERVES 
STRONG  ADVANTAGE  INV. 


6.1 
6.0 


Data:  Standard  &  Poor's 


more  difficult  to  refinance  and  the  inter- 
est tends  to  be  high.  That  eliminates 
some  key  risks  in  other,  more  main- 
stream, mortgage-backed  securities.  Al- 
though "these  aren't  your  best  credits," 
Brilley  says,  "they  are  high-coupon  mort- 
gage loans  with  a  very  low  degree  of 
refinancing  activity." 
CREDIT  CRUNCH.  Some  of  the  most  suc- 
cessful municipal  bond  managers  also 
buy  sophisticated  debt  instruments.  The 
$2.6  billion  usaa  Tax-Exempt  Interme- 
diate-Term Fund,  a  national  muni  bond 
fund,  for  example,  has  a  healthy  20% 
stake  in  booming  New  York  State.  But  it 
also  invests  20%  of  assets  in  municipal 
sinking  fund  bonds,  which  are  safer  be- 
cause they're  "insured"  with  a  custodial 
account  used  for  redemptions  and  buy- 
backs.  Sinking  funds  tend  to  have  a  short 
duration  and  are  ignored  by  most  other 
managers,  says  usaa  manager  Clifford 
A.  Gladson.  "We're  always  looking  for 
deals  that  may  take  a  little  more  time  to 
understand — that  are  a  little  harder  to 
value."  That  doesn't  mean  Gladson  ig- 
nores risk:  The  fund  holds  200  sorts  of  is- 
sues, representing  debt  from  nearly 
every  state  in  America. 

Wall  Street  mergers  and  tight  lend- 
ing standards  led  to  a  credit  crunch  and  a 
crimp  on  corporate  bond  performance 
last  year.  A  sagging  equity  market  did 
not  help:  High-yield  bonds  lost  an  average 
8.1%  in  2000,  pulling  down  the  average 
three-year  result  to  a  1.7%  loss.  Jeffrey 
A.  Koch,  manager  for  the  Strong  High 
Yield  Bond  fund,  an  A-rated  fund,  navi- 
gated the  stormy  markets  by  trimming 
telecom  and  tech  at  the  start  of  2000.  A 
"complete  washout  with  indiscriminate 
selling"  in  November  prompted  him  to 
get  back  into  the  junk  bond  game. 
"We've  finished  with  the  bear  phase  of 
the  high-yield  market,"  says  Koch.  The 
Strong  fund,  which  yields  more  than 
12.6%,  ended  the  year  at  $620  million 
and  now  stands  at  $850  million,  after  a 
rush  of  new  cash  and  market  apprecia- 
tion. Koch  is  looking  for  companies  mov- 
ing to  reduce  debt  or  raise  asset  value, 
citing  Level  3  Communications  Inc.  and 
Williams  Communication  Group  Inc.  as 
two  such  examples.  "These  are  asset-rich 
companies  with  seasoned  management," 
he  adds.  "The  prospects  are  good." 

Bond  funds  won't  give  you  the  rush 
equities  can  when  the  going  is  good.  But 
they  sure  do  deserve  a  place  in  the  port- 
folio of  savvy  investors — especially  when 
the  going  gets  rough. 

By  Mara  Der  Hovanesian 
in  New  York 


BusinessWeek  online 


For  info  on  1,255  additional  bond 

funds  see  www.businessweek. 

com/mutualfunds/mutfunds/scorebrd/ 
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How  to  Use  the  Tables 

RATING 

BusinessWeek  Ratings  measure 
risk-adjusted  performance.  This 
shows  how  well  a  fund  performed 
relative  to  other  funds  and  rela- 
tive to  the  level  of  risk  it  took. 
Risk-adjusted  performance  is  de- 
termined by  subtracting  a  fund's 
risk-of-loss  factor  (see  below) 
from  its  historic  total  return.  Per- 
formance calculations  are  based 
on  the  five-year  time  period  be- 
tween Jan.  1,  1996,  and  Dec. 
31,  2000.  For  BW  ratings,  funds 
are  divided  into  taxable  and  tax- 
exempt  funds.  Funds  are  also  rat- 
ed against  others  in  their  catego- 
ry. Ratings  are  based  on  a  normal 
statistical  distribution  within 
each  group  and  awarded  as 
follows: 

A  SUPERIOR 


B+ 

VERY  GOOD 

B 

ABOVE  AVERAGE 

C 

AVERAGE 

c- 

BELOW  AVERAGE 

D 

POOR 

F 

VERY  POOR 

RISK 

The  risk-of-loss  factor  is  the  po- 
tential for  losing  money  in  a 
fund,  calculated  as  follows:  The 
monthly  Treasury  bill  return  is 
subtracted  from  the  fund's  total 
return  for  each  of  the  60  months 
in  the  rating  period.  When  a  fund 
has  underperformed  Treasury 
bills,  the  result  is  negative.  The 
sum  of  these  negative  numbers  is 
then  divided  by  the  number  of 
months  in  the  period.  The  result 
is  a  negative  number,  and  the 
greater  its  magnitude,  the  higher 
the  risk  of  loss. 
PERFORMANCE  COMPARISON 
The  tables  provide  performance 
data  over  three  time  periods. 
Here  are  equivalent  total  returns 
for  the  Lehman  Brothers  bond  in- 
dexes during  those  periods: 

AGGREGATE    MUNI. 
2000  11.6%  11.7% 

3-year  average  (1999-2000)    6.4%     5.2% 
5-year  average  (1996-2000)    6.5%     5.8% 
FUND  CATEGORIES 
General  bond  funds  are  classified 
long-term  (CD,  intermediate-term 
(CI),  short-term  (CS),  and  ultra- 
short (UB);  government,  long 
(GL),  intermediate  (Gl),  and  short 


(GS);  municipal,  national  long 
(ML),  national  interm.  (Ml),  sin- 
gle-state long  (SL),  single-state 
interm.  (SI),  Calif,  long  (MC), 
Calif,  interm.  (MF),  New  York 
long  (MY),  New  York  interm. 
(MN),  short-term  (MS)  and  high- 
yield  (MH);  specialized  funds, 
convertible  (CV),  high-yield  (HY), 
international  (IB),  emerging  mar- 
kets (EB),  and  multisector  (MU). 
SALES  CHARGE 

The  cost  of  buying  a  fund,  com- 
monly called  the  "load."  Many 
funds  take  loads  out  of  initial  in- 
vestments, and  for  ratings  pur- 
poses, performance  is  reduced  by 
these  charges.  Loads  on  with- 
drawals can  take  two  forms.  De- 
ferred charges  decrease  over 
time.  Redemption  fees  are  im- 
posed whenever  investors  sell 
shares.  Funds  with  none  of  these 
charges  are  called  "no-load." 
EXPENSE  RATIO 
Fund  expenses  for  2000  as  a 
percentage  of  average  net  assets. 
The  measures  show  how  much 
shareholders  pay  for  fund  man- 
agement. Footnotes  indicate 
12(b)-l  plans,  which  allocate 
shareholder  money  for  marketing 


costs.  The  average  expense  ratio 
is  0.99%  for  taxable  funds, 
0.89%  for  tax-free  funds. 


TOTAL  RETURN 

A  fund's  net  gain  to  investors,  ir 
eluding  reinvestment  of  divi- 
dends and  capital  gains  at 
month-end  prices. 

YIELD 

Income  distributions  during 
2000  expressed  as  a  percent  of 
net  asset  value,  adjusted  for  cap-|Bf 
ital  gains. 

MATURITY 

The  average  maturity  of  the  secu-  J^ 
rities  in  a  fund's  portfolio, 
weighted  by  market  value. 

HISTORY 

A  fund's  relative  performance 
during  the  five  12-month  periods^ 
from  Jan.  1,  1996,  to  Dec.  31, 
2000.  The  numbers  designate 
which  quintile  the  fund  was  in 
during  the  period:  D  for  the  top 
quintile;  0  for  the  second  quin 
tile;  Q  for  the  third  quintile;  Q 


I 

u 
II 

m 
m 

•ft 

fl; 
w 


to 
to 
to 

to 
to 
to 


for  the  fourth  quintile;  and  H  forfBi 
the  bottom  quintile.  No  number 
indicates  no  data  for  that  period 

TELEPHONE  NUMBERS 

See  index  on  page  81. 
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FUND 


RATING      CATEGORY      RATING     SIZE 


FEES 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(RATING  COMPARES  FUND 
WITHIN  CATEGORY) 


ASSETS     %  CHG. 
SMIL.    1999-2000 


SALES         EXPENSE 
CHARGE  (%)    RATIO  (%) 


PERFORMANCE 


1  YR.     3  YR.     5  YR. 


PORTFOLIO  HISTORY 

YIELD  MATURITY     RESULTS  VS. 
(%)     (YEARS)        ALL  FUNDS 


TAXABLE 


,IUH 


AIM  HIGH-YIELD  B 

F 

HY 

F 

851.1 

-47 

0.00** 

1.68t 

-24.5 

-10.3 

-1.6 

14.3 

8.0 

HE1BDB    * 

AIM  INCOME  A 

D 

CL 

F 

336.4 

-15 

4.75** 

0.91 1 

-1.1 

0.2 

4.1 

7.6 

13.4 

OHEJQB    MX 

ALLIANCE  CORPORATE  BOND  A 

D 

CL 

F 

490.1 

3 

4.25** 

1.1 2t 

8.1 

3.3 

6.2 

8.2 

24.4 

DBBBQ 

■ 

ALLIANCE  HIGH-YIELD  B 

HY 

346.6 

-33 

0.00** 

2.04t 

-12.5 

-5.9 

N/A 

13.5 

7.5 

BBS 

Ms 

ALLIANCE  NORTH  AMERICAN  GOVT.  INC.  A 

B 

IB 

B» 

969.1 

38 

4.25** 

2.09t 

18.4 

10.8 

14.1 

10.1 

13.3 

aaauD 

IB 

ALLIANCE  U.S.  GOVERNMENT  PORT.  A 

c- 

Gl 

F 

448.9 

4 

4.25** 

2.14t 

12.4 

5.8 

5.2 

6.4 

N/A 

uaoaa 

Wilis 

AMERICAN  CENTURY  GNMA  INV. 

B  + 

Gl 

A 

1277.9 

-5 

No  load 

0.59 

10.6 

5.8 

6.3 

6.5 

N/A 

DDBDB 

m 

AMER.  CENTURY  INTERM.  TREAS.  INV. 

B 

Gl 

C 

342.9 

-5 

No  load 

0.51 

12.6 

6.3 

6.2 

5.2 

5.7 

BBDBO 

H»« 

AMER.  CENTURY  SHORT-TERM  GOVT.  INV. 

B+ 

GS 

C 

762.7 

-3 

No  load 

0.59 

7.8 

5.2 

5.1 

5.9 

2.4 

BBBDD 

ow 

AMER.  CENTURY  TARGET  MAT.  202S  INV. 

GL 

542.9 

-29 

No  load 

0.59 

42.7 

11.1 

N/A 

6.0 

25.0 

□ana 

ft* 

AMERICAN  HIGH-INCOME  A 

D 

HY 

■ 

2591.3 

-9 

3.75** 

0.82t 

-4.2 

1.6 

6.0 

9.2 

7.5 

DFJBDQ 

1ST 

AMERICAN  INCOME  U.S.  GOVT.  SECS.  A 

C 

Gl 

C 

1142.4 

-10 

3.75** 

0.85t 

11.9 

5.9 

5.8 

5.7 

14.9 

BBBBD 

tor 

ARMADA  BOND  1  (a) 

C 

CL 

B 

889.5 

164 

No  load 

0.73 

12.0 

5.8 

6.0 

6.4 

13.0 

BODBD 

itr 

ARMADA  INTERMEDIATE  BOND  1 

C 

CI 

C 

349.4 

17 

No  load 

0.58t 

6.8 

4.8 

4.9 

6.6 

6.4 

BBOBQ 

tor 

ARMADA  TOTAL  RETURN  ADVANTAGE  1 

C 

CL 

■ 

362.0 

16 

No  load 

0.48t 

12.4 

6.0 

6.0 

6.0 

11.3 

BBOBD 

lM 

AXP  BOND  A 

C 

CL 

C 

2164.6 

-14 

4.75 

0.93t 

7.1 

4.1 

5.4 

6.6 

15.0 

aasaa 

>m 

AXP  EXTRA  INCOME  A 

D 

HY 

c- 

1862.2 

-29 

4.75 

0.99t 

-10.3 

-3.0 

3.3 

12.4 

7.1 

HBBDB 

*>i 

AXP  FEDERAL  INCOME  A 

C 

GL 

B 

1004.1 

-37 

4.75 

0.92t 

5.9 

4.6 

5.2 

5.8 

18.7 

BBOBB 

uti 

AXP  GLOBAL  BOND  A 

D 

IB 

c 

387.0 

-33 

4.75 

1.22t 

3.4 

1.9 

3.3 

3.6 

9.1 

BBBBB 

In 

AXP  SELECTIVE  A 

C 

CL 

c 

945.0 

-13 

4.75 

0.97t 

10.0 

5.6 

5.5 

5.9 

16.9 

LHJEIUH 

»*<> 

BERNSTEIN  INTERMEDIATE  DURATION 

C 

CI 

c 

2012.1 

-23 

No  load 

0.60 

8.4 

5.2 

5.3 

6.5 

9.8 

BBDOQ 

i* 

BOND  FUND  OF  AMERICA  A 

C 

CI 

c 

9167.5 

-4 

3.75** 

0.69t 

6.2 

4.5 

5.9 

7.2 

13.8 

BBBBB 

k» 

CALVERT  INCOME  A 

B 

CL 

m* 

472.4 

312 

3.75** 

1.17t 

4.8 

7.5 

7.5 

7.2 

16.3 

OBBDB 

fc> 

CAPITAL  WORLD  BOND  A 

D 

IB 

c 

401.6 

-25 

3.75** 

1.12t 

1.5 

2.7 

2.B 

3.5 

4.8 

BBBDB 

•sti 

COLUMBIA  FIXED-INCOME  SECURITIES 

C 

CI 

B 

375.6 

-6 

No  load 

0.64 

11.3 

5.9 

6.1 

6.3 

lb  H 

BDBBB 

kn 

lemptionfa    "  Includes  deferred  sales  charge,  t  12(b)-l  plan  in  effect.  NA 

=  Not  available.  NM 

=  Not  meaningful. 

tone  Group;  Bond  Instl. 
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FUND 


RATING      CATEGORY      RATING     SIZE 


FEES 


PERFORMANCE 


PORTFOLIO 


HISTORY 


(COMPARES  RISK-ADJUSTED  PERFORMANCE    (RATING  COMPARES  FUND      ASSETS     %  CHG.  SALES         EXPENSE 

OF  EACH  FUND  AGAINST  ALL  FUNDS)  WITHIN  CATEGORY)       $MIL.    1999-2000     CHARGE  (%)    RATIO  (%) 


TOTAL  RETURN  (%)  YIELD  MATURITY     RESULTS  VS. 

1YR.     3YR.     5YR.       (%)     (YEARS)        ALL  FUNDS 


DELAWARE  DELCHESTER  A 
DODGE  &  COX  INCOME 
DREYFUS  A  BONDS  PLUS 
DREYFUS  GNMA 


DREYFUS  INV.  GRADE  SHORT-TERM  INCOME       A 


F 

B+ 

C- 

B 

B+ 


353.4 
972.8 
563.5 
919.1 
481.2 


-50 
-5 
20 
-6 
27 


4.75* 
No  load 
No  load 
No  load 
No  load 


1.27t 
0.46 
1.00 
0.92t 
0.84 


-20.8 
10.7 
10.2 
10.6 
8.9 


-9.2 
5.9 
4.8 
5.3 
6.5 


-0.9 
6.2 
5.3 
5.8 
6.7 


13.0  7.5 

6.6  14.8 

6.0  10.1 

6.3  8.4 

6.5  3.0 


OBBBB 
BDDBB 

sobob 

BBBBB 

OBBOB 


DREYFUS  PREMIER  CORE  BOND  A  (b)  B 

DREYFUS  PREMIER  LTD    TERM  HIGH  INC  B 

DREYFUS  SHORT  INTERM   GOVT.  B-f 

-IATON  VANCE  HIGH  INCOME  B  D 

1ATON  VANCE  INCOME  OF  BOSTON  A  C- 


iATON  VANCE  INSTL.  SHORT  TREAS 
iATON  VANCE  PRIME  RATE  RESERVES 

EDERATED  GNMA  INSTL 

EDERATED  GOVT.  INCOME  SECS.  F 
'EDERATED  HIGH-INCOME  BOND  B 


CI 
HY 
GS 
HY 
HY 

GS 

UB 
Gl 
Gl 
HY 


B  + 

C- 

C 

B 


388.3 
425.6 
368.9 
657.3 
629.5 


32 
-27 

-15 

-11 

71 


4.50* 
0.00* 
No  load 
0.00* 
4.75* 


1.04 

1.45t 

0.71 

1.74T 

1.04 


9.1 

-4.7 

9.0 

-14.0 

-7.1 


670.7 
A  3956.8 

B+  765.6 

C  868.5 

C-  899.3 


239 
0 
-14 
-16 
-28 


No  load 
0.00* 

No  load 
1.00* 
0.00* 


0.60 
1.24t 
0.63 
0.98 
1.98T 


5.5 
3.9 

10.8 
11.7 
-10.3 


6.1 
-1.3 

5.7 
-1.0 

2.4 

N/A 
5.6 
6.0 
5.7 
-2.6 


7.2 
N/A 
5.5 
5.0 
7.2 


6.2 
11.7 

5.7 
13.5 
12.5 


9.8 
4.1 
2.4 
8.0 
7.1 


BBBBB 

BOB 

BBBOB 

BDEH1B 

ansae 


N/A 
6.1 
6.4 
6.1 
3.2 


5.3 

8.1 
6.4 
5.9 
10.8 


0.1 
N/A 
N/A 
N/A 
7.9 


B 
OBaOB 
OBOOB 

BBOBB 

uaanQ 


'EDERATED  HIGH-YIELD 
'EDERATED  INCOME  INSTITUTIONAL 
"EDERATED  STRATEGIC  INCOME  B 
'EDERATED  U.S.  GOVT.  1-3  YRS.  INSTL. 
EDERATED  U.S.  GOVT.  2  5  YRS.  INSTL. 


D 
B+ 
D 
B+ 

B 


HY 
Gl 
MU 
GS 
Gl 


C 
B+ 

C 
B+ 

B 


'EDERATED  U.S.  GOVT.  SECS.  A 
IDELITY  CAPITAL  &  INCOME 

'IDELITY  CONVERTIBLE  SECURITIES 
IDELITY  ginnie  MAE 
IDELITY  GOVERNMENT  INCOME 


GS 
HY 
CV 
Gl 
Gl 


548.3 
594.3 
581.3 
385.9 
533.3 

907.0 
2771.6 
1844.4 
1795.4 
1615.3 


-39 
-13 
-21 
-20 
-17 

-6 

0 
51 
-1 

0 


No  load 
No  load 

0.00** 
No  load 
No  load 

4.50 

O.OOt 

No  load 

No  load 

No  load 


0.88 
0.79t 
1.91t 
0.54 
0.56 


-9.5 
10.4 
-1.8 
7.2 
10.2 


-2.3 
6.1 
0.8 
5.4 
5.8 


3.7 
6.4 
4.2 
5.3 
5.6 


12.5 
6.4 
8.9 
5.7 
5.5 


7.4 
N/A 
9.4 
1.4 
3.7 


oobdb 

aBOOB 
OBBOB 
OBBOa 

BBOBB 


1.00 
0.82 
0.82 
0.63 
0.66 


10.6 
-9.4 
7.2 
10.7 
12.6 


5.7 
2.4 
21.6 
6.1 
6.1 


5.9 
6.6 
18.8 
6.3 
5.9 


5.9 
9.6 
2.7 
6.5 
6.3 


N/A 
6.7 
N/A 
7.8 
9.2 


BBBBB 

ansae 
aaaaa 
aBBas 

BBOBO 


IDELITY  HIGH  INCOME 

D 

HY 

C 

2141.3 

-34 

O.OOt 

0.74 

-14.2 

-1.2 

5.0 

9.8 

7.1 

OOBDB 

IDELITY  INTERMEDIATE  BOND 

B 

CI 

B+ 

3356.0 

5 

No  load 

0.66 

9.8 

5.9 

5.8 

6.3 

6.1 

BBOBB 

IDELITY  INTERMEDIATE  GOVT.  INCOME 

B+ 

Gl 

B-f 

750.9 

-11 

No  load 

0.61 

10.3 

6.1 

5.9 

6.4 

5.5 

BBOOB 

IDELITY  INVESTMENT  GRADE  BOND 

C 

CI 

B 

2396.3 

17 

No  load 

0.69 

10.8 

5.8 

5.9 

6.3 

9.7 

BBOBB 

IDELITY  MORTGAGE  SECURITIES  INITIAL 

B-f 

Gl 

A 

373.0 

-7 

No  load 

0.70 

11.5 

6.3 

6.7 

6.6 

7.5 

ODBUB 

IDELITY  SHORT-TERM  BOND  ACS  B  1 647.8  24  No  load  0.63 

IDELITY  SPARTAN  GOVERNMENT  INCOME  C               Gl  C  673.3  36  No  load  0.50 

IDELITY  SPARTAN  INVESTMENT  GRADE  B               CI  B  1840.9  17  No  load  0.50 

IRST  AMERICAN  FIXED  INCOME  Y  C                CI  C  1298.0  4  No  load  0.70 

IRST  INVESTORS  FUND  FOR  INCOME  A  D              HY  B  457.8  18              6.25**  1.29 1 


7.9 
12.8 
11.0 
11.1 
-7.0 


5.7 
6.2 
6.2 
5.6 
-0.2 


5.6 
6.1 
6.2 
5.8 
4.8 


6.1 
6.2 
6.4 
5.8 
9.9 


2.4  OBBOB 

9.6  BOOBO 

20.2  BDOBB 

9.4  BBOBB 

6.4  DBBBB 


IRSTAR  BOND  IMMDEX  INSTL.  B 

IRSTAR  INTERM.  BOND  MARKET  INSTL.  B  + 

RANKLIN  AGE  HIGH  INCOME  A  D 

RANKLIN  U.S.  GOVERNMENT  SECS.  A  B 

iALAXY  HIGH-QUALITY  BOND  C 


CI 
CI 
HY 
Gl 
CL 


492.7 

446.3 

2112.3 

6876.1 

567.2 


16 
55 
-27 
-11 


No  load 
No  load 
4.25** 
4.25** 
No  load 


IALAXY  INTERM.  GOVT.  INCOME 
iOLDMAN  SACHS  HIGH-YIELD  A 
.  HANCOCK  BOND  A 
.  HANCOCK  GOVERNMENT  INCOME  A 
HANCOCK  HIGH-YIELD  BOND  B 


Gl 
HY 
CL 
Gl 
HY 


B 

O- 

C- 


454.6 
365.7 
1114.6 
511.4 
565.5 


92 
-31 

8 

-7 
-30 


No  load 
4.50* 
4.50* 
4.50* 
0.00* 


0.53 

0.59 

0.74t 

0.70t 

0.84 

0.72 

1.16T 

1.117 

1.05T 
1.74T 


11.8 
10.2 
-7.4 
10.6 
12.9 

11.7 
-4.4 
10.4 
12.2 
-8.0 


6.4 
6.3 
-1.9 
5.9 
5.9 

6.1 
0.9 
5.3 
6.0 
-3.9 


6.3 
6.0 
3.9 
6.4 

5.7 

5.6 
N/A 
5.9 
5.9 
3.6 


6.3 
6.1 
11.9 
6.1 
5.7 

5.7 
10.3 
6.2 
5.8 
12.8 


11.2  BOOBO 

7.0  BBOOB 

7.5  DBBBB 

23.9  00000 

12.6  BOOBO 


11.1  BBOBB 

N/A  BBB 

12.6  aaaaB 

10.3  SOBOO 

7.2  aaaaa 


HANCOCK  STRATEGIC  INCOME  B 
IARBOR  BOND 

4TERMEDIATE  BOND  AMERICA  A 
WESCO  HIGH-YIELD  INV.  (c) 
WESCO  SELECT  INCOME  INV.  (d) 

ANUS  FLEXIBLE  INCOME 
EMPER  HIGH-YIELD  A 
.EMPER  STRATEGIC  INCOME  A 
.EMPER  U.S.  GOVERNMENT  SECS.  A 
EMPER  U.S.  MORTGAGE  A 


MU 
CI 
CI 
HY 
CL 


B 
B 
B-f 

C 
C 


532.9 
749.1 
1335.4 
653.1 
554.2 


-15 
20 

-11 

-14 

1 


0.00* 
No  load 

3.75* 
No  load 
No  load 


1.61t 

0.61 

0.83t 

I.OOt 

1.06t 


0.4 
10.2 
10.1 
-12.0 

5.2 


2.5 
6.4 
5.9 
-1.3 
3.5 


5.9 
6.7 
5.8 
5.1 
5.4 


MU 
HY 
MU 
Gl 
Gl 


Bf 

C 
C- 

c 

c 


1063.3 
1986.2 
347.1 
2422.5 
1401.3 


-14 
-37 
-28 
-12 
-13 


No  load 
4.50** 
4.50** 
4.50** 
4.50** 


0.81 
0.93 
1.10 
0.84 
0.97 


4.9  4.5 

-9.2  -2.0 

-4.8  -0.6 

10.4  5.8 

10.1  5.7 


6.3 
3.6 
2.9 
5.8 
5.7 


8.0  10.4 

4.0  8.9 

5.6  13.7 

11.9  7.7 

7.4  10.6 

7.0 
12.5 
9.2 
6.2 
5.9 


ODBOB 
OOOBB 
BBBBB 
ODBOB 
OOOBB 


7.5 
6.3 
4.0 
8.8 
8.3 


OOOBB 

DBBBB 
BBBBB 
BBBBB 

BBBBB 


IBERTY  FEDERAL  SECURITIES  A  (e)  C-  GL  C-  583.8  -12  4.75**  1.17T  12.2  5.4  5.4  6.3  12.8  BBBBD 

IBERTY  HIGH-YIELD  SECURITIES  B  (f)  D  HY  C  425.9  -34  0.00**  1.96t  -11.1  -1.7  3.6  10.8  7.7  ODBOB 

IBERTY  INTERMEDIATE  GOVERNMENT  A  (g)  C  Gl  D  502.4  -3  4.75**  1.20t  10.5  5.4  5.4  5.6  7.3  BBBBB 

IBERTY  STRATEGIC  INCOME  B  (h)  C-  MU  C  685.5  -26  0.00**  1.94t  -1.4  1.1  4.1  8.8  9.4  DBBBB 

M  INSTL.  WESTERN  ASSET  CORE  B  CL  B+  728.6  7  No  load  0.50  13.0  6.4  6.6  6.4  11.4  BOOBO 


M  INSTL.  WESTERN  ASSET  INTERMEDIATE  B-f 

ORD  ABBETT  BOND  DEBENTURE  A  C- 

ORD  ABBETT  U.S.  GOVERNMENT  SECS.  A  C- 

IAINSTAY  CONVERTIBLE  B  C- 

IAINSTAY  GOVERNMENT  B  C- 

IAINSTAY  HIGH-YIELD  CORP.  BOND  B 
|g;   IARSHALL  GOVERNMENT  INCOME  INV. 

IARSHALL  INTERMEDIATE  BOND  INV. 

IAS  FIXED  INCOME  INSTITUTIONAL 
]fj    IAS  HIGH-YIELD  INSTITUTIONAL 


CI 
HY 
Gl 
CV 
GL 


A 
B-f 

F 
C 
C 


442.7 
2022.0 
1131.1 
631.3 
395.8 


39 
-13 

-17 
2 

-21 


No  load 
4.75** 
4.75** 
0.00** 
0.00** 


0.45 
0.92t 
1.02t 
2.04t 
1.88t 


10.7 
-0.9 
10.9 
6.5 
11.5 


6.2 
2.6 
5.6 
12.5 
4.9 


6.3 
6.2 

5.5 
12.0 
4.9 


6.2  6.6 

8.7  8.9 

5.4  7.9 

3.0  7.9 

5.0  15.6 


OBOBB 

DBBBB 
BBBBB 
ODBOB 

BBOBB 


ncludes  redemption  fee.  "Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  NA=Nol  ava 
■)  Formerly  Dreyfus  Core  Bond,  (c)  Formerly  INVESCO  High-Yield,  (d)  Formerly  INVESCO  Select 
,)  Formerly  Colonial  Interm.  U.S.  Govt.  A.  (h)  Formerly  Colonial  Strategic  Income  B. 


c- 

HY 

B  + 

2627.7 

-20 

0.00** 

1.75T 

-7.2 

1.0 

5.8 

12.6 

8.2 

ODBOB 

B 

Gl 

B 

367.7 

15 

No  load 

0.85 

9.7 

5.5 

5.6 

6.0 

13.2 

BBOBB 

B 

CI 

B 

617.8 

3 

No  load 

0.70 

8.7 

5.5 

5.2 

6.2 

7.1 

BBBDB 

B 

CL 

A 

4031.6 

-6 

No  load 

0.48 

10.8 

5.6 

6.7 

6.9 

12.0 

DDDBB 

D 

HY 

B 

766.7 

-24 

No  load 

0.56 

-10.5 

-0.2 

5.9 

14.9 

7.5 

ODBOB 

lable.  NM=Not  meaningful. 

Income,  (e)  Formerly  Colonial  Federal  Sees.  A.  (f) 


Formerly  Colonial  High-Yield  Sees  B 
Data:  Standard  &  Poor's 
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MUTUAL  FUND  SCOREBOARD                                     Bond  Fund: 

FUND                                                                             R" 

TING 

1ANCE 

CATEGORY      RATING 

(RATING  COMPARES  FUND 

SIZE 

FEES 

SALES 

EXPENSE 

PERFORMANCE 

TOTAL  RETURN (%) 

PORTFOLIO           HISTORY 

YIELD  MATURITY     RESULTS  VS. 

(COMPARES  RISK-ADJUSTED  PERFORH 

ASSETS 

%  CHG. 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

WITHIN  CATEGORY) 

Mvlll 

999-2000 

CHARGE  (%) 

RATIO  (%) 

1YR. 

3YR. 

5YR. 

(%) 

(YEARS 

ALL  FUNDS 

MERRILL  LYNCH  CORP.  HIGH-INCOME  B 

F 

HY 

D 

1771.4 

-43 

0.00** 

1.29T 

-10.5 

-3.3 

2.2 

12.3 

5.8 

bbbbb 

MERRILL  LYNCH  CORP.  INVEST.  GRADE  A 

C- 

CL 

C- 

490.5 

-7 

4.00** 

0.57 

9.4 

4.8 

5.0 

6.4 

13.5 

bbbbb 

MERRILL  LYNCH  CORP.  U.S.  HIGH-YIELD  B  (i) 

HY 

342.2 

-34 

0.00** 

1.57T 

-14.2 

N/A 

N/A 

13.0 

5.9 

DB 

MERRILL  LYNCH  U.S.  GOVT.  MORTGAGE  B  (j) 

B 

GI 

B 

396.8 

-26 

0.00** 

1.52T 

10.0 

5.3 

5.5 

5.1 

N/A 

BBBBB 

MFS  BOND  A 

C- 

CL 

C- 

744.4 

-7 

4.75** 

0.92T 

8.8 

3.7 

5.0 

6.7 

16.2 

BBBBB 

MFS  GOVERNMENT  MORTGAGE  A 

c 

GI 

c 

529.9 

-7 

4.75** 

0.901 

10.8 

5.6 

5.7 

5.9 

25.8 

BBDBB 

MFS  GOVERNMENT  SECURITIES  A 

c- 

GL 

B 

378.7 

10 

4.75** 

0.90T 

12.1 

5.9 

5.5 

5.7 

20.1 

aaaan 

MFS  HIGH-INCOME  A 

D 

HY 

C 

644.0 

-18 

4.75** 

0.98T 

-7.0 

0.2 

5.0 

10.8 

7.5 

BBBBB 

J.P.  MORGAN  INSTL.  BOND 

B 

CL 

A 

927.5 

-9 

No  load 

0.50 

10.9 

5.9 

6.0 

6.2 

14.3 

BBBBB 

J.P.  MORGAN  INSTL.  SHORT-TERM 

A 

CI 

A 

423.8 

49 

No  load 

0.29 

7.2 

5.8 

5.8 

6.3 

19.1 

bbbob 

MSDW  DIVERSIFIED  INCOME  B 

D 

MU 

C- 

537.1 

-36 

0.00** 

1.38T 

-8.7 

-3.1 

0.9 

9.1 

8.6 

DBBBB 

MSDW  FEDERAL  SECURITIES  B 

c- 

GL 

C 

467.7 

-13 

0.00** 

1.55T 

11.1 

5.0 

4.9 

6.5 

9.9 

BBDBB 

MSDW  HIGH-YIELD  SECURITIES  B 

HY 

986.0 

^15 

0.00** 

1.25T 

-31.1 

-12.1 

N/A 

20.4 

6.9 

BOB 

MSDW  U.S.  GOVERNMENT  SECS.  B 

B 

GI 

B 

3696.1 

-13 

0.00** 

1.02T 

11.3 

5.8 

5.8 

6.4 

23.0 

BBDBB 

NATIONS  CONVERTIBLE  SECS.  INV.  A  (k) 

B+ 

CV 

B+ 

330.9 

1 

5.75** 

1.22T 

14.9 

15.8 

17.7 

2.3 

4.4 

aasaa- 

NORTHEAST  INVESTORS 

D 

HY 

B 

1198.5 

-39 

No  load 

0.61 

-6.0 

-1.0 

5.8 

13.0 

7.0 

ODBDB 

NORTHERN  FIXED  INCOME 

C 

CI 

C- 

723.1 

3370 

No  load 

0.90 

10.9 

5.2 

5.5 

5.7 

21.3 

bbbbb 

NORTHERN  U.S.  GOVERNMENT 

B 

GI 

B 

342.8 

-7 

No  load 

0.90 

9.4 

5.7 

5.5 

4.8 

9.8 

BBDBB 

OFFITBANK  HIGH-YIELD  SELECT 

c- 

HY 

B+ 

980.3 

-38 

No  load 

0.82 

-4.3 

0.4 

5.0 

10.4 

7.0 

DDBDB 

ONE  GROUP  SHORT-TERM  BOND  1 

B+ 

cs 

C 

697.1 

-7 

No  load 

0.53 

7.7 

5.8 

5.6 

5.8 

2.1 

BBDDD 

OPPENHEIMER  CHAMPION  INCOME  A 

D 

HY 

B 

608.0 

-11 

4.75** 

1.05T 

-4.3 

0.8 

5.4 

11.1 

6.4 

DBBDB 

OPPENHEIMER  HIGH-YIELD  A 

D 

HY 

B 

942.9 

-19 

4.75** 

1.02T 

-3.9 

0.1 

5.1 

11.4 

6.1 

BBBBB 

OPPENHEIMER  LIMITED  TERM  GOVT.  A 

B+ 

GS 

C 

633.9 

-14 

3.50** 

0.83T 

7.4 

5.5 

5.8 

5.9 

1.9 

BBBBB 

OPPENHEIMER  STRATEGIC  INCOME  A 

c- 

MU 

B 

3283.0 

-8 

4.75** 

0.95T 

2.2 

2.6 

5.7 

9.8 

6.8 

DBBBB 

OPPENHEIMER  U.S.  GOVERNMENT  A 

B 

GI 

C 

571.2 

5 

4.75** 

1.12T 

10.4 

5.2 

6.0 

5.9 

4.7 

DBBBB 

PAYDEN  &  RYGEL  GLOBAL  FIXED  INCOME  R 

B+ 

IB 

A 

422.4 

-17 

No  load 

0.49 

13.2 

7.9 

7.7 

7.3 

8.4 

DDDBD 

PILGRIM  GNMA  INCOME  A  (1) 

B+ 

GI 

B-f 

361.9 

-4 

5.75 

0.99T 

10.4 

6.1 

6.8 

5.3 

8.9 

□□□□B 

PIMCO  TOTAL  RETURN  A 

CI 

2397.6 

39 

4.50** 

0.90T 

11.6 

6.5 

N/A 

5.6 

7.9 

BOB 

T.  ROWE  PRICE  BOND 

F 

IB 

D 

703.0 

-12 

No  load 

0.90 

-3.1 

0.9 

1.3 

4.7 

7.8 

BBDBB 

T.  ROWE  PRICE  GNMA 

B 

GI 

B 

1080.7 

-3 

No  load 

0.71 

10.9 

5.8 

6.0 

6.4 

25.3 

BBBBB 

T.  ROWE  PRICE  HIGH-YIELD 

C- 

HY 

B+ 

1408.4 

-15 

o.oot 

0.83 

-3.3 

1.7 

6.1 

11.0 

7.5 

DDBDB 

T.  ROWE  PRICE  NEW  INCOME 

C- 

CI 

C- 

1709.7 

-8 

No  load 

0.73 

11.1 

4.7 

5.2 

6.3 

16.6 

BBBBB 

T.  ROWE  PRICE  SHORT-TERM  BOND 

B+ 

CS 

C- 

472.2 

53 

No  load 

0.72 

8.5 

5.6 

5.4 

5.9 

5.1 

BBBDQ 

T.  ROWE  PRICE  SPECTRUM  INCOME 

B 

MU 

A 

2370.7 

-8 

No  load 

7.4 

4.7 

6.7 

6.5 

9.7 

DDDBD 

PRUDENTIAL  GOVERNMENT  INCOME  A+A165 

C- 

GI 

D 

812.7 

-3 

4.00 

0.69t 

11.7 

5.6 

5.5 

5.9 

7.9 

BBBBB 

PRUDENTIAL  HIGH-YIELD  B 

D 

HY 

C- 

1089.7 

-44 

0.00** 

1.30T 

-7.4 

-1.8 

3.5 

10.7 

8.5 

DDBDB 

PUTNAM  AMERICAN  GOVT.  INCOME  A 

C 

GI 

D 

1428.1 

-8 

4.75** 

0.97T 

12.0 

5.6 

5.6 

5.3 

10.5 

BBBBB 

PUTNAM  CONVERT.  INCOME  GROWTH  A 

F 

CV 

D 

837.4 

-16 

5.75** 

0.97T 

-B.4 

4.1 

9.7 

4.7 

N/A 

DDBDB 

PUTNAM  DIVERSIFIED  INCOME  A 

D 

MU 

C- 

1225.3 

-16 

4.75** 

0.94T 

-0.2 

0.0 

3.3 

9.2 

8.4 

BBBBB 

PUTNAM  HIGH-YIELD  A 

F 

HY 

D 

1704.8 

-30 

4.75** 

0.96T 

-9.1 

-3.8 

2.8 

12.4 

10.6 

DDBDB 

PUTNAM  HIGH-YIELD  ADVANTAGE  A 

F 

HY 

D 

626.8 

-35 

4.75** 

0.95t 

-9.0 

-A.5 

1.8 

12.4 

7.2 

DBBDB 

PUTNAM  HIGH-YIELD  TRUST  II  A 

HY 

485.7 

-17 

4.75** 

I.OIt 

-8.5 

N/A 

N/A 

12.4 

10.5 

BB 

PUTNAM  INCOME  A 

C- 

CL 

D 

967.7 

-16 

4.75** 

0.95t 

7.7 

3.0 

4.3 

6.7 

12.0 

BBBBB 

PUTNAM  U.S.  GOVERNMENT  INCOME  A 

B 

GI 

C 

1991.9 

2 

4.75** 

0.87t 

10.4 

5.7 

5.9 

5.9 

9.0 

BBDBB 

F.  RUSSELL  DIVERSIFIED  BOND  S 

B 

CI 

B 

719.4 

-9 

No  load 

0.61 

11.3 

5.9 

6.0 

6.2 

8.1 

BBBBB 

F.  RUSSELL  INSTL.  FIXED  INCOME  1  1 

B 

CI 

B 

931.4 

-12 

No  load 

0.39 

11.5 

6.1 

6.3 

6.5 

8.5 

BDDBB 

F.  RUSSELL  INSTL.  FIXED  INCOME  3  1 

B 

CI 

B 

453.9 

-3 

No  load 

0.69 

10.3 

5.5 

6.2 

6.7 

8.9 

DDDBB 

F.  RUSSELL  MULTI  STRATEGY  BOND  S 

B 

CI 

B 

592.3 

5 

No  load 

0.80 

9.8 

5.2 

6.0 

6.4 

9.1 

DODBB 

F.  RUSSELL  SHORT-TERM  BOND  S 

A 

cs 

B 

416.9 

-12 

No  load 

0.74 

7.6 

5.6 

5.5 

6.1 

2.7 

BBBBB 

SCHWAB  TOTAL  BOND  MARKET  INDEX 

C 

CL 

C 

691.5 

30 

No  load 

0.35 

11.1 

6.0 

5.8 

6.3 

11.0 

BDDBB 

SCUDDER  GNMA  AARP  (m) 

B+ 

GI 

B+ 

3662.6 

-11 

No  load 

0.73 

10.3 

5.8 

6.0 

6.1 

8.6 

BBDBB 

SCUDDER  INCOME  S 

C 

CI 

C 

705.9 

-3 

No  load 

0.95 

9.8 

4.7 

5.2 

6.8 

9.0 

BBBBB 

SCUDDER  SHORT-TERM  BOND  S 

B  + 

CS 

D 

644.9 

-19 

No  load 

0.87 

7.5 

4.4 

4.7 

6.0 

2.6 

BBBDD 

SEI  EMERGING  MARKETS  DEBT  A 

EB 

482.8 

55 

No  load 

1.35 

13.5 

5.0 

N/A 

10.2 

10.2 

BOD 

SEI  INTERNATIONAL  FIXED-INCOME  A 

F 

IB 

D 

1130.5 

35 

No  load 

1.00 

-3.7 

2.1 

1.5 

0.0 

5.4 

BBBBB 

SELIGMAN  HIGH-YIELD  BOND  B 

HY 

737.1 

-33 

0.00** 

1.83T 

-10.6 

-3.7 

N/A 

12.9 

7.4 

DBBB 

SMITH  BARNEY  DIVERS.  STRAT.  INCOME  B 

C 

MU 

B+ 

986.3 

-39 

0.00** 

1 .51 1 

2.2 

2.2 

4.7 

7.7 

16.5 

DBBBB 

SMITH  BARNEY  HIGH-INCOME  B 

D 

HY 

C- 

486.0 

-37 

0.00** 

1.55T 

-9.5 

-2.6 

3.1 

11.1 

11.6 

DDBDB 

i 

STANDISH  FIXED  INCOME 

C 

CI 

C 

2302.1 

-23 

No  load 

0.36 

10.3 

4.8 

5.9 

7.7 

17.1 

BBBBB 

i 

STANDISH  GLOBAL  FIXED-INCOME 

B-f 

IB 

B+ 

371.8 

-10 

No  load 

0.54 

9.8 

5.3 

8.1 

10.8 

9.1 

DDDBB 

STANDISH  INTL.  FIXED-INCOME  INSTL.  (n) 

A 

IB 

A 

606.0 

-44 

No  load 

0.52 

9.6 

6.3 

9.2 

22.7 

8.3 

DDDDB 

* 

STATE  ST.  RES.  GOVERNMENT  INCOME  A 

C 

GI 

C- 

483.2 

1 

4.50** 

1.04T 

10.0 

5.5 

5.8 

5.1 

25.8 

BBBBB 

\ 

STEINROE  INCOME  INTERMEDIATE  BOND 

B 

CI 

B+ 

428.7 

3 

No  load 

0.72 

10.7 

6.1 

6.4 

7.0 

9.3 

DDBDB 

\ 

STRONG  ADVANTAGE  INV. 

A 

UB 

A 

2139.7 

-10 

No  load 

0.80 

6.8 

5.6 

6.0 

6.5 

14.3 

DBBDD 

I. 

STRONG  CORPORATE  BOND  INV. 

C 

CL 

B 

930.7 

8 

No  load 

0.80 

7.9 

4.9 

6.4 

7.2 

13.4 

DDDBD 

STRONG  GOVERNMENT  SECURITIES  INV. 

B 

GI 

B 

1299.4 

-1 

No  load 

0.80 

11.3 

6.0 

6.0 

5.6 

15.0 

BDDBB 

STRONG  HIGH-YIELD  BOND  INV. 

C 

HY 

A 

627.5 

3 

No  load 

0.80 

-7.1 

1.1 

8.7 

12.7 

7.3 

DDBDB 

STRONG  SHORT-TERM  BOND  INV. 

A 

CS 

B+ 

1137.0 

-10 

No  load 

0.80 

7.2 

5.4 

6.0 

6.7 

1.7 

DBBDQ 

USAA  GNMA 

C 

GI 

C- 

430.7 

-7 

No  load 

0.32 

12.2 

5.4 

5.7 

6.7 

8.1 

DDDBD 

it 

USAA  INCOME 

C 

GL 

B 

1312.6 

-4 

No  load 

0.42 

13.3 

5.8 

5.9 

6.6 

9.1 

BDDBD 

.. 

'n'  ludes  redemption  fee.  "Includes  deferred  sales  charge.  1 12(b)- 1  plan  in 

effect.  NA=Not  available.  NM= 

Nul    llir.illlNl'.lll 

rmi  rly  Merrill  1  ynch  Corp.  Bond:  High-Yield  B.  (j)  Formerly  Merrill  Lyncr 

Federal  Sees.  B.  (k)  Formerly  Nations  Fd: 

i  ..ipil.il  I r r 1 1 ■  Inv 

A.  (1)  Formerly  Lexington  GNMA  Ineo A 

(m)  Formerly  AARP  GNMA  and  U.S.  Treasury,  (n)  Formerly  Star 

idish:  Intl.  Fixed-Income. 

Data:  Standard 

messWeek  /  February  5,  2001 

These  l\lo.1  rankings  for  us 
mean  billions  in  savings  for  investors. 


:    ■'. 


Pensions  &  Investments'*  most  recent 
irvey  of  trade  execution  and  quality  in  the 
ading  of  Nasdaq-listed  stocks  ranked  us: 

No.  1  Best  Execution  —  All  Trades. 

No.  1  Best  Execution  —  Most  Difficult  Trades. 

No.  1  Best  Execution  —  Large-Cap  Trades. 

No.  1  Best  Execution  —  Mid-Cap  Trades. 

No.  1  Most  Used  —  Mid-Cap  Trades. 

No.  1  Most  Used  —  Small-Cap  Trades. 

What  does  that  mean  for  investors?  Savings. 

The  survey  says,  "We  measure  the  entire 

ivestment  process ...  not  just  the  commissions 


J.  November  27  2000 
he  I  mml  Stales  and  01 
Ifjmc)  lip.k.  r  [nstlnet 

i  timi  s  ma)  v.m  h 


and  market  impact"  because  the  cost  of  trading 
involves  delays,  missed  trades  and  opportunities. 

Since  trading  through  Instinet  is  both  fast 
and  anonymous,  it  eliminates  delays  and 
impact  on  the  market.  And  since  trading  is 
direct,  there  are  very  few  missed  opportunities. 

Over  the  past  three  years  we've  saved 
clients  approximately  $3  billion  —  per  annum. 

Instinet  s  eFinancial  Marketplace  is  a  single 
arena  where  institutions  trade  in  over  40  mar- 
kets worldwide  —  and  get  the  best  execution. 

To  find  out  more,  call  us  at  1-877-INSTINET 
or  visit  us  at  www.instinet.com 


'lcXUJ  Group  INVTINI  I  .mil  clu   l\MI\l  I    \1arc|m    in   .1111.1   m.itkv 

id  Its  affiliated  companies  U1  rights  reserved  Member  NASD/SIPt    Va 
not  commit  i.ipitai.m.ikt-  marjeeta  <ir  make  profia  nil  spread*  sysu  m 

s  and  system  performance 


Instinet 


The  eFinancial  Marketplace 


MUTUAL  FUND  SCOREBOARD 


Bond  Fund) 


FUND 


RATING      CATEGORY      RATING     SIZE 


FEES 


(COMPARES  RISK-ADJUSTED  PERFORMANCE     (RATING  COMPARES  FUND 
OF  EACH  FUND  AGAINST  ALL  FUNDS)  WITHIN  CATEGORY) 


ASSETS     %  CHG. 
SMIL.    1999-2000 


SALES         EXPENSE 
CHARGE  (%)    RATIO  (%) 


PERFORMANCE 

TOTAL  RETURN  (%) 
1  YR.     3  YR.     5  YR. 


PORTFOLIO  HIST 

YIELD  MATURITY     RESULTS  VS. 
(%)     (YEARS)       ALL  FUNDS 


VAN  KAMPEN  GOVERNMENT  SECS.  A 
VAN  KAMPEN  HARBOR  A 
VAN  KAMPEN  HIGH-INCOME  CORP.  A 
VAN  KAMPEN  PRIME  RATE  INCOME 
VAN  KAMPEN  U.S.  GOVERNMENT  A 


C- 

D 

D 

B  + 

c 


F  1384.3 

D  565.2 

C  380.8 

F  5720.3 

C  1576.5 


-15 
26 
-25 
-28 
-15 


4.75** 
5.75** 
4.75** 
O.OO** 
4.75** 


LOOt 

i.oot 

1.03T 
1.34 
0.911 


12.2 
-2.1 
-8.2 
-0.3 
10.2 


5.6  5.6 

16.2  15.5 

-1.4  4.1 

3.4  4.8 

5.2  5.6 


5.1  13.2 

1.0  7.8 

12.1  6.0 

7.9  N/A 

5.6  28.3 


ooooo 

OOOOO 

ooooo 

OBODO 

ooooo 


VANGUARD  ADMIRAL  INTRM.  U.S.  TREAS.  C  Gl  C-  1385.3  1  No  load  0.15  14.2  6.9  6.3  6.0  7.5  00000] 

VANGUARD  ADMIRAL  LONG  U.S.  TREAS.  D  GL  D  460.3  -3  No  load  0.15  19.9  7.3  6.8  5.8  18.6  ODDQOl 

VANGUARD  ADMIRAL  SHORT  U.S.  TREAS.  B+  GS  8  1095.4  -6  No  load  0.15  9.0  6.1  5.8  5.9  2.7  000001 

VANGUARD  BOND  INDEX  INTERMEDIATE  C  CI  C-  1566.3  7  No  load  0.20  12.8  6.4  6.2  6.5  7.8  OOOOOl 

VANGUARD  BOND  INDEX  LONG  D  CL  D  393.4  29  No  load  0.20  16.4  6.3  6.5  6.2  22.9  000130 1 

VANGUARD  BOND  INDEX  SHORT  B+  CS  C  1 257.5  9  No  load  0.20  9.0  6.2  6.0  6.0  2.8  000001 

VANGUARD  BOND  INDEX  TOTAL  BOND  MKT.        B  CI  B  10740.5  14  No  load  0.20  11.4  6.3  6.4  6.5  8.7  000001 

VANGUARD  GNMA  B+  Gl  A  13598.6  7  No  load  0.27  11.2  6.3  6.7  6.7  8.0  000001 

VANGUARD  HIGH-YIELD  CORP.  C-  HY  B+  5169.6  -10               O.OOt  0.28  -0.9  2.4  5.6  9.6  6.9  00000 1 

VANGUARD  INTERMEDIATE  CORP.  BOND  C  CI  C-  1845.2  28  No  load  0.25  10.7  5.7  5.7  7.0  7.3  BBDBE 

VANGUARD  INTERMEDIATE  U.S.  TREAS.  C  Gl  C-  1710.0  -2  No  load  0.27  14.0  6.8  6.2  6.0  7.5  000001 

VANGUARD  LONG-TERM  CORP.  D  CL  D  3681.1  -4  No  load  0.30  11.8  4.6  5.7  6.8  18.7  000001 

VANGUARD  LONG-TERM  U.S.  TREASURY  D  GL  D  1285.0  2  No  load  0.28  19.8  7.3  6.8  5.7  18.5  OOOOOl 

VANGUARD  SHORT-TERM  CORP.  B+  CS  C  7227.6  8  No  load  0.25  8.2  6.0  5.9  6.6  2.5  000001 

VANGUARD  SHORT-TERM  FEDERAL  A  GS  B+  1482.1  -3  No  load  0.27  9.2  6.1  5.9  6.0  2.8  aOaaQl 


VANGUARD  SHORT-TERM  U.S.  TREASURY  B+  GS  B  1177.S  -5  No  load  0.27  8.8  6.0  5.7  5.8  2.7  000001 

WADDELL  &  REED  ADV.  BOND  A  (o)  C-  CI  C-  500.7  -2  5.75  1.02T  9.1  5.0  5.6  5.4  8.2  OOOOOl 

WADDELL  &  REED  ADV.  HIGH-INCOME  A  (p)  D  HY  B  693.4  -25  5.75  1.061/  -6.5  0.0  5.0  9.2  6.1  000001 

WELLS  FARGO  INCOME  I  C-  CL  C  483.0  12  No  load  0.68  11.2  5.2  5.5  6.5  10.9  OODOOl 

WELLS  FARGO  INTERM.  GOVT.  INCOME  I  C  Gl  C  393.3  -7  No  load  0.68  11.4  6.1  6.0  6.3  7.7  OOOOOl 


TAX  EXEMPT 


AIM  TAX-FREE  INTERMEDIATE 
ALLIANCE  MUNI.  INCOME  CALIF.  A 
ALLIANCE  MUNI.  INCOME  NATL.  A 


Ml 
MC 
ML 


B+         442.4 
B  721.9 

C-         403.4 


1.00**  0.42 
4.25**  0.71 1 
4.25**      0.66T 


8.2 
10.1 
9.8 


4.5 
4.2 
3.0 


4.9 
5.5 
4.6 


4.4  7.9 
4.9  24.0 
5.2    24.6 


OOOOOl 

OOOOE 

OOOOE 


AMER.  CENTURY  CALIF.  HIGH-YIELD  MUNI.  A 

AMER.  CENTURY  CALIF.  INTERM.  T/F  INV.  B+ 

AMERICAN  HIGH-INCOME  MUNI.  BOND  A  B+ 

AXP  HIGH-YIELD  TAX-EXEMPT  A  C 

AXP  INSURED  TAX-EXEMPT  A  D 


MC 
MF 
MH 
MH 
ML 


321.9 
440.3 
572.4 
4581.9 
368.5 


No  load 

No  load 

3.75* 

4.75* 

4.75 


0.54 

0.51 

0.80t 

0.74t 

0.82T 


12.7 
10.1 
7.3 
9.5 
12.5 


5.1 
4.8 
3.2 
3.9 
4.4 


6.3 
5.3 
5.3 
4.7 
4.6 


5.4  19.3 

4.5  8.4 
5.4  16.4 
5.4  18.9 

4.6  20.5 


OOOOI 

BBBBE 
OQOOt 
OOOOE 
OOOOI 


AXP  MINN.  TAX-EXEMPT  A  C 

AXP  TAX-EXEMPT  BOND  A  D 

CALVERT  TAX-FREE  RESERV.  LTD.-TERM  A  A 

COLUMBIA  OREGON  MUNICIPAL  BOND  (a)  B 

DELAWARE  TAX-FREE  MINN.  A  C- 


SL 
ML 
MS 
SL 
SL 


C  340.3  -1 1 

C-  811.4  -8 

C  465.9  -17 

B+  430.8  0 

C  355.3  -6 


4.75  0.82T 

4.75  0.77t 

1.00  0.70 

No  load  0.57 

3.75**  1.01T 


10.1 
12.6 
4.5 
9.9 
10.9 


3.9 
4.3 
3.7 
4.1 
3.8 


4.7 
4.9 
3.9 
4.9 
4.8 


5.2  21.7 

4.7  17.3 
4.2  13.4 
4.4  13.6 

4.8  20.0 


OOOOE 
OOQOI 
BBBOI 
BBBBE 
OOOOE 


DELAWARE  TAX-FREE  PENN.  A 
DELAWARE  TAX-FREE  USA  A 
DREYFUS  CALIF.  TAX-EXEMPT  BOND 
DREYFUS  GENERAL  MUNICIPAL  BOND 
DREYFUS  GENERAL  N.Y.  MUNI.  BOND 

DREYFUS  INTERMEDIATE  MUNI.  BOND 
DREYFUS  MUNICIPAL  BOND 
DREYFUS  NJ.  MUNICIPAL  BOND 
DREYFUS  N.Y.  TAX-EXEMPT  BOND 
DREYFUS  PREMIER  MUNI.  BOND  A 


D 

F 
C 
C- 
C 


SL 

ML 
MC 
ML 
MY 


O  688.9  -10 

F  413.7  -11 

C  1097.4  -2 

C  419.4  -11 

C  329.6  -7 


3.75** 

3.75** 

O.OOt 

O.OOt 

O.OOt 


0.96t 
0.97t 
0.73 
0.87t 
0.91 1 


9.4 
10.9 
15.2 
11.0 
12.0 


3.0 
3.3 
5.2 
3.3 
4.3 


4.0 
3.8 
5.5 
4.2 
5.1 


5.0 
5.1 
4.7 
5.3 
4.7 


21.9 
23.1 
23.3 
20.7 
18.5 


OOOOE 
OOOOE 
BBBOI 
OOOOE 
ODDQI 


B 

c- 

c 
c 

F 


Ml 
ML 
SL 
MY 
ML 


1057.0 
2558.9 

510.4 
1409.3 

349.6 


O.OOt 
O.OOt 
O.OOt 
O.OOt 
4.50** 


0.75 
0.76 
0.89t 
0.75 
0.93 


7.7 
11.9 
11.3 
11.1 

8.3 


3.8 
3.6 
4.1 
4.5 
2.1 


4.6 
4.5 
4.9 
5.0 
4.0 


4.8  7.8 
5.0  22.3 

4.9  16.1 

4.8  17.1 

4.9  18.4 


OOOOE 
BBBOI 
BBBBE 
OOOOE 
OOOOE 


DUPREE  KY.  TAX-FREE  INCOME 

B 

SL 

B 

436.5 

4 

No  load 

0.61 

8.0 

4.0 

4.7 

5.0 

15.8 

BBBBO] 

EATON  VANCE  NATL.  MUNICIPALS  B 

F 

ML 

D 

1476.8 

-12 

0.00** 

1.24t 

11.5 

2.2 

4.6 

5.5 

24.3 

BDBOBJ 

EATON  VANCE  N.Y.  MUNICIPALS  B 

C- 

MY 

D 

323.2 

-13 

0.00** 

1.59t 

14.8 

4.3 

4.9 

4.2 

19.9 

OOOOOJ 

EVERGREEN  MUNICIPAL  BOND  A 

ML 

871.5 

-8 

4.75** 

0.87t 

10.1 

N/A 

N/A 

4.6 

15.8 

BE] 

FEDERATED  MUNICIPAL  SECS.  A 

F 

ML 

F 

453.2 

-7 

4.50** 

0.92t 

11.1 

3.2 

3.9 

4.4 

10.5 

QQQOBJ 

FIDELITY  SPARTAN  CALIF.  MUNI.  INCOME 

Bi 

MC 

Bi 

1374.9 

10 

No  load 

0.49 

12.5 

5.2 

6.0 

4.6 

15.8 

OOOOOl 

FIDELITY  SPARTAN  CONN.  MUNI.  INCOME 

B+ 

SL 

A 

346.3 

0 

O.OOt 

0.49 

11.0 

4.7 

5.5 

4.9 

14.0 

BDBBE 

FIDELITY  SPARTAN  FLA.  MUNI.  INCOME 

I 

SL 

A 

412.3 

-2 

O.OOt 

0.55 

10.8 

4.6 

5.3 

4.7 

14.3 

BBBBE 

FIDELITY  SPARTAN  INTERM.  MUNI. 

A 

Ml 

B* 

1172.1 

6 

No  load 

0.48 

9.3 

4.6 

5.3 

4.9 

8.2 

BBBBE 

FIDELITY  SPARTAN  MASS.  MUNI.  INCOME 

» 

SL 

A 

1485.8 

12 

No  load 

0.49 

11.8 

5.0 

5.5 

4.8 

17.0 

OOOOE 

FIDELITY  SPARTAN  MICH.  MUNI.  INCOME 

■ 

SL 

B+ 

442.7 

0 

No  load 

0.52 

11.2 

4.6 

5.1 

5.0 

13.7 

BBBBE 

FIDELITY  SPARTAN  MUNI.  INCOME 

■+ 

MH 

Bt 

4297.6 

2 

No  load 

0.49 

12.3 

5.1 

5.8 

5.0 

16.1 

OOOOE] 

FIDELITY  SPARTAN  NJ.  MUNI.  INCOME 

■+ 

SL 

A 

383.1 

1 

O.OOt 

0.55 

11.4 

5.1 

5.5 

4.9 

16.8 

BBBBE 

FIDELITY  SPARTAN  N.Y.  MUNI.  INCOME 

■ 

MY 

■* 

1098.9 

1 

No  load 

0.49 

12.9 

5.1 

5.7 

4.7 

15.8 

BDBB1 

FIDELITY  SPARTAN  OHIO  MUNI.  INCOME 

■ 

SL 

B. 

364.2 

-1 

No  load 

0.49 

11.7 

4.7 

5.4 

4.8 

15.4 

BBBBE 

FIDELITY  SPARTAN  SHORT-INTERM.  MUNI. 

A 

Ml 

A 

923.5 

23 

No  load 

0.51 

6.2 

4.2 

4.4 

4.1 

5.6 

BBBDE 

FIRST  INVESTORS  INS.  TAX-EXEMPT  A 

D 

ML 

D 

921.0 

-5 

6.25** 

1.12T 

11.5 

4.3 

4.8 

4.2 

15.1 

OOOOE 

FIRSTAR  NATL.  MUNI.  BOND  INSTL. 

Ml 

404.0 

24 

No  load 

0.76 

12.5 

4.5 

N/A 

4.3 

14.7 

DBBI 

FRANKLIN  ARIZ.  TAX-FREE  INCOME  A 

C 

SL 

C 

758.3 

-5 

4.25** 

0.62t 

10.4 

3.8 

4.7 

5.1 

20.2 

OOOOE 

FRANKLIN  CALIF.  HIGH- YIELD  MUNI.  A 

C 

MC 

• 

474.0 

-14 

4.25** 

0.49t 

11.2 

3.6 

5.7 

5.4 

247 
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complicated  venture.  To  do  it  right,  you're  going  to  need  pi 
t's  why  you  have  Commerce  One"  Global  Services.  With  thousands 
e-business  experts  globally,  we  are  the  world's  largest  provider  of  e-marketplace 
solutions.  We  deliver  on  business  strategy,  creative  design,  interactive  markel 
:hnology  integration,  customer  operations,  and  everything  in  between.  Your  mission 

is  our  mission.  Visit  commerceone.com/emarketplace6  or  call  877-581  -2-400.      MANY  M 
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MUTUAL  FUND  SGOREBDARD 


Bond  Funds 


RATING      CATEGORY      RATING     SIZE 


FEES 


(COMPARES  RISK-ADJUSTED  PERFORMANCE    (RATING  COMPARES  FUND 
OF  EACH  FUND  AGAINST  ALL  FUNDS)  WITHIN  CATEGORY) 


ASSETS     %  CHG. 
SMIL.    1999-2000 


SALES         EXPENSE 
CHARGE  (%)    RATIO  (%) 


PERFORMANCE 

10TAL  RETURN  {%) 
1YR.     3YR.     5YR. 


PORTFOLIO 

YIELD  MATURITY 
(%)     (YEARS) 


HISTORY 


RESULTS  VS. 
ALL  FUNDS 


FRANKLIN  CALIF.  INS.  TAX-FREE  INCOME  A  B  MC  B  1588.7  -5  4.25"  0.601  12.5  4.9  5.4  4.7  22.6  □GOBE] 

FRANKLIN  CALIF.  TAX-FREE  INCOME  A  B  MC  B  12910.4  -4  4.25**  0.57t  12.6  4.7  5.5  5.0  23.5  □□□□(] 

FRANKLIN  FEDERAL  TAX-FREE  INCOME  A  B+  ML  B+  6322.7  -6  4.25**  0.601  10.1  4.3  5.3  5.3  21.0  □□□□B 

FRANKLIN  FLA.  TAX-FREE  INCOME  A  B  SL  B+  1484.6  -7  4.25**  0.621  11.0  4.5  5.2  5.0  21.7  QBQDB 

FRANKLIN  HIGH-YIELD  TAX  FREE  INCOME  A  B  MH  B  4811.0  12  4.25*'  0.61 1  5.9  24  4.7  5.8  19.9  OEJQGS 


FRANKLIN  INSURED  TAX-FREE  INCOME  A  B  ML  B+  1433.2  -7  4.25"  0.62t  12.1  4.7  5.3  4.9  21.8 

FRANKLIN  MASS.  INS.  TAX-FREE  A  C  SL  B  313.0  -3  4.25**  0.72t  13.3  4.7  5.4  4.7  22.9 

FRANKLIN  MICH.  INS.  TAX-FREE  INCOME  A  B  SL  B+  1049.0  -7  4.25**  0.631  11.1  4.9  5.4  4.7  21.9 

FRANKLIN  MINN.  INS.  TAX-FREE  INCOME  A  C  SL  B  449.9  -6  4.25**  0.66T  12.0  4.4  4.9  4.7  22.0 

FRANKLIN  MO.  TAX-FREE  INCOME  A  C  SL  B  357.4  -A  4.25**  0.69t  11.7  4.2  5.2  4.9  22.0 

FRANKLIN  N.C.  TAX-FREE  INCOME  A  C  SL  B  328.6  -2  4.25**  0.681  11.6  4.2  5.1  4.9  20.8 

FRANKLIN  N  J.  TAX-FREE  INCOME  A  B  SL  B+  626.3  -5  4.25**  0.651  11.6  4.6  5.2  4.9  21.9 

FRANKLIN  N.Y.  TAX-FREE  INCOME  A  B+  MY  A  4319.0  -A  4.25**  0.60t  10.7  4.9  5.6  5.2  23.1 

FRANKLIN  OHIO  INS.  TAX-FREE  INCOME  A  B  SL  B+  678.7  -6  4.25**  0.64t  11.4  4.6  5.3  4.8  20.3 

FRANKLIN  ORE.  TAX-FREE  INCOME  A  C  SL  B  438.9  -2  4.25**  0.661  11.1  4.0  4.9  4.9  21.7 


aaaaa 
□□bbb 

□BQDB 

□bqbb 
□□□bb 

□□□bb 

□□□□B 
□□□□B 

□boob 

□BBBB' 


FRANKLIN  PENN.  TAX-FREE  INCOME  A 
FRANKLIN  VA.  TAX-FREE  INCOME  A 
J.  HANCOCK  TAX-FREE  BOND  A 
HAWAIIAN  TAX-FREE  A 
KEMPER  MUNICIPAL  BOND  A 


C 
C 
C 
C 
C- 


KEMPER  STATE  TAX-FREE  INCOME  CALIF.  A  C- 

LIBERTY  TAX-EXEMPT  A  (b)  D 

LORD  ABBETT  NATIONAL  TAX-FREE  INC.  A  C- 

MAINSTAY  TAX-FREE  BOND  B  F 

MFS  MUNICIPAL  BOND  A  F 


SL 
SL 
ML 
SL 
ML 

MC 
ML 
ML 
ML 
ML 


638.3 
341.0 
516.8 
572.5 
2459.9 


4.25* 
4.25* 
4.50* 
4.00* 
4.50* 


0.66t 
0.68t 
0.86t 
0.73T 
0.70 


10.9 
10.8 
10.4 
9.7 
11.4 


3.9 
4.0 
4.0 
4.2 
4.3 


5.0 
4.9 
5.2 
4.8 
5.1 


5.0  21.4 
4.9  22.9 

5.1  18.5 

4.7  13.9 

4.8  10.0 


753.2 
1844.3 
493.6 
313.5 
1228.4 


-6 
-9 
-6 
-16 
-8 


4.50* 
4.75* 
3.25* 
0.00* 
4.75* 


0.84 
0.99t 
0.98t 
1.27t 
0.58 


13.0 
10.8 
12.3 

11.7 
12.0 


4.8 
4.0 
4.1 
2.9 
4.2 


5.2 
4.8 
5.2 

4.1 
4.6 


4.5  10.5 
5.0  18.4 
4.4  20.0 

4.6  17.3 
4.9  15.5 


□□□bb 

□□□SB 
□□□SB 
□□□□B 
BQBBB 

BaaBii 

BQQBB 
□BBBD 
BBBQB 
□□BBB 


MFS  MUNICIPAL  HIGH-INCOME  A 
J.P.  MORGAN  INSTL.  TAX-EXEMPT  BOND 
J.P.  MORGAN  TAX  AWARE  ENHANCED  INSTL. 
MSDW  CALIF.  TAX-FREE  INCOME  B 
MSDW  TAX-EXEMPT  SECS.  D 


C 
B+ 


MH 
Ml 
ML 
MC 
ML 


C 
B+ 


967.5 
510.3 
316.2 
717.3 
841.6 


-11 
30 

-16 
-8 
-4 


4.75* 
No  load 
No  load 

0.00* 
No  load 


0.76 
0.50 
0.25 
0.91 1 
0.51 


6.7  3.0 

8.6  4.4 

5.2  N/A 

12.3  4.4 

11.5  4.8 


4.4 
4.9 
N/A 
4.8 
5.3 


6.1  20.6 

4.6  11.0 

4.5  16.4 

4.5  16.0 

5.1  15.0 


□BBDB 
BBBBQ 
B 
BBBBB 
BBBBB 


NORTHERN  INTERMEDIATE  TAX  EXEMPT 

B 

Ml 

C 

658.0 

-6 

No  load 

0.85 

7.9 

4.0 

4.2 

4.0 

9.0 

BBBBO 

NORTHERN  TAX-EXEMPT 

C 

ML 

c 

525.6 

-3 

No  load 

0.85 

12.3 

4.4 

5.0 

4.5 

16.8 

BBBBB 

NUVEEN  FLAGSHIP  KY.  MUNI.  BD.  A 

C 

SL 

c 

396.5 

-6 

4.20** 

0.96T 

10.1 

3.6 

4.7 

4.9 

21.1 

□□BBB 

NUVEEN  FLAGSHIP  LTD.-TM.  MUNI.  BD.  A 

B+ 

Ml 

B 

356.4 

-16 

2.50** 

0.73t 

6.2 

3.6 

4.4 

4.5 

6.4 

□□□BB 

NUVEEN  INSURED  MUNI.  BOND  R 

B 

ML 

B+ 

636.5 

-A 

No  load 

0.63 

10.8 

4.3 

5.0 

5.2 

20.3 

BBBBB 

NUVEEN  INTERIM  -DURATION  MUNI.  R 

B  + 

ML 

B+ 

2522.6 

-3 

No  load 

0.59 

10.5 

4.3 

5.3 

5.0 

18.0 

BDBBB 

ONE  GROUP  TAX-FREE  BOND  1 

B 

ML 

B+ 

593.5 

-17 

No  load 

0.60 

11.8 

4.7 

5.3 

4.8 

10.5 

BBBBB 

OPPENHEIMER  MUNICIPAL  BOND  A 

D 

ML 

C- 

475.9 

-11 

4.75** 

0.90T 

8.0 

2.8 

4.6 

5.2 

17.8 

□□□BQ 

OPPENHEIMER  N.Y.  MUNICIPAL  A 

C 

MY 

C 

512.4 

-9 

4.75** 

0.891 

11.4 

4.0 

5.1 

4.9 

19.7 

□□BBB 

OPPENHEIMER  ROCH.  LTD.  N.Y.  MUNI.  A 

A 

SI 

B+ 

917.7 

-14 

3.50** 

0.81 1 

7.5 

4.1 

5.0 

4.5 

4.5 

BQBBQ 

OPPENHEIMER  ROCHESTER  MUNI.  A 

C 

MY 

B 

3455.4 

0 

4.75** 

0.77T 

11.9 

4.1 

5.5 

5.6 

13.4 

□□□BD 

PIONEER  TAX-FREE  INCOME  A 

C- 

ML 

C 

334.1 

-12 

4.50** 

0.93t 

11.6 

4.3 

5.1 

4.3 

15.9 

□□□BB 

T.  ROWE  PRICE  MD.  TAX-FREE  BOND 

B+ 

SL 

A 

1051.4 

4 

No  load 

0.51 

11.4 

4.6 

5.3 

5.1 

19.0 

BBBBB 

T.  ROWE  PRICE  TAX-FREE  HIGH-YIELD 

C 

MH 

C 

1071.9 

-11 

No  load 

0.71 

8.1 

2.7 

4.6 

5.8 

20.3 

DDBQD 

T.  ROWE  PRICE  TAX-FREE  INCOME 

B 

ML 

B 

1356.9 

-1 

No  load 

0.55 

12.3 

4.6 

5.2 

5.1 

15.7 

BDBBD 

T.  ROWE  PRICE  TAX-FREE  SHORT-INTERM. 

A 

Ml 

A 

402.4 

-4 

No  load 

0.53 

6.8 

4.2 

4.4 

4.2 

4.2 

BBBBB 

PRUDENTIAL  MUNI.  HIGH-INCOME  A 

C- 

MH 

C- 

528.6 

4 

3.00 

0.57t 

3.8 

2.0 

4.0 

5.8 

20.7 

□Base 

PRUDENTIAL  NATIONAL  MUNICIPALS  A 

C- 

ML 

C 

481.2 

-A 

3.00 

0.61 1 

11.4 

4.2 

5.0 

4.7 

19.6 

□BQBE 

PUTNAM  CALIF.  TAX-EXEMPT  INCOME  A 

D 

MC 

D 

2545.4 

-5 

4.75** 

0.74t 

12.1 

4.0 

4.9 

4.4 

16.3 

BBBBB 

PUTNAM  MUNICIPAL  INCOME  A 

C- 

ML 

C 

695.9 

-9 

4.75" 

0.94T 

9.1 

3.6 

4.7 

5.3 

18.0 

BQBBE 

PUTNAM  N.Y.  TAX-EXEMPT  INCOME  A 

C- 

MY 

c- 

1273.4 

-8 

4.75** 

0.83T 

12.4 

4.4 

5.1 

4.9 

15.9 

BQBBI 

PUTNAM  TAX-EXEMPT  INCOME  A 

D 

ML 

c 

1587.3 

-6 

4.75** 

0.78t 

9.9 

3.5 

4.6 

4.9 

17.7 

BQBBE 

PUTNAM  TAX-FREE  HIGH-YIELD  A 

C- 

MH 

c- 

1128.6 

-A 

4.75** 

0.86T 

5.1 

2.4 

3.9 

5.8 

17.7 

BQBDE 

SAFECO  MUNICIPAL  BOND 

C- 

ML 

c 

485.8 

0 

No  load 

0.60 

14.1 

4.4 

5.4 

5.0 

24.1 

BBBQD 

SCUDDER  CALIF.  TAX-FREE  S 

B 

MC 

B+ 

313.3 

1 

No  load 

0.76 

12.6 

5.1 

5.8 

4.7 

11.5 

BDBBB 

SCUDDER  HIGH-YIELD  TAX-FREE  S  (c) 

A 

MH 

B+ 

461.2 

12 

No  load 

0.87 

9.1 

4.3 

5.8 

5.6 

13.8 

BDBBE 

SCUDDER  MANAGED  MUNICIPAL  BOND  S 

B  + 

ML 

A 

768.4 

9 

No  load 

0.65 

11.0 

4.9 

5.6 

5.0 

9.7 

BDBBE 

SCUDDER  MASS.  TAX-FREE  S 

B+ 

SI 

B 

465.5 

20 

No  load 

0.74 

10.9 

4.8 

5.4 

4.9 

9.2 

BBBBE 

SCUDDER  MEDIUM  TERM  TAX-FREE  S 

B+ 

Ml 

B 

594.4 

2 

No  load 

0.72 

8.5 

4.2 

4.9 

4.7 

6.0 

BBBBE 

SEI  INTERMEDIATE-TERM  MUNI.  A 

B+ 

Ml 

B 

874.8 

31 

No  load 

0.60 

8.5 

4.4 

4.9 

4.2 

6.6 

BBBBE 

SIT  TAX-FREE  INCOME 

B+ 

ML 

A 

491.3 

-33 

No  load 

0.70 

8.3 

3.4 

5.1 

5.2 

16.5 

DDBBE 

SMITH  BARNEY  CALIF.  MUNICIPALS  A 

C- 

MC 

C- 

654.1 

-A 

4.00** 

0.70t 

15.0 

4.5 

6.0 

4.5 

18.3 

BBBBE 

SMITH  BARNEY  MANAGED  MUNIS.  A 

F 

ML 

F 

1931.4 

-A 

4.00" 

0.68T 

15.5 

3.9 

5.6 

4.7 

23.4 

BBBBE 

SMITH  BARNEY  MUNI.  NATIONAL  A 

C- 

ML 

C 

371.2 

-2 

4.00** 

0.68T 

12.2 

4.2 

5.3 

5.3 

21.2 

□□□BE 

SMITH  BARNEY  N.Y.  MUNICIPALS  A 

C 

MY 

C 

504.2 

1 

4.00" 

0.71 1 

12.6 

4.5 

5.6 

4.8 

18.3 

□□□BE 

STATE  FARM  MUNICIPAL  BOND 

B+ 

Ml 

B 

352.5 

-2 

No  load 

0.16 

10.0 

4.9 

5.3 

5.0 

8.0 

BBBBE 

STEINROE  MANAGED  MUNICIPALS 

B 

ML 

B 

457.0 

-8 

No  load 

0.69 

12.5 

4.6 

5.4 

4.9 

16.5 

BDBBE 

STRONG  HIGH-YIELD  MUNI.  BOND 

F 

MH 

F 

392.2 

-33 

No  load 

0.70 

-1.5 

-0.7 

3.3 

6.8 

23.4 

DDBDI 

STRONG  MUNICIPAL  ADVANTAGE 

A 

MS 

A 

1169.9 

-44 

No  load 

0.60 

3.9 

3.8 

4.3 

4.7 

14.6 

DBBDI 

STRONG  SHORT-TERM  MUNICIPAL  INV. 

A 

MS 

B+ 

322.6 

0 

No  load 

0.60 

5.1 

3.9 

4.7 

4.8 

2.3 

OBBDI 

lemption  fa       '  lm  ludes  deferred  sales  charge.  1 12(b)- 1  plan  in 
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MUTUAL  FUND  SCOREBOARD 


Bond  Fund! 


FUND 


RATING      CATEGORY      RATING     SIZE 


FEES 


(COMPARES  RISK-ADJUSTED  PERFORMANCE    (RATING  COMPARES  FUND 
OF  EACH  FUND  AGAINST  ALL  FUNDS)  WITHIN  CATEGORY) 


ASSETS     %  CHG. 
SMIL.    1999-2000 


SALES         EXPENSE 
CHARGE  (%)    RATIO  (%) 


PERFORMANCE 

TOTAL  RETURN  1%) 
1YR.     3YR.     5YR. 


PORTFOLIO 

YIELD  MATURITY 
(%)     (YEARS) 


RESULTS  VS. 
ALL  FUNDS 


TAX-EXEMPT  BOND  OF  AMERICA  A  B  ML  B+  1853.6  -1 

TAX-EXEMPT  FUND  OF  CALIFORNIA  A  B  MC  B+  408.4  9 

TAX-FREE  TRUST  OF  ARIZONA  A  C  SL  B  362.9  -3 

THORNBURG  INTERM.  MUNI.  NATL.  A  B  Ml  C-  323.9  -10 

THORNBURG  LTD.-TERM  MUNI.  NATL.  A  A  Ml  B*  655.5  -14 


3.75* 
3.75* 
4.00* 
2.00* 
1.50* 


0.67T 
0.72t 
0.70t 
0.89t 
0.96t 


9.7 
11.2 
9.1 
6.9 
6.8 


4.3 
5.0 
4.1 
3.4 
3.9 


5.3 
5.5 
4.8 
4.4 
4.3 


4.9  15.5 

4.4  14.0 

4.7  14.2 

4.7  8.7 

4.3  4.7 


bbbbb 
bbbbb 
bbbbb 

BBBBB 
BBBBB 


USAA  TAX-EXEMPT  CALIFORNIA  BOND 
USAA  TAX-EXEMPT  INTERMEDIATE 
USAA  TAX-EXEMPT  LONG-TERM 
USAA  TAX-EXEMPT  SHORT-TERM 
USAA  TAX-EXEMPT  VIRGINIA 


A 
B 
A 
B+ 


MC 
Ml 
ML 
MS 
SL 


B+  626.9 

B*  2178.5 

B+  2008.0 

B+  997.5 

A  404.1 


No  load 
No  load 
No  load 
No  load 
No  load 


0.39 
0.36 
0.36 
0.38 
0.43 


14.4 
9.9 

12.1 
6.0 

13.2 


5.0 
4.4 
4.1 
4.2 
4.6 


6.2 
5.4 
5.4 
4.6 
5.7 


5.1  20.2 
5.4  8.6 
5.6  20.1 
4.6  2.7 

5.2  19.2 


oddbo 

BOBBB 
BDBOO 

BBBDB 

oobbo 


VAN  KAMPEN  HIGH-YIELD  MUNI.  A  A  MH 

VAN  KAMPEN  INS.  TAX-FREE  INCOME  A  D  ML 

VAN  KAMPEN  MUNICIPAL  INCOME  A  F  ML 

VAN  KAMPEN  TAX-FREE  HIGH-INCOME  A  F  MH 

VANGUARD  CALIF.  TAX-FREE  INS.  INTERM.  A  MF 


A 
C~ 
D 
D 

A 


992.7 
1089.2 
683.2 
614.2 
1703.5 


4.75** 
4.75** 
4.75** 
4.75** 
No  load 


0.90t 
0.90t 
0.891; 
0.91t 
0.17 


4.9 
13.2 
8.1 
3.4 
11.0 


3.3 
4.3 
2.4 
1.7 
5.4 


5.2 
4.9 
4.1 
3.4 
5.9 


6.0  22.3 

4.4  18.6 
5.2  17.1 

5.5  21.0 
4.7  7.5 


□BOOB 
BBBBO 
BBBBB 
BBBBB 
HBBBB* 


VANGUARD  CALIF.  TAX-FREE  INS.  LONG-TERM    A  MC  A  1735.4  12  No  load  0.18  19.4  7.3  7.1  8.5  13.2  OBOBO 

VANGUARD  FLA.  INS.  LONG-TERM  B  SL  B+  918.7  5  No  load  0.18  13.2  5.5  5.9  4.9  12.4  BBHBQ 

VANGUARD  MUNI.  HIGH-YIELD  B+  ML  B+  3052.4  6  No  load  0.18  10.7  4.4  5.4  5.5  12.1  BDBBB 

VANGUARD  MUNI.  INS.  LONG-TERM  B  ML  B+  2335.2  6  No  load  0.19  13.7  5.4  5.8  5.1  11.7  BBBBD 

VANGUARD  MUNI.  INTERMEDIATE-TERM  B+  Ml  B  8672.9  6  No  load  0.18  9.2  4.8  5.1  4.9  6.7  BBBBB 

VANGUARD  MUNI.  LIMITED-TERM  A  MS  C  2853.0  10  No  load  0.18  6.3  4.3  4.4  4.4  3.0  BBBOB 

VANGUARD  MUNI.  LONG-TERM  B  ML  B+  1672.8  9  No  load  0.18  13.4  5.1  5.8  5.2  12.4  BBBBO 

VANGUARD  MUNI.  SHORT-TERM  A  MS  B  2113.0  9  No  load  0.18  4.9  3.9  3.9  4.1  1.2  BBBOB 

VANGUARD  N.J.  INS.  LONG  TAX-EXEMPT  B  SL  A  1234.9  7  No  load  0.19  12.5  5.3  5.5  5.1  11.1  BBBBO 

VANGUARD  N.Y.  INS.  LONG  TAX-EXEMPT  B  MY  B+  1664.4  9  No  load  0.20  13.8  5.3  5.7  5.0  12.8  BBBBO 


VANGUARD  OHIO  INS.  LONG  TAX-EXEMPT 
VANGUARD  PENN.  INS.  LONG  TAX-EXEMPT 
WADDELL  &  REED  ADV.  MUNI.  BOND  A  (d) 
WADDELL  &  REED  ADV.  MUNI.  HIGH  INC.  A  (e) 
WELLS  FARGO  CALIF.  TAX-FREE  A 


B  SL  B+  399.5             5  No  load  0.19  12.9  5.2  5.6  5.0  11.8  BBBBO 

B+  SL  A  1922.5             3  No  load  0.19  12.8  5.2  5.7  5.2  11.6  BBBBD 

D  ML  C-  734.1        -13              4.25  0.89 1  9.9  3.0  4.6  4.8  18.6  BBBBB 

C  MH  C  411.2-17              4.25  0.94 1  5.4  2.2  5.0  5.8  19.8  BBBBB 

C  MC  B  377.4          -9              4.50**  0.77  13.7  5.4  5.8  4.5  17.0  BBBBO 


'Includes  redemption  fee.  "Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  NA=Not  available.  NM=Not  meaningful, 
(d)  Formerly  United  Municipal  Bond  A.  (e)  Formerly  United  Municipal  High-Income  A. 


Data:  Standard  &  Poor's 


Telephone 
Numbers 


AIM  FUNDS 

800-347-4246 

ALLIANCE  FUNDS 

800-221-5672 

AMERICAN  CENTURY  FUNDS 

800-345-2021 

AMERICAN  FUNDS 

800-421-0180 

ARMADA  FUNDS 

800-451-8377 

AXP  FUNDS 

800-437-4332 

BERNSTEIN  FUNDS 

212-756-4097 

BOND  FUND  OF  AMERICA 

See  American  Funds 

CALVERT  FUNDS 

800-368-2745 

COLUMBIA  FUNDS 

800-547-1707 

DELAWARE  FUNDS 

800-523-1918 

DODGE  &  COX  FUNDS 

800-621-3979 

DREYFUS  FUNDS 

800-645-6561 

DUPREE  FUNDS 

800-866-0614 

EATON  VANCE  FUNDS 

800-225-6265 

EVERGREEN  FUNDS 

800-343-2898 

FEDERATED  FUNDS 

800-341-7400 


FIDELITY  FUNDS 

800-544-8544 

FIRST  AMERICAN  FUNDS 

800-252-1784 

FIRST  INVESTORS  FUNDS 

800-423-4026 

FIRSTAR  FUNDS 

800-228-1024 

FRANK  RUSSELL  FUNDS 

800-426-7969 

FRANKLIN  FUNDS 

800-342-5236 

GALAXY  FUNDS 

800-299-7429 

GOLDMAN  SACHS  FUNDS 

800-621-2550 

HARBOR  FUNDS 

800-422-1050 

HAWAIIAN  TAX-FREE  FUNDS 

800-258-9232 

INVESCO  FUNDS 

800-525-8085 

JANUS  FUNDS 

800-525-3713 

JOHN  HANCOCK  FUNDS 

800-257-3336 

J.P.  MORGAN  FUNDS 

800-521-5411 

KEMPER  FUNDS 

800-621-1048 

LIBERTY  FUNDS 

800-426-3750 

LM  INSTITUTIONAL  FUNDS 

888-425-6432 

LORD  ABBETT  FUNDS 

800-201-6984 

MAINSTAY  FUNDS 

800-624-6782 

MARSHALL  FUNDS 

800-341-7400 


MAS  FUNDS 

800-354-8185 

MERRILL  LYNCH  FUNDS 

800-637-3863 

MFS  FUNDS 

800-225-2606 

MSDW  FUNDS 

800-869-6397 

NATIONS  FUNDS 

800-321-7854 

NORTHEAST  INVESTOR  FUNDS 

800-225-6704 

NORTHERN  FUNDS 

800-595-9111 

NUVEEN  FLAGSHIP  FUNDS 

800-621-7227 

NUVEEN  FUNDS 

800-257-8787 

OFFITBANK  FUNDS 

800-618-9510 

ONE  GROUP  FUNDS 

800-480-4111 

OPPENHEIMER  FUNDS 

800-525-7048 

OPPENHEIMER  ROCHESTER  FDS. 

800-232-3863 

PAYDEN  &  RYGEL  FUNDS 

800-572-9336 

PILGRIM  FUNDS 

800-334-3444 

PIMCO  FUNDS 

800-426-0107 

PIONEER  FUNDS 

800-225-4321 

PRUDENTIAL  FUNDS 

800-225-1852 

PUTNAM  FUNDS 

800-225-1581 

SAFECO  FUNDS 

800-624-5711 


SCHWAB  FUNDS 

800-266-5623 

SCUDDER  FUNDS 

800-631-4636 

SEI  FUNDS 

800-342-5734 

SELIGMAN  FUNDS 

800-221-2450 

SIT  FUNDS 

800-332-5580 

SMITH  BARNEY  FUNDS 

800-451-2010 

STANDISH  FUNDS 

800-729-0066 

STATE  FARM  FUNDS 

800-447-0740 

STATE  STREET  RESEARCH  FUNDS 

800-562-0032 

STRONG  FUNDS 

800-368-3863 

T.  ROWE  PRICE  FUNDS 

800-638-5660 

TAX-EXEMPT  BOND  OF  AMERICA 

See  American  Funds 

TAX-EXEMPT  BOND  OF  CALIF. 

See  American  Funds 

TAX-FREE  TRUST  FUNDS 

800-872-6735 

THORNBURG  FUNDS 

800-847-0200 

USAA  FUNDS 

800-531-8181 

VAN  KAMPEN  FUNDS 

800-421-5666 

VANGUARD  FUNDS 

800-523-0210 

WADDELL  &  REED  FUNDS 

800-366-5465 

WELLS  FARGO  FUNDS 

800-222-8222 
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Our  best  thinking,  eagerly  awaiting  yours. 
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How  does  Janus  scope  out  a  good  investment?  Janus  zeros  in  on  a  company.  Tracks  its 


progress.  Where  has  it  been?  Where  is  it  headed?  Janus  s 


:>■-•'*: 


Janus  Growth  and  Income  Fund 


ONE  YEAR  THREE  YEAR  FIVE  YEAR  LIFE  OF  FUND 

29.51%        27.70%        29.05%        22.94% 


With  Janus'  radar,  numbers 
like  these  come  to  light. 


employees,  and  suppliers.  Puts  a  finger  on  what  might  make  its  stock  a  solid  investment. 
That's  what  it  takes  for  a  company  to  register  a  strong  blip  on  Janus'  highly  sensitive  radar. 


there. 


Special  Report 


ARMSTRONG'S 


i_ 


IN  NOVEMBER,  DURING  A  COURSE  SHE 
teaches  at  Northwestern  University's 
Kellogg  Graduate  School  of  Manage- 
ment in  Evanston,  111.,  Oprah  Winfrey 
delved  into  the  topic  of  fear  the  way 
only  the  famous  talk-show  host  can: 
She  talked  about  her  own  trepidation 
in  trying  to  teach  a  graduate  course. 
Then  she  turned  for  more  insight  to 
her  special  guest  for  the  class — none  other  than  C.  Michael 
Armstrong,  chairman  and  ceo  of  AT&T.  "What  I  tried  to 
share  with  the  students  is  that  fear  is  part  of  life,"  he  says. 
"To  deny  fear  will  really  keep  you  from  dealing  with  fear." 

Armstrong  ought  to  know,  given  the  scary  state  of  AT&T. 
The  company's  core  long-distance  business  is  melting  like  a 
chocolate  bar  on  a  hot  dashboard.  Revenues  for  the  business, 
which  accounts  for  about  half  of  AT&T's  $67  billion  in  sales, 
tumbled  about  11%  last  year,  to  $34  billion.  The  pace  of  de- 
cline is  expected  to  accelerate  to  17.5%  this  year,  according  to 
J.  P.  Morgan  Chase.  Armstrong's  efforts  to  buy  his  way  out  of 
the  mess  by  acquiring  cable  giants  Tele-Communications  Inc. 
and  MediaOne  Group  have  saddled  the  company  with  an 
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alarming  $62  billion  in  debt.  And  new  initiatives,  such  )  L, 
selling  high-speed  Internet  access  and  local  telephone  servic  I  ,. 
over  the  cable-television  network,  are  still  too  small  to  pick  i  Lj 
the  slack. 

In  a  desperate  attempt  to  rescue  AT&T,  Armstrong  ai  E 
nounced  on  Oct.  25  that  he  would  break  the  123-year-o  ,  L 
flagship  of  the  American  telecom  industry  into  four  piece  L 
Armstrong  argued  that  the  restructuring  would  unlock  shar  I 
holder  value  because  the  growth  of  the  wireless  and  cab 
businesses  won't  be  obscured  by  the  declining  long-distam  [ 
business.  But  investors  and  analysts  balked.  The  company  s 
stock  was  whacked  13%,  falling  to  23%  the  day  the  restru  I 
turing  was  announced.  And  it  ended  2000  down  66%,  at  17 
though  it  has  recovered  somewhat  since  then.  "I  think  the  pi;  ^ 
is  completely  flawed,"  says  Rob  Gensler,  manager  of  T  Rov 
Price  Associates  Inc.'s  Media  &  Telecommunications  Fund. 

If  that  wasn't  bad  enough,  the  plan  has  sparked  a  mutii 
inside  AT&T.  The  Communications  Workers  of  America  ai 
Other  unions,  which  represent  about  35,000  of  the  comp 
ny's  165,000  workers,  are  fighting  tooth  and  nail  to  bio 
the  breakup.  Worried  that  it  will  cost  their  members  jo! 
they're  trying  to  persuade  AT&T  shareholders  t<>  vote  again 


ecf 


■;r; 


AT&T's  embattled 
CEO  is  locked 
in  an  inch-by-inch 
struggle  to  eke  out 


restructuring.    Union   leaders 

n  recruited  New  York  State 
mptroller  H.  Carl  McCall,  an  am- 
ious  politico  who's  considering  a 
i  for  governor,  to  lure  Armstrong 

a  meeting  of  institutional  in- 
itors  in  December.  Only  the  night 
"ore  did  Armstrong  discover  that 
•  attendees  were  managers  of 

on  pension  funds — and  largely 

;tile  to  his  plan.  "He  Ragged      R  HlOdCSt  VlCtOiy 


,"  Armstrong  said  after 

,  according  to  one  insider. 

•  PERSONAL.  Now,  Armstrong  is  making  his  last  stand.  Un- 
attack  from  all  sides,  the  fiercely  proud  62-year-old  in  the 

light  of  his  career  needs  to  pull  off  one  of  the  most  com- 
iuti|  x  and  controversial  restructurings  ever.  At  stake  is  the  fu- 

e  of  AT&T — and  his  own  reputation.  Armstrong  was  wide- 

:onsidered  one  of  Corporate  America's  best  and  brightest 

en  he  landed  at  the  telephone  giant  in  1997  after  a 
jd  rkling  career  at  IBM  and  Hughes  Electronics  Corp.  But  his 
jail   bitious  attempt  to  restore  Ma  Bell  to  her  former  glory  by 


making  it  the  most  important  com- 
munications company  of  the  Digital 
Age  lies  in  tatters.  If  he  can't  make 
the  breakup  a  success,  he  risks  being 
remembered  as  the  man  who  over- 
saw the  demise  of  an  American  icon. 
No  question,  Armstrong's  struggle 
to  remake  the  telephone  giant  is  per- 
sonal. He  has  been  working  18  hours 
a  day,  spending  his  weekdays  on 
AT&T's  operations  and  his  nights  and 
weekends  on  the  breakup.  In  be- 
tween, he  has  crisscrossed  the  coun- 
try, wooing  investors,  customers,  and  employees.  He  sees 
his  family  less  and  doesn't  have  time  for  the  long  Harley  rides 
he  once  enjoyed.  He  even  brought  in  a  new  president,  David 
Dorman,  previously  ceo  of  the  Concert  joint  venture  be- 
tween AT&T  and  British  Telecommunications  PLC,  to  run  the 
core  telephone  business  while  he  takes  charge  of  the  com- 
mittee that  is  overseeing  the  restructuring.  "Hopefully,  that 
will  give  me  some  of  my  life  back,"  he  says.  All  the  while,  he 
exudes  optimism.  "For  the  next  decade,  several  at&ts  will 
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prosper  and  grow  and  create 
value     for     share     owners, 
whereas  just  three  years  ago, 
that  was  very  uncertain." 
For  now,  however,  Armstrong 
is  waging  a  grueling,  inch-by-inch 
struggle  to  pull  the  company  out  of  its 
morass.  Interviews  with  more  than  a 
dozen  AT&T  insiders  and  30  outsiders 
show     that     Armstrong     is     making 
progress  in  creating  more  valuable  en- 
terprises out  of  the  wreckage  that  AT&T 
had  become.  Corporate  customers,  such 
as  bookseller  Barnes  &  Noble  Inc.,  say 
the  CEO's  personal  appeals  have  helped 
persuade  them  to  stick  with  AT&T. 
Armstrong  has  raised  billions  of  dol- 
lars to  finance  the  company  during  its 
transition.  And  he  has  made  progress 
in  shoring  up  morale,  with  both  pep 
talks  and  cash.  In  a  development  not 
yet  made  public,  Armstrong  persuaded 
his  board  to  issue  a  special  batch  of 
new  options  for  as  many  as  56,000  el- 
igible employees. 

What's  more,  AT&T's  operations  are 
providing  some  cause  for  hope.  AT&T  Wireless  Group  is 
expected  to  report  a  35%  rise  in  revenues  last  year,  to  $10.4 
billion,  about  seven  percentage  points  more  than  the  indus- 
try's average  growth. 
The  cable-TV  unit,  called 
AT&T  Broadband  because 
it  also  offers  high-speed 
Net  connections,  is  ex- 
pected to  post  revenue 
growth  of  10.4%  for 
2000,  slightly  ahead  of 
the  cable-industry  aver- 
age of  8.9%.  J.  P.  Morgan 
Chase  telecom  analyst 
Marc  B.  Crossman  esti- 
mates that  with  the  tail- 
wind  of  selling  Internet 
access  and  cable  telepho- 
ny,  the   unit's   revenue 


AT&T: 
BREAKUP  III 

In  its  third  restructuring  since 

1984,  AT&T  plans  to  break  itself 

into  four  companies.  Here's 

how  the  four  units  will  stack  up 

against  the  competition 

in  2002.  The  key  characteristics 

of  each  unit  are  rated 

on  a  scale  of  one  phone,  S 

to  four  phones,  ?s??s?li?£? 


growth  will  accelerate 
16%  this  year.  And  Busi- 
nessWeek has  learned 
that  significant  cost  cuts 
are  planned  to  boost  the 
unit's  profitability.  AT&T  Broadband  could  eliminate  up  fliAi 
2,000  positions,  out  of  53,000,  over  the  next  12  months,  peop  Is 
familiar  with  the  matter  say.  Some  of  those  workers  will  I  nl 
reassigned  to  faster-growing  markets. 

STRONG  BUY.  Investors  are  beginning  to  take  notice.  On  Ja  h 
9,  analyst  Simon  Flannery  of  Morgan  Stanley  Dean  Wittt  m 
who  has  long  been  bearish  on  the  company,  reversed  course  1:  m 
upgrading  the  stock  to  a  strong  buy  from  neutral.  Tl  m 
breakup  should  be  a  "catalyst  for  outperformance  over  tilt', 
next  several  months,"  he  wrote  in  a  research  report.  Since  tl  let 
beginning  of  2001,  AT&T's  stock  has  climbed  35%,  to  23.  Tl  m 
rise,  in  part,  came  as  experts  realized  the  deterioration  of  tl  H; 
long-distance  business  was  an  industrywide  phenoment  m 


HOW  IT'S  FARING 


GROWTH  PROSPECTS 


LEADERSHIP 


AT&T 
WIRELESS 

Revenue 
$10.3  billion 
Cash  flow 
$1.6  billion 


AT&T 
BROADBAND 

Revenue 
$8.3  billion 

Cash  flow 
$2  billion 


Fell  to  No.  3  as  rivals  joined 
forces  to  create  Verizon 
Wireless  and  Cingular.  Still, 
wireless  is  AT&T's  most  pow- 
erful growth  engine.  Its  rev- 
enues soared  35%  in  2000, 
beating  the  industry  average. 

RATING:  SQ 

Some  93%  of  revenues  come 
from  cable  TV.  It's  also  selling 
local  phone  service.  Reached 
its  sales  targets  in  2000  by 
giving  away  service  for  new 
users.  Its  spin-off  won't  be 
completed  until  2002. 
RATING:  afiJfi 


The  future  looks  very  bright. 
And  AT&T  Wireless  is  flush 
with  nearly  $20  billion  in 
cash  after  its  IPO  and  an 
investment  from  Japan's 
NTT  DoCoMo.  That  should 
help  it  invest. 

rating:  aaaa 

Solid,  but  execution  is  key. 
To  meet  Wall  Street's  2001 
growth  target  of  16%,  AT&T 
Broadband  must  take  off 
the  training  wheels  and  hit 
targets  without  giving  cable 
phone  service  away. 

RATING:  Q2S 


Some  thought  CEO  Johr 
Zeglis,  who  had  little 
wireless  experience,  wa;j 
over  his  head.  But  the 
DoCoMo  deal  was  a  coul 

RATING:  SSI- 


CEO  Dan  Somers  has  h 
subscriber  targets  so  faj 
his  job  is  secure,  inside 

RATING:  22 


L 
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ought  on  by  in- 
creased competition — 
not  just  an  AT&T  prob- 
1.  And  a  similar  restructuring  at  rival  WorldCom  helped  to 
ther  vindicate  AT&T's  strategy,  says  Armstrong. 
Mot  that  it's  time  for  Armstrong  to  take  a  victory  lap. 
iT's  stock  is  only  back  to  where  it  was  when  the  restruc- 
ing  was  announced.  And  BusinessWeek  has  learned  that 
company  has  run  into  substantial  trouble  in  developing 
v  cable-telephony  equipment.  The  result  is  that  the  cost  of 
ning  up  customers  for  local  telephone  service  over  the 
ile  network  will  continue  to  be  $600  per  home  for  another 
ir  or  two  instead  of  dropping  to  $400  per  home  in  2001,  as 
ustrong  had  promised  investors.  AT&T  confirmed  the  delay. 
Meantime,  the  long-distance  business  continues  to  cast  a 
I  over  the  rest  of  the  company.  Consider  this:  Long-dis- 


NTT  DoCoMo's  $9.8  billion 
infusion  will  fund  tech 
investment  at  AT&T  Wireless 

tance  revenues  are  expected  to  shrink 
by  $6  billion  this  year,  to  about  $28  bil- 
lion, Crossman  says.  That  means  oth- 
er lines  of  business  would  need  to 
grow  nearly  20%  just  to  keep  AT&T's 
total  revenues  even  at  $67  billion. 

The  two  units  that  provide  long 
distance  have  problems  beyond  evap- 
orating  revenues,    at&t   Business, 
which  gets  more  than  half  of  its  $29 
billion  in  sales  from  long  distance, 
lost  corporate  customers  in  late  1999 
because  of  a  chaotic  sales-force  reor- 
ganization. Insiders  also  say  that 
Rick  Roscitt,  the  unit's  fourth  presi- 
dent in  three  and  a  half  years,  may 
leave  soon  for  another  job.  And 
AT&T  Consumer,  with  95%  of  its  $19 
billion  in  revenues  coming  from  long 
distance,  may  need  a  cash  infusion 
in  the  next  two  or  three  years  just  to  survive.  It's 
being  loaded  up  with  $9.5  billion  in  debt  as  part  of  the  split, 
and  its  cash  flow  may  not  last  the  seven  years  necessary  to 
pay  that  off,  analysts  say. 

Armstrong  believes  only  the  strong  medicine  of  a  breakup 
can  fix  things.  By  busting  up  the  company,  he  will  make 
employees  more  re- 
sponsible for  the  per- 
formance of  their  own 
businesses,  force  the 
four  unit  chiefs  to  slash  costs,  and  enable  investors  to  value 
each  piece  of  the  business  on  its  own  merits.  That  should 
boost  the  stock  price  because  many  investors  want  equity  in 
one  piece  of  the  company  but  not  the  entire  AT&T.  If  the  four 
new  businesses  receive  market  valuations  on  par  with  those 
of  comparable  companies,  says  Crossman,  AT&T's  stock  should 
rise  50%  more,  to  the  mid-30s,  within  the  next  12  months 


Special  Report 


HOW  IT'S  FARING 


GROWTH  PROSPECTS 


LEADERSHIP 


Investors  were  counting  on 
this  unit  to  keep  profits 
rolling  in  while  AT&T  dove 
into  new  businesses.  But 
poor  customer  service  and 
declining  voice  revenue 
overshadow  rising  data  sales. 
RATING:  S 

Consumer  is  the  millstone 
around  AT&T's  neck.  The 
restructuring  was  sparked  by 
the  need  to  isolate  the 
problems  here.  But  what 
will  save  Consumer  from 
itself?  It  will  be  separated  as 
a  tracking  stock  in  2001. 

RATING:  fi 


The  unit  faces  a  rocky  future. 
No  amount  of  data  growth 
may  be  enough  to  offset 
losses  in  long  distance. 

RATING:  Q 


None  to  speak  of.  Long-dis- 
tance revenues  shrank  11%  in 
2000,  and  the  decline  will 
worsen.  AT&T  hopes  to  com- 
pensate by  selling  high-speed 
Net  access  that  will  put  it  into 
competition  with  the  Bells 
and  AT&T's  cable  modems. 
RATING:! 


The  unit  has  had  four  leaders 
in  the  past  3/2 years.  The  cur- 
rent chief,  Rick  Roscitt,  was 
supposed  to  be  a  star,  but  he 
dropped  the  ball  over  the  past 
year.  Industry  observers  say 
he's  on  the  way  out. 

RATING:  a 

The  unit  has  had  three  chiefs 
in  four  years.  And  neither  of 
the  current  co-CEOs,  Howard 
McNally  and  Bob  Acquillina, 
has  a  chance  of  being  named 
to  the  top  job  in  the  current 
CEO  search. 

RATING:  fit 
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(table).  "If  you  buy  the  stock  now,  will  you  make 
money?  Absolutely,"  says  Crossman.  "Long  dis- 
tance is  melting  down,  but  the  outlook  for  the 
rest  of  the  businesses  isn't  bad." 
To  understand  why  AT&T's  prospects  are  changing, 
look  at  how  Armstrong  has  spent  the  past  90  days.  He  has 
set  an  exhausting  pace,  trying  to  convince  investors,  bankers, 
customers,  and  employees  that  his  plan  is  a  winner.  He  has 

called  the  ceos  of  in- 
surance giant  MetLife 
Inc.  and  hotel  compa- 
ny Cendant  to  help 
close  big  contracts.  He  has  cracked  the  whip  like  never  before, 
weeding  out  the  bottom  10%  of  the  8,000-person  sales  force  at 
AT&T  Business.  "We're  playing  to  win,"  he  says. 

The  tale  of  how  Armstrong  started  down  this  path  begins 
further  back  than  most  would 
suspect.  It  was  in  November, 
1999,  that  he  first  considered 
busting  up  the  company.  He 
was  trying  to  persuade  his 
close  friend  and  confidant 
Charles  H.  Noski  to  join  him  at 
AT&T.  Daniel  E.  Somers,  the 
chief  financial  officer  at  the 
time,  was  moving  over  to  head 
the  cable  business,  and  Arm- 
strong needed  a  CFO  who  would 
carry  weight  on  Wall  Street. 
Noski,  then  president  of 
Hughes,  met  Armstrong  for 
breakfast  at  the  Hyatt  Regency 
Greenwich  in  Connecticut.  Nos- 
ki remembers  the  meeting 
well — Armstrong  had  waffles, 
and  he  had  eggs. 
FIRST  INKLING.  Armstrong  had 
spent  the  previous  two  years 
trying  to  rebuild  AT&T  into  a 
juggernaut  that  could  supply 
soup-to-nuts  communications 
services.  His  $105  billion  in  ca- 
ble acquisitions  were  designed 
to  allow  him  to  sell  consumers 
high-speed  Net  access  and  local 
telephone  service  over  the  ca- 
ble-television network,  along 
with  AT&T's  existing  long-dis- 
tance, wireless,  and  data  ser- 
vices for  corporations.  But  at 
their  breakfast,  Noski  ques- 
tioned whether  AT&T  might 
benefit  from  the  sort  of  re- 
structuring the  pair  had  done 
at  Hughes,  where  they  created 
a  tracking  stock  to  separate 
Hughes  from  General  Motors 
Corp.'s  car  business.  Was  AT&T 
getting  credit  in  the  stock  mar- 
ket for  each  business,  Noski 
wondered?  Did  they  all  have 
to  be  part  of  the  same  compa- 


BREAKING  UP  IS  EASY  TO  DO 

The  idea  behind  Arm- 
strong's breakup  is  that  the 
troubled  long-distance  busi- 
ness will  no  longer  mask 
the  strengths  of  other  opera- 
tions and  that  each  business 
will  get  a  more  accurate 
valuation  based  on  its  own 
prospects.  That  could  result 
in  the  parts  of  AT&T  being  worth  a  total  of  $33  a 
share,  or  50%  more  than  its  current  price.  Here's  an 
analysis  by  J.  P.  Morgan  analyst  Marc  B.  Crossman. 
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BROADBAND:  $13  PER  SHARE 


This  assumes  that  the  unit  is  valued  at  14  times  its 
annual  cash  flow  of  $2.85  billion,  for  a  total  of  $39.9 
billion.  That's  a  little  less  than  the  industry  average  of 
15  times  cash  flow.  After  adding  investments  and 
subtracting  debt,  the  broadband  unit  has  about  $42.6 
billion  in  equity.  Spread  that  across  AT&T's  3.4  billion 
shares,  and  you  get  a  value  of  $13  per  share. 


AT&T  WIRELESS:  $9  PER  SHARE 


Later  this  year,  after  a  series  of  deals,  AT&T  will  end 
up  owning  about  1.39  billion  shares  of  AT&T  Wire- 
less, which  is  trading  at  $22.  The  $30.8  billion  stake 
works  out  to  $9  for  each  of  AT&T's  3.4  billion  shares. 


BUSINESS  SERVICES:  $8  PER  SHARE 


If  you  use  the  industry-average  multiple,  this  unit  is 
worth  five  times  its  annual  cash  flow  of  $10  billion, 
taking  its  total  value  to  $50  billion.  Subtract  $21.7 
billion  in  debt,  and  there  is  $28.3  billion  in  equity, 
or  $8  for  each  of  AT&T's  shares. 


CONSUMER  SERVICES:  $1  PER  SHARE 


ny?  Armstrong  agreed  that  if 
investors  didn't  recognize  the 
value  of  each  business,  a 
change  might  be  necessary. 
"We  challenged  the  theory  that 
everything  needed  to  be  under 
one  roof,"  says  Noski. 
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This  stock  will  look  and  trade  like  a  junk  bond.  Cross- 
man  expects  each  share  to  have  a  dividend  of  150  an 
nually.  That  should  mean  the  stock  will  trade  at  about 
$1,  since  investors  would  then  get  a  15%  yield  on 
their  money — healthy  even  by  junk-bond  standards. 


INVESTMENTS:  $2  PER  SHARE 


AT&T's  stakes  in  Concert,  Net2Phone,  AT&T  Latin 
America,  AT&T  Canada,  and  Japan  Telecom  are  now 
valued  at  $6.8  billion,  or  $2  for  each  AT&T  share. 

Data:  J  P  Morgan  Chase  &  Co. 


By  the  summer  of  2000,  the  old  theory  was  creaking  under 
the  strain.  Consumer  long  distance,  which  Armstrong  thought 
would  shrink  5%  last  year,  was  crashing  at  an  11%  rate.  In 
vestors  pummeled  AT&T's  stock,  which  fell  from  61  in  March  tc 
31  in  June.  At  the  same  time,  Armstrong  and  Noski,  who  be 
came  CFO  in  January,  had  been  researching  how  much  the  dif 
ferent  AT&T  businesses  relied  on  each  other.  The  answer' 
Not  much.  They  estimated  that  less  than  15%  of  AT&T's  rev 
enues  came  from  cross-selling  between  two  business  units 
That  approach  "is  not  anything  that  either  keeps  customers  o 
gets  customers,"  says  Armstrong.  Over  the  summer,  Arm 
strong  worked  out  the  details  of  the  four-way  breakup.  By  th( 
time  the  company's  two-and-a-half  day  management  retrea 
began  on  Sept.  23  at  AT&T  headquarters  in  Basking  Ridge 
N.J.,  the  restructuring  was  a  working  plan.  The  ever-opti 
mistic  Armstrong  dubbed  it  "Grand  Slam,"  and  it  was  unan 

imously  approved  by  at&t' 
board  of  directors  on  Oct.  23. 
Two  days  later,  Armstrong 
did  his  best  to  sell  the  idea  t 
the  public.  A  car  whisked  hir 
from  his  home  in  Connecticu 
to  the  Sheraton  New  York  He 
tel  and  Towers  in  Manhattan  b; 
6:15  a.m.  He  began  his  pitc 
with  a  series  of  TV  interview 
and  continued  schmoozing  wit  , 
Wall  Street  analysts,  investor; 
and  others  until  11  p.m.  His  cer 
tral  point  was  that  AT&T  wa 
splitting  into  four  pieces  becaus 
the  troubles  in  long  distanc  I 
were  overshadowing  the  stron  I 
growth  in  other  areas,  such  £ 
wireless  and  Net  services.  H 
insisted  the  breakup  wasn't 
change  in  strategy:  People  maj 
have  thought  that  Armstror 
intended  to  bundle  togeth^ 
every  communications  servic 
under  the  sun,  but  he  says 
really  only  intended  to  bundj 
services  such  as  cable  televisic 
and  cable-modem  Internet  al 
cess  that  used  the  same  nel 
work.  Companies  with  differej 
networks  could  strike  marke 
ing  agreements  to  provid 
broader  bundles  to  consume! 
and  businesses.  "I  see  the 
structuring  as  a  sign  of  accor 
plishment  because  it  meal 
these  companies  are  ready 
public  investment,"  he  maint 
NAYSAYERS.  Still,  Grand  Sis 
was  a  strikeout.  Many  investc 
felt  Armstrong  was  concedirj 
that  his  acquisition  spree  was 
bust.  "Clearly,  this  is  a  coi 
plete  reversal  of  strategy,"  sa 
telecom  analyst  Adam  Quint 
of  Merrill  Lynch  &  Co. 

Armstrong  was  crushed.  T 
next  morning,  on  his  way 
Basking  Ridge,  he  got  his  hi 
look  at  the  morning's  headlinj 
The  Wall  Street  Journal  s 
at&t  needed  ";i  little  Less 

smn  and  a  lot  more  focus."  7 
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Unlimited  Partnership  with: 

University  of  Delaware 

Since: 

1991 

Managed  Services: 

Dining  &  Vending  Services 

Stadium  Concessions 

Conference  Center  Manageraifcit 

Value  Created: 

Student  Satisfaction  Up:    13% 

David  Hollowell, 
Executive  Vice  President 
University  of  Delaware: 

"...by  putting  a  lot  of  quality  and 

variety  on  our  students'  plates. 

Over  10,000  of  them  every  day. 

In  our  business,  getting  the  food 

wrong  can  impact  recruiting  and 

retention.  We  don't  have  those  worries. 

We're  able  to  concentrate  all  our 
resources  on  education.  And  when 

prospective  students  visit,  our 
dining  halls  help  us  close  the  sale." 

John  Brady,  ARAMARK 
Resident  District  Manager: 

"We  work  with  students  to  create  a 

menu  that  excites  them.  Then  we 

introduce  the  best  preparation  and 

display  techniques  from  ARAMARK 

sites  around  the  world.  Why?  Because 

when  they  go  home  and  brag  to  their 

friends  about  U  ofD,  we  want  them 

bragging  about  the  food,  too." 

To  learn  more  about  ARAMARK 

Unlimited  Partnerships  visit  our 

website  at  www.aramark.com 

or  call  1-800-ARAMARK. 

ARAMARK®  Managed  Services  for 

Business,  Government,  Healthcare, 

Sports  and  Entertainment, 

and  Educational  Institutions  include: 

Food  and  Support  Services, 

Uniform  and  Career  Apparel, 

Child  (aiic  and  Early  Education. 
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Managed  Services,  Managed  Better. 
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New  York  Times 
carped:  "If  only 
AT&T   worked    as 
hard  at  telecommu- 
nications engineering 

as  it  does  at  financial  en- 
gineering, maybe  investors 
would  treat  it  with  more  re- 
spect." Armstrong  says  it 
was  one  of  the  lowest  points 
in  his  career:  "It  was  a  huge 
disappointment." 

There  was  no  time  to  wal- 
low in  misery,  though.  AT&T 
needed  a  lot  of  cash  to  make 
it  through  the  restructuring. 
Noski  figured  they  had  to 
raise  $25  billion  over  the  next 
few  months.  It  wasn't  the 
best  time  to  launch  the  sec- 
ond-largest short-term  debt 
offering  in  history.  Currency 
officials  in  Europe  were  con- 
cerned about  bank  exposure 
to  highly  leveraged  telecom 
companies.  And  AT&T  no 
longer  had  the  pristine  bal- 
ance sheet  it  once  did. 

Still,  on  Oct.  26,  Armstrong  and  Noski 
met  with  bankers  at  AT&T's  former  head- 
quarters in  lower  Manhattan.  The  pair  sat  on     DoriTlcin,  6X-CE0 
one  side  of  the  table  in  the  Art  Deco  board-        f  a  mo  m?    {-^a  vanTiiro 
room,  while  reps  from  Chase  Manhattan,     U*A1<S1  bJUUlL  veiLlUIC 
Merrill  Lynch,  Goldman  Sachs,  and  Credit     with  British  TeleCOm, 

now  runs  the  core 
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Suisse  First  Boston  faced  them.  It  was  Arm 
strong  who  led  the  pitch,  like  the  hard-charg- 
ing football  star  he  used  to  be.  He  argued     telephone  business 
that  AT&T's  debts  were  reasonable  because  it 
planned  to  sell  assets,  such  as  its  $4  billion  in  Microsoft  and 
Comcast  stock.  Reassured,  the  four  banks  agreed  to  put  up 
$2.5  billion  each,  for  a  total  of  $10  billion. 

Winning  the  support  of  equity  investors  was  another  mat- 
ter. On  Oct.  31,  after  the  stock  had  slid  even  further,  to  22, 
Armstrong  boarded  a  company  jet  to  talk  to  shareholders  on 
the  West  Coast.  The  following  morning,  he  met  Jeffrey  E. 
Heil,  who  oversees  $55  billion  worth  of  investments  for  the 
Regents  of  the  University  of  California,  for  a  7:30  a.m.  break- 
fast at  the  Mandarin  Oriental  Hotel  in  San  Francisco.  Heil 
held  24  million  shares  of  AT&T  and  had  the  power  to  buy 

more,  but  he  was  wor- 
ried that  the  breakup 
would  hinder  coopera- 
tion among  the  vari- 
ous businesses.  "I  can't  see  how  the  marketing  agreements 
between  the  companies  will  last  more  than  a  year  or  two,"  he 
says.  Armstrong  assured  him  that  AT&T  Business,  for  example, 
would  still  be  able  to  buy  service  from  Wireless  and  Broad- 
band. But  he  didn't  sway  Heil.  "His  response  was  a  little  pie 
in  the  sky,"  Heil  says.  Armstrong  concedes  that  "I  didn't 
feel  I  had  connected." 

Heil  was  hardly  the  only  dissenter.  Brian  Hayward,  manager 
of  the  $2.4  billion  Invesco  Telecommunications  Fund,  sold  his 
remaining  shares  in  AT&T  after  Armstrong  announced  Grand 
Slam.  Even  when  Armstrong  gave  a  speech  in  New  York  in 
November  to  persuade  money  managers  that  his  strategy 
was  sound,  Hayward  wasn't  convinced.  "They've  been  telling  us 
up  until  now  that  bundled  service  is  the  way  of  the  industry, 
arid  now  they're  telling  us  these  companies  are  ready  to  be 
broken  apart,"  he  says.  "It  insulted  my  intelligence." 
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Fortunately  for  Armstrong 

customers  were  more  recep 

tive.  On  Nov.  6,  Armstron 

and  Kenneth  E.  Sichau,  pre: 

ident  of  sales  at  AT&T  Busi 

ness,  met  for  breakfast  wit 

one  important  client,  Barne 

&  Noble  Chief  Informatio 

Officer  Joseph  Giamelli.  AT& 

had  stumbled  in  deliverin 

high-speed  Net  access  to  th 

bookseller  two  years  earlie 

and  Giamelli  was  worried  th 

the  breakup  could  trigger  an 

other  episode  of  poor  servio 

Armstrong  and  Sichau  rea: 

sured  him  that  the  sales  fore 

wouldn't  be  distracted  by  th 

restructuring.   "I   left  wit' 

enough  confidence  to  say 

think  they  will  deliver  o 

their  promise,"  says  Giamell 

One  of  the  thorniest  issu 

of  the  restructuring  was  ho 

to  resolve  differences  amon 

the  four  new  businesses.  O 

Nov.  7,  Election  Day,  one  sue 

dispute  was  on  the  table.  Eaj 

ly  that  morning,  a  group  of  AT&T  execs  ro: 

early  to  vote,  then  boarded  a  company  plai 

for  Seattle.  Wireless  chief  John  D.  Zeglis  w 

upset  because  the  AT&T  Business  unit  wantc 

exclusive  rights  to  use  the  AT&T  brand  in  ma 

keting  to  corporations.  But  Wireless  wanted 

use  the  brand  to  sell  its  high-speed  data  se: 

vices  to  companies.  Armstrong  didn't  thi 

two  units  should  use  the  brand  in  the  san 

market,  fearing  it  might  alienate  customers 

There  was  much  at  stake:  AT&T's  100-year-old  brand  is  one 

the  most  recognized  in  the  world,  and  using  it  would  be  a  boc 

for  a  new  company  such  as  Wireless  or  Broadband.  Coi 

versely,  the  loser  in  the  battle  would  be  forced  to  spend  m: 

lions  of  dollars  building  consumer  awareness.  Execs  from  bol 

sides  met  in  Redmond,  Wash.,  and  tried  to  hammer  out  the 

differences  from  1  p.m.  to  8  p.m.  As  the  TV  in  the  conferen< 

room  blared  that  Vice-President  Al  Gore  had  won  Florid 

Zeglis  and  the  lawyers  spent  a  half-hour  debating  the  meanir 

of  the  phrase  "change  of  [brand]  control."  Their  discussk 

seemed  no  more  conclusive  than  the  Election  Night  return 

Wth  Armstrong's  blessing,  they  agreed  that  Wireless  could  ui 

the  AT&T  brand  to  sell  some  data  services  to  businesses  with 

or  fewer  phone  lines  in  no  more  than  three  locations. 

"A  GIANT  STEP."  As  November  drew  to  a  close,  Armstror 

got  a  dose  of  good  news.  AT&T  Wireless  had  been  stymi 

from  raising  several  billion  dollars  because  of  a  slump 

wireless  stocks  and  because  one  potential  partner,  .lapane 

mobile-phone  giant  NTT  DoCoMo  Inc.,  wasn't  willing  to  mal^ 

an  investment  as  long  as  AT&T  Wireless  was  part  of  AT&T.  Tl  | 

restructuring  turned  the  Japanese  execs  around.  On  N 

30,  DoCoMo  agreed  to  invest  $9.8  billion  in  AT&T  Wireles 

With  that  kind  of  dough,  Wireless  will  be  able  to  rebuild  ilflS  \ 

network  with  new  technology,  expand  overseas,  and  buy  cr 

cial  radio  spectrum.  "We've  taken  a  giant  step  with  DoCuMt 

says  Zeglis. 

That  wasn't  the  only  reason  Armstrong  would  have  fevoj 
money  worries.  One  day  later,  at  the  Pierre  Hotel  in  Ni 
York,  Noski  met  with  bankers  to  find  OUl  if  he  could  iiorn 
the  additional  $15  billion  in  short-term  capita]  AT&T  needed 

finance  its  restructuring.   Reassured  thai    asset    sales  woi 
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Mark  your  calendar  for  the  next  installment  in 
BusinessWeek's  e.biz  Live  series! 

On  March  22-23,  BusinessWeek  will  bring  to  life  its  acclaimed  e.biz  supplement, 
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keep  its  debt  manageable,  the  bankers  offered 

Noski  $40  billion,  allowing  him  to  bargain  for  the 

best  rates. 

At  the  same  time,  trouble  was  brewing  with 

AT&T's  unions.  The  cwa  had  even  set  up  a  Web  site, 

www.attinsider.com,  that  railed  against  the  breakup.  Then 
New  York  State  Comptroller  McCall,  who  helps  oversee  pen- 
sion funds  that  hold  25  million  AT&T  shares,  asked  Armstrong 
to  speak  to  the  Council  of  Institutional  Investors  in  New 
York  on  Dec.  12.  It  was  an  ambush:  The  crowd  was  full  of 
union  supporters  who  had  been  given  pension-fund  credentials 
for  the  day.  After  the  meeting,  McCall  held  a  press  conference 
where  he  dismissed  Armstrong's  explanation  of  the  restruc- 
turing as  unsatisfactory.  Armstrong  was  "steaming  mad"  and 
complained  that  McCall  had  used  him  as  a  press-conference 
prop  for  his  own  political  gain,  according  to  one  AT&T  execu- 
tive. McCall  did  not  respond  to  requests  for  comment. 

The  union  opposition  isn't  just  bluster.  Their  most  threat- 
ening argument  is 
that  the  breakup  re- 
quires approval  from 
two-thirds  of  AT&T's 
shareholders,  while  management  insists  it  requires  only  a 
simple  majority.  If  the  unions  are  proved  right  in  the  courts, 
Armstrong  may  not  get  his  plan  past  stockholders.  AT&T's  ac- 
quisition of  TCI,  after  all,  was  approved  by  only  72%  of  the 
voted  shares. 

Undeterred,  Armstrong  and  senior  managers  have  been 
touring  the  country  to  rally  the  troops.  On  Dec.  13,  Arm- 
strong stopped  in  New  York  to  meet  with  about  200  em- 
ployees. He  had  bought  a  cup  of  coffee  from  a  lunch  truck  on 
the  street  and  walked  into  the  auditorium,  paper  cup  in 
hand.  He  tried  to  convey  a  sense  of  optimism  and  hope.  "I 
went  in  thinking  he  was  a  figurehead,"  says  Rich  Doyle,  30, 
who  manages  the  installation  of  phone  equipment  in  AT&T's 
own  offices.  "I  came  out  grasping  every  pain  that  he  feels 
every  day  about  this  company." 

FRESH  INCENTIVES.  Armstrong  knew  that  words  would  never 
fully  raise  the  spirits  of  employees  whose  stock  options  were 
under  water.  So  on  Dec.  19,  he  met  with  the  board's  compen- 
sation committee  in  New  York  and  asked  it  to  approve  a 
plan  to  issue  more  options.  The  company  had  issued  new 
options  back  in  August,  when  the  stock  was  trading  at  32, 
but  they  were  now  worthless.  So  the  committee  agreed  to 
issue  the  new  round,  which  is  planned  for  February. 

When  the  board  met  on  Dec.  20  in  New  York,  the 
pressure  was  growing  more  intense.  The  board  voted  to 
cut  the  company's  dividend  for  the  first  time  in  its  histo- 
ry, slashing  it  by  83%,  to  3.75(2  a  share  per  quarter. 
Worse,  Armstrong  was  forced  to  lower  earnings  and  rev- 
enue forecasts  for  the  second  time  in  two  months.  Still, 
the  ceo  argued  that  there  was  reason  for  hope.  The 
shortfall  wasn't  due  to  the  kind  of  sloppy  execution  that 
had  plagued  the  company  in  the  past.  Rather,  it  was  be- 
cause four  big  contracts  had  been  delayed,  and  Armstrong  as- 
sured the  board  all  four  would  close  within  the  next  few 
weeks,  which  they  did. 

At  the  end  of  the  day,  the  board  asked  Armstrong  to 
leave  the  room  so  they  could  discuss  his  annual  performance 
review.  In  a  year  when  such  ceos  as  Richard  A.  McGinn  of 
former  AT&T  unit  Lucent  Technologies  Inc.  have  been  fired  for 
missing  earnings  targets,  the  board  could  have  tightened 
the  screws  on  Armstrong.  Finally,  after  more  than  an  hour, 
the  directors  dispatched  General  Counsel  James  W  Cicconi  to 
fetch  Armstrong.  As  he  entered  the  room,  the  directors  ex- 
ploded with  a  standing  ovation. 

Finally,  Armstrong  is  earning  some  cheers  both  inside  and 
at&t.  Oprah  may  be  his  biggest  fan.  "If  he  were 
for  President,  he  is  one  of  the  few  people  I  have  ever 


GRADING  THE  CHIEF 

After  arriving  at  AT&T  in  November,  1997, 

Mike  Armstrong  attempted  an  ambitious  overhaul. 

Here's  a  look  at  his  record  after  three  years: 


MILESTONES 


MIKE  THE  AX  Armstrong  has  cut  sales,  general,  and 

administrative  costs  to  20%  of  revenues  from  28% 

in  the  past  three  years,  giving  AT&T  a  cost  structure 

comparable  to  that  of  its  competitors. 

CULTURE  CHANGE  He  hammered  away  at  AT&T's 

sleepy  culture  to  boost  the  company's  performance — at 

least  for  his  first  year.  He  issued  stock  options  to  all 

employees,  tied  compensation  to  performance,  and 

reduced  layers  of  bureaucracy.  He  also  cut  into  cushy 

expenses,  such  as  corporate  cars  and  consulting  fees. 

USED  HIS  CURRENCY 

He  made  his  cable  buys 

with  AT&T  stock  before  the 

decline  in  the  long-distance 

business  destroyed  the  value 

of  his  currency.  It  would 

have  been  almost  impossible 

to  cut  the  same  deals  later. 

HELLO,  WIRELESS  He 

transformed  AT&T  Wireless 

from  a  collection  of  local 

businesses  into  a  national 

digital  business  that's 

growing  faster  than  rivals. 


WITH  WIRELESS  CEO  ZEGI 
AND  THE  NYSE'S  GRASSO 


MISSTEPS 


LOST  LEADERS  Turnover  has  been  a  nagging  problem 
since  Armstrong's  arrival,  in  part  because  of  his  control- 
ling management  style.  Business  Services  has  had  four 
CEOs  in  the  past  three  and  a  half  years,  and  AT&T's  othe 
three  major  businesses  have  each  lost  at  least  one  chief. 
BOUGHT  HIGH,  SOLD  LOW  Armstrong  bought  Tele- 
Communications  and  MediaOne 
when  valuations  for  cable-TV 
assets  were  near  their  peak.  He 
paid  about  $105  billion.  They'll 
be  worth  some  $80  billion  when 
he  spins  them  off,  analysts  say. 
LOCAL  TELEPHONE  STATIC 
Armstrong  failed  to  cut  deals 
with  other  cable  operators,  no- 
tably Time  Warner,  to  sell  local 
phone  service.  That  handicappedj 
him  because  AT&T  can  market 
cable  telephony  only  in  regional 
markets  instead  of  nationally. 
BOTCHED  CUSTOMER  SERVICE  When  AT&T  moved 
large  corporate  customers  to  its  Concert  joint  venture 
with  British  Telecom,  many  AT&T  salespeople  quit  and 
service  deteriorated.  Customers  defected,  contributing 
to  AT&T's  poor  financial  performance  last  year. 

known  for  whom  I  would  quit  my  job  and  personally  ca 
paign,"  she  says.  "He's  a  leader  with  guts,  vision,  and  t 
balls  to  back  it  up."  But  AT&T  is  a  company  that  has  been 
decline  for  a  long  time.  It  may  be  that  even  someone  \v 
Armstrong's  talents  has  arrived  too  late  to  achieve  mc 
than  a  modest  victory. 

By  Steve  Rosenbuah  in  Hashing  Ridge,  N 


WITH  EX-TCI  CHIEF 

MALONE 


A  Q&A  with  Mike  Armstrong  appears  on  page 
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ARMSTRONG  ON  THE  RECORD 


Hailed  as  a  savior  when  he  ar- 
rived at  AT&T  three  years  ago, 
CEO  C.  Michael  Armstrong 
quickly  made  $120  billion  worth  of 
acquisitions  to  position  the  company 
for  the  digital  era.  Now,  amid  a 
steep  decline  in  its  share  price,  Arm- 
strong is  separating  the 
company  into  four 
pieces.  He  explained 
why  in  an  interview 
with  BusinessWeek  tele- 
communications editor 
Steve  Rosenbush  at 
AT&T  headquarters  in 
Basking  Ridge,  N.  J. 


network.  For  example,  on  our  wire- 
less network,  we  bundled  a  local 
wireless  call,  a  roaming  charge,  and  a 
long  distance  call — and  charged  a  flat 
rate  for  it.  That  redefined  the  whole 
industry.  In  cable,  we  took  a  broad- 
cast analog  video  business  and  trans- 


Why  break  up  AT&T? 

To  answer  that,  first 
you  have  to  understand 
that  in  1997,  82%  of  our 
business  was  long  dis- 
tance and  it  was  going 
to  go  away.  So  to  save 
at&t  from  becoming  an 
American  memory,  we  invested  in 
three  networks — wireless,  cable,  and 
data.  By  2000,  we  had  defined  our 
strategy,  made  the  investments,  bun- 
dled communications  services  on  each 
one  of  those  networks,  and  begun 
scaling  the  businesses.  Then  we  took 
a  step  back  and  said:  What  structure 
will  best  serve  this  strategy? 

That's  when  we  decided  to  restruc- 
ture for  three  reasons:  currency, 
shareowner  value,  and  employee  moti- 
vation. Shareowners  had  been  very 
patient  while  we  made  those  invest- 
ments. How  was  the  value  out  of  all 
those  investments  going  to  be  deliv- 
ered to  them?  If  we  waited,  would 
these  businesses  have  missed  the  op- 
portunity to  strengthen  themselves 
for  industry  consolidation?  Would  they 
have  been  able  to  keep  the  employees 


Special  Report 


that  they  should  keep  and  attract? 
And  would  shareholders  have  the  pa- 
tience to  wait  much  longer?  I  judged 
not.  It  was  time  for  the  currencies, 
the  equities,  and  the  shareholder  val- 
ue to  come  through.  I  couldn't  make 
that  happen  any  other  way. 

Many  people  believe  the  restructur- 
ing reverses  AT&T's  "one-stop  shop" 
y//.  Has  it  changed? 
The  strategy  was  about  bundling 
that  travel  over  the  same 
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ULong  distance 
is  going  away,  and 
the  market  is  now 
realizing  it.  Thank 
God  we  realized  it 
three  years  ago  If 

— C.  MICHAEL  ARMSTRONG 

formed  the  network  into  a  high-ca- 
pacity, digital  interactive  network, 
and  we're  bundling  digital  TV,  high- 
speed Internet  access,  telephone 
service,  and  we're  testing  video  on 
demand.  That's  bundling  communica- 
tions services  "on  net." 

What  some  people  thought  they 
heard  was  that  we  would  put  your 
cable  bill  on  your  telephone  bill,  or 
put  your  telephone  bill  on  your  cable 
bill,  and  they  called  that  bundling.  I 
guess  you'd  call  that  cross-network 
bundling.  That  kind  of  bundling 
doesn't  keep  customers  or  attract 
customers  to  any  degree.  We  never 
put  a  big  emphasis  on  bundling  all 
kinds  of  services,  only  those  that 
travel  over  the  same  network.  This 
confusion  really  frustrates  me. 

Will  the  full  sum-of-the-parts  value  of 
the  stock  be  achieved  before  the  spin- 


offs and  other  transactions  close? 
I  believe  the  market  today  is  a 
"show  me"  market.  So  I  think  when 
the  restructuring  is  complete,  that's 
when  the  most  value  will  accrue. 

Are  there  drawbacks  to  the  plan? 
In  the  end,  no.  But 
we've  gotta  maintain  op- 
erational execution  and 
not  get  sidetracked  by 
asset  allocation,  proxy 
preparation,  shareholder 
votes,  and  all  of  the  ad- 
ministrative things 
we've  got  to  go  through 
to  get  this  accomplished. 
I  think  we  did  a  pretty 
good  job  of  that  in  2000, 
as  evidenced  by  our 
Wireless  results,  our 
Broadband  results,  and 
our  comeback  in  data  in 
our  Business  Services 
unit.  On  the  other  hand, 
long  distance  declined  faster  than  we 
anticipated,  both  for  the  industry  and 
for  us.  And  it  really  hurt. 

I  thought  it  was  really  fascinating 
to  read  some  of  the  things  criticizing 
me.  For  example,  if  only  I  would  just 
do  like  [IBM's]  Lou  Gerstner  and  fo- 
cus on  my  core  business,  then  AT&T 
could  be  much  more  successful.  But 
the  market  did  not  understand  that 
technology  and  deregulation  are  tak- 
ing the  middle  of  the  [long-distance] 
phone  call  away.  It  cannot  exist  by  it- 
self. The  alternative  today,  had  we 
not  done  what  we  did,  was  extinction. 

Why  do  you  believe  your  message 
lias  been  coolly  received? 

There's  been  a  lot  of  piling-on  be- 
cause our  stock  price  is  down  and 
people  have  been  critical  that  we  are 
changing  our  strategy.  Our  stock 
price  is  down  because  the  core  busi- 
ness, called  long  distance,  is  going 
away  and  the  market  is  now  realiz- 
ing it.  Thank  God  we  realized  it 
three  years  ago. 

I  suspect  that  a  lot  of  this  is  fueled 
by  people  who  don't  want  to  see  AT&T 
succeed.  You  think  the  [Baby  Bells] 
aren't  afraid  of  bundling  over  cable?  I 
can  put  high-speed  data,  local  and 
long-distance  telephone  service,  video 
on  demand,  and  hundreds  of  channels 
of  digital  video  all  together  in  one 
connection.  You  don't  think  they  don't 
think  that  might  be  a  tough  thing  to 
compete  with?  Damn  right  they  do 
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MOONING 
THE  GIANT' 

Startup  Crossgain  found  Microsoft  still  gives  no  quarter 


It's  a  short  trip  between  love  and 
hate.  Just  ask  Tod  Nielsen.  A  year 
ago,  he  was  a  trusted  employee  at 
Microsoft  Corp.  Chairman  William 
H.  Gates  III  had  such  faith  in  the 
young  vice-president  that  he  pulled  him 
aside  and  asked  him  to  go  to  Washing- 
ton, D.C.,  to  be  his  eyes  and  ears  at 
the  landmark  antitrust  trial.  There,  even 
in  the  face  of  mounting  evidence  of  anti- 
competitive behavior,  Nielsen  insisted 
that  Microsoft  was  not  the  bully  the 
government  portrayed.  These  days, 
Gates  and  Nielsen  talk  only  through 
lawyers,  and  Nielsen  knows  firsthand 
about  Microsoft's  strong-arm  tactics. 

It  all  started  last  fall  when  Nielsen, 
who  had  left  Microsoft,  became  ceo  of 
Crossgain  Corp.,  a  business  launched 
by  Microsoft  alumnae  in  February,  2000. 
The  startup's  aim:  to  create  a  service 
that  runs  a  company's  big  software  pro- 
grams over  the  Web.  Despite  Cross- 
gain's  roots,  its  top  execs  chose  to  de- 
velop their  service  using  products  from 
Microsoft  rivals  Sun  Microsystems  Inc. 
and  Oracle  Corp.  That  was  one  in  a  se- 
ries of  decisions  that  snubbed  the  soft- 
ware giant.  By  Jan.  15,  Crossgain's  em- 
ployees were  in  Microsoft's  crosshairs, 
accused  of  violating  noncompete  re- 
strictions contained  in  their  employment 
agreements  with  Microsoft.  Nielsen  and 
22  of  his  compadres  felt  they  had  little 
choice  but  to  fire  themselves — wiping 
out  28%  of  Crossgain's  workforce.  They 
plan  to  trickle  back  to  Crossgain  when 
their  yearlong  noncompete  restrictions 
expire. 


How  did  it  come  to  this?  Crossgain 
officials  decline  to  comment.  Microsoft 
insists  it  was  just  sticking  by  its  rights. 
"We  felt  like  we  had  good-faith  discus- 
sions with  Crossgain  to  resolve  the  con- 
flicts in  the  noncompete  agreements.  We 
find  it  both  surprising  and  regrettable 
that  Crossgain  abandoned  those  discus- 
sions," says  a  spokesperson.  Inside 
sources  at  both  companies,  however,  say 
that  Microsoft  tried  to  use  the  issue  in 
an  attempt  to  force  Crossgain  to  build 
its  service  on  Microsoft  software.  This 
tale,  pieced  together  from  two  dozen 
interviews  with  execs  at  both  compa- 
nies and  outsiders  who  declined  to  be 
identified,  shows  that  even  while  Micro- 
soft is  under  the  microscope  of  its  an- 
titrust case,  it's  willing  to  go  to  great 
lengths  to  muscle  an  adversary.  The 
fact  that  Crossgain's  founders  were 
prodigal  sons  didn't  help  them  one  iota. 
KEY  PLAYER.  For  Nielsen,  the  decision 
to  leave  Microsoft  after  12  years — most 
recently  as  head  of  developer  relations — 
had  been  excruciating.  He  broke  down 
and  cried  last  June  when  he  told  Micro- 
soft President  Steven  A.  Ballmer  that 
he  needed  a  break  from  work.  In  Sep- 
tember, he  joined  Crossgain  because  he 
saw  it  as  a  key  player  in  the  next  gen- 
eration of  Internet  computing. 

There's  a  saying  in  techdom  about 
Microsoft:  Don't  moon  the  giant.  Cross- 
gain  mooned  Microsoft  every  which 
way.  First,  the  ex-Microsofties  poached 
some  of  their  former  colleagues  to  join 
them  at  the  startup.  Then  they  raised 
$10  million  from  investors,  including  The 


NIELSEN 

The  Microsoft  alumnus  was  l 

quickly  accused  of  violating  his  C 

noncompete  agreement  ! 

Is.  "I 
Barksdale  Group,  a  venture  firm  n  M 
by  Microsoft's  chief  nemesis  at  the  an  -pre?i 
trust  trial,  former  Netscape  Commui  g  nj 
cations  Corp.  CEO  James  Barksdale.  f  | 
few  months  later,  Crossgain  nam  !  . 
Mitchell  Kertzman,  an  outspoken  err  del  | 
of  Microsoft's  business  practices,  a  I  Kg 
rector.  Kertzman  is  ceo  of  Libera  who 
Technologies,  an  interactive-TV  softwa  to 
maker  that  competes  fiercely  wi  s 
Microsoft  interactive-TV  technology. 

The  last  straw  was  Crossgain's  de 
sion  to  base  its  technology  on  non-Mici 
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CROSSGAIN'S  COLLISION 
IN  SLOW  MOTION 


CROSSGAIN  LAUNCHES  Former 
Microsoft  software-developer  stars 
Adam  Bosworth 
and  Rod  Chavez 
launch  Crossgain 


OSSGAIN 


in  February,  2000.  The  aim  is  to  de- 
velop a  service  that  runs  heavy-duty 
applications  over  the  Web. 

FIRST  BLOOD  In  response  to  com- 
plaints that  Cross- 

t££T  Mkxosoft 

founders  agree  in  June  to  inform  any 


Microsoft  employees  seeking  a  j( 
with  them  to  notify  their  supervi  f_ 

SLEEPING  WITH  THE  ENEMY     3* 


In  September,  Crossgain 
raises  $10  million  from 
venture  funds,  including 
one  run  by  Microsoft 
nemesis  James  Barksdale. 
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software.  Instead  of  using  such 
•osoft  products  as  the  Windows  2000 
•ating  system  and  SQL  Server  2000 
base  package  to  develop  its  service, 
ssgain  opted  for  software  made  by 
Is.  "It  doesn't  look  very  good  for 
•osoft  if  a  company  run  by  its  former 
-president  of  developer  relations  is 
g  software  made  by  Oracle,"  says  a 
ler  Microsoft  executive, 
t  first  it  seemed  like  war  could  be 
ded.  Last  September,  Nielsen  heard 
1  Senior  Vice-President  Paul  Fless- 

who  runs  Microsoft's  SQL  Server 
base-software  business.  Flessner  and 
sen  were  frequent  lunch  partners 
ng  Nielsen's  days  in  Redmond.  So 
n  Flessner  said  he  was  concerned 

Crossgain  was  in  contact  with 


Microsoft  customers,  Nielsen  hopped  in 
his  Ford  Explorer  and  drove  a  mile  up 
the  road  to  meet  Flessner  in  his  office. 
He  laid  out  Crossgain's  business  plans, 
arguing  that  Microsoft  had  nothing  to 
fear  from  the  nascent  company. 

Weeks  went  by.  A  few  days  before 
Thanksgiving,  Flessner,  via  e-mail,  ac- 
cused Crossgain  of  competing  directly 
with  Microsoft.  And  he  alleged  that  the 
staffers  Crossgain  hired  from  Microsoft 
had  violated  their  Microsoft  employment 
agreements.  Nielsen,  Crossgain  founders 
Adam  Bosworth  and  Rod  Chavez,  and 
other  ex-Microsofties  were  dumbfound- 
ed. They  couldn't  understand  how  they 
competed,  since  Microsoft  didn't  have  a 
service  to  run  software  applications  over 
the  Web.  And  they  couldn't  fathom  how 
Microsoft,  a  company  they  worked  so 
hard  for,  could  be  so  punitive. 

The  fight  got  messier.  Nielsen  and 
Flessner  met  three  more  times  in  Red- 
mond in  December.  Nielsen  was  accom- 
panied by  Bosworth  and  company 
lawyers.  Flessner  matched  him,  flanked 
by  Microsoft  attorneys.  Flessner  said 
that  Crossgain  competed  because  its 
technology  would  allow  users  to  ex- 
change data  over  the  Internet.  To 
Crossgain,  that  definition  of  competition 
was  overly  broad.  And  some  legal  ex- 
perts agree.  "Courts  aren't  going  to  ex- 
pand the  circle  of  competition  beyond 
real  serious  competition,"  says  Peter  M. 
Panken,  an  employment  law  specialist  at 
Epstein,  Becker  &  Green  in  New  York. 

With  a  potential  lawsuit  looming, 
Microsoft  offered  a  deal,  according  to 
Crossgain  and  Microsoft.  If  Crossgain 
committed  to  building  its  service  with 
Microsoft  products,  the  company  would- 
n't pursue  the  noncompete  claims. 
Crossgain  sources  say  Microsoft  specif- 
ically wanted  to  preclude  the  company 
from  using  Oracle  database  software. 
Microsoft  sources  deny  that.  Switching 
to  Microsoft  technologies  meant  huge 
delays  and  the  loss  of  months  of  work 
for  Crossgain,  which  hopes  to  launch 
its  first  service  in  March.  But  the  deal 
also  meant  avoiding  months,  or  perhaps 
years,  of  litigation  with  one  of  the 
wealthiest  companies  in  the  world. 
Crossgain  execs  thought  they  could  win 
the  litigation,  but  the  time  and  expense 
to  do  it  would  be  a  huge  drain. 

As  the  negotiations  continued,  Cross- 


gain  enlisted  a  handful  of  former  Micro- 
soft executives  to  help  make  their  case 
with  Ballmer  and  other  big  brass.  But 
Microsoft  didn't  back  down.  "Steve 
[Ballmer]  takes  a  strong  point  of  view. 
He  feels  people  who  sign  employment 
agreements  should  live  up  to  them," 
says  an  exec  familiar  with  the  talks. 
"CHARGED  UP."  So  Crossgain  considered 
the  offer.  The  company  entered  into  a 
three-week  agreement  with  Microsoft, 
beginning  Jan.  1,  in  which  it  would  test 
Microsoft's  software.  After  two  weeks, 
though,  Crossgain  concluded  that  it 
would  be  more  trouble  than  it  was 
worth.  Crossgain  execs  believed  that 
by  firing  the  23  employees,  they  could 
remove  Microsoft's  most  potent  argu- 
ment if  it  sues.  Crossgain  decided  that 
the  right  to  choose  its  software  was 
worth  the  fight.  "The  Crossgain  guys 
were  saying,  'Give  me  liberty  or  give 
me  death,'"  says  an  executive. 

They  got  purgatory.  At  a  meeting  of 
the  company's  80  employees,  Nielsen  told 
the  staff  about  a  section  in  James  C. 
Collins'  business  management  book  Built 
to  Last:  Successful  Habits  of  Visio7iary 
Companies.  Every  successful  company, 
Collins  writes,  has  to  overcome  a  chal- 
lenging episode  early  in  its  life.  This, 
said  Nielsen,  was  Crossgain's  episode. 
"The  remaining  folks  were  charged  up," 
says  one  worker.  Nielsen,  Bosworth,  and 
the  other  Microsoft  alums  cleaned  out 
their  desks,  handed  off  their  tasks,  and 
walked  out  the  door. 

What  happens  next  is  unclear. 
Bosworth  can  return  to  Crossgain  next 
month.  Nielsen  can  come  back  in  July. 
With  more  than  a  quarter  of  its  work- 
force gone,  though,  Crossgain  is  likely  to 
lose  valuable  time  getting  its  product 
to  market.  Meanwhile,  Microsoft  could 
still  sue,  claiming  that  Crossgain's  tech- 
nology is  based  on  the  work  of  former 
Microsoft  employees  who  violated  non- 
compete agreements.  Microsoft  won't 
disclose  its  plans. 

One  thing  is  certain:  Anyone  who 
thought  the  software  giant  mellowed 
with  the  antitrust  trial  should  think 
again.  Since  the  antitrust  case  began, 
Microsoft  has  gone  to  great  lengths  to 
shed  its  image  as  a  corporate  bully.  But 
as  the  Crossgain  struggle  shows,  hard- 
ball is  part  of  Microsoft's  DNA. 

By  Jay  Greene  in  Seattle 


*  ON  THE  LAWYERS 

/ember,  Microsoft  ac- 
23  ex- Microsoft  em- 
!S  at  the  startup  of  vio- 
their  noncompete 
nents.  Microsoft  President 
l  A.  Ballmer  rejects  appeals 
;o-betweens  to  back  off. 


COMPROMISE  OFFERED  In 

December,  Microsoft  offers  to  over 
look  the  noncompete  issue  if 
Crossgain  commits  to  build- 
ing its  service  with 
Microsoft  software.  It 
already  uses  Sun  Micro 
systems  products. 


♦ 


IMPACT  In  January,  after  testing 
Microsoft  software,  Crossgain  de- 
cides not  to  use  it.  The  company 
dismisses  the  23  ex-Microsofties  in 
an  attempt  to  sidestep  the  noncom- 
pete claims.  It  plans  to  rehire  those 
workers  when  their  one-year  non- 
compete periods  end. 


BusinessWeek  /  February  5,  2001  101 


Legal  Affairs 


E  COMMERCE 


THE  BROAD  BACKLASH 
AGAINST  E-TAILERS 

Brick-and-mortar  rivals  set  up  legal  curbs  all  over  the  place 


When  Texas-born  Jonathan  Coon  co- 
founded  1-800  Contacts  Inc.,  a 
venture  that  sells  contact  lenses 
over  the  phone,  fax,  and  Internet  from 
an  office  in  Orem,  Utah,  he  made  his 
native  state  an  early  target  market.  But 
the  Lone  Star  state  has  given  Coon  the 
cold  shoulder.  In  1997,  Texas 
optometrists  successfully  lob- 
bied to  pass  a  law  requiring 
out-of-state  lens  providers  to 
obtain  the  original,  hand- 
signed  prescription  before 
shipping  contacts  to  Texas 
customers.  That  makes  it 
more  time-consuming  to  or- 
der on  the  Web,  which  gener- 
ated half  of  1-800  Contacts' 
estimated  $145  million  in  sales 
last  year.  "Retail  optometry 
has  done  a  good  job  of  strik- 
ing fear  into  the  hearts  of 
consumers,"  fumes  Coon. 

He's  not  the  only  online  en- 
trepreneur to  feel  the  sting 
of  a  brick-and-mortar  back- 
lash. Threatened  by  displace- 
ment in  cyberspace,  retailers, 
distributors,  and  other  mid- 
dlemen are  waging  a  surpris- 
ingly successful,  behind-the- 
scenes  campaign  to  block 
e-commerce.  While  a  few  cas- 
es have  come  to  light,  most 
have  occurred  under  the 
radar  screen  at  the  state  lev- 
el. Now,  a  new  report,  due  on 
Jan.  31  from  the  Progressive 
Policy  Institute,  a  Washing- 
ton think  tank,  catalogs  how 
pervasive  the  offline  rush  for 
protection  in  everything  from 
autos  to  wine  has  become. 
"The  revenge  of  the  disintermediated 
represents  perhaps  the  biggest  threat  to 
the  widespread  digitization  of  the  U.S. 
economy,"  says  Rob  Atkinson,  director 
of  the  Technology  &  New  Economy  Proj- 
<  set  at  PPI  and  author  of  the  report. 

Atkinson  figures  that  anti-e-commerce 

efforts  cost  Americans  at  least  $15  billion 

.  And  that  has  consumer  groups 

iur  up  the  heat.  The  nonpartisan 

imer   Federation  of  America  is 


working  on  a  study  showing  how  con- 
sumers are  being  penalized  by  state 
curbs,  strongly  backed  by  dealers,  on 
Net  auto  sales.  "This  is  the  kind  of  fight 
we  really  like  to  take  on,"  says  Mark 
N.  Cooper,  cfa's  director  of  research. 
Of  course,  industries  threatened  by 


REVENGE 


Car  dealers, 
optometrists, 
and  music 
merchants  are 
blocking  their 
online  rivals 


economic  change  have  of- 
ten sought  government 
protection.  In  the  1920s, 
the  Horse  Association  of 
America  campaigned  to 
limit  the  use  of  trucks 
and  automobile  parking 
on  public  roads.  Indepen- 
dent banks  lobbied  in  the 
1930s  for  a  ban  on  branch 
banking  that  was  a  bul- 
wark against  big  banks 
for  nearly  half  a  century. 
But  because  the  disinter- 
mediation  wrought  by  the  Net  is  so  far- 
reaching,  the  reaction  has  been  unusual- 
ly broad,  as  the  PPI  report  makes  clear. 
TELEMEDICINE.  Consider  radiology.  Be- 
cause X-rays  and  other  forms  of  med- 
ical imaging  move  easily  across  the  Net, 
patients  can  get  second  opinions  from 
out-of-state  practitioners  without  having 
to  travel.  But  while  this  expands  oppor- 
tunities for  some  doctors,  many  fear  the 
competition  and  are  pushing  to  strength- 


en state  licensing  laws  to  raise  the  ba 
for  out-of-state  radiologists.  So  far,  onl 
six  states  have  rules  that  make  telemec 
icine  easier.  "Issues  around  protectin 
turf  do  enter  in,"  says  Dale  L.  Austin,  a 
official  of  the  Federation  of  State  Media 
Boards,  which  backs  easing  the  rules. 

Wine  merchants,  music  retailers,  an 
realtors  have  also  appealed  to  lawmakeij 
and  the  courts  to  rein  in  e-commercl 
Last  year,  liquor  wholesalers  successf 
ly  lobbied  Congress  to  let  states  go 
federal  court  to  sue  out-of-state  supplied 
that  ship  alcohol  to  consumers  in  stata 
that  ban  direct  shipments  across  thej 
borders.  "Just  the  threat  of  that  will 
minish  online  sales,"  predicts  David 
Rher,  president  of  the  National  Be 
Wholesalers  Assn.  The  National  Asso 
ation  of  Recording  Mercha 
disers  is  suing  Sony  for  se 
ing  compact  disks  that,  wh< 
played  on  a  computer, 
link  users  to  a  Sony-own< 
Web  site  where  they  can  pi 
chase  more  CDs  with  a  fe 
mouse  clicks. 

Many  of  those  battlii 
shops  in  cyberspace  arg 
that  they  just  want  to  le\ 
the  playing  field.  Wineri 
shipping  direct  to  consume 
who  order  on  the  Web,  Rh 
insists,  don't  pay  state  sa 
and  excise  taxes  and  do 
take  precautions  to  keep 
liveries  out  of  minors'  nan 
Others  say  they  are  acting 
consumers'  best  intere 
"With  fewer  companies  c< 
trolling  too  much  copyrig 
ed  material,  there  won't  be  room 
choice"  or  price  competition,  says  Paml 
Horovitz,  president  of  the  recording  ml 
chandisers  suing  Sony.  And  radiologil 
who  balk  at  letting  out-of-state  specialij 
make  diagnoses  from  images  made  lo( 
ly  say  patients  need  to  be  protected  fr 
unqualified  practitioners. 

What  to  do  about  the  e-commerce  p 
tectionists?  Atkinson  recommends  t 
the  Bush  Administration  create  an 
commerce  ombudsman  to  advocate 
cybercompetitors.  That's  not  likely,  gi1 
Bush's  hands-off  approach  to  mark) 
But  the  feds  already  seem  to  be  tak 
his  suggestion  that  they  beef  up 
forcement  against  retailers  that  colli 
against  companies  selling  directly  via 
Net.  Last  year,  the  Justice  Dept.  for 
the  National  Association  of  Realtors 
stop  requiring  brokerages  to  list  ex 
sively  with  its  Web  site,  realtor.com. 
for  now,  the  brick-and-murtar  folks 
be  keeping  the  pressure  on. 

By  Amy  Borrua  in  Washing 
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Four  leading 
fund  managers 


One  personal 
Financial  Advisor 


r 


Morgan  Stanley  Dean  Witter  Funds 

ntroducing  our  new 
Morgan  Stanley  Dean  Witter  All  Star  Growth  fund. 


Four  established  investment  strategies.  Managed  by  four  of  our  leading 
fund  managers.  All  in  one  dynamic  fund,  connected  to  you  through  your 
personal  Financial  Advisor.  We  call  it  the  Morgan  Stanley  Dean  Witter 
All  Star  Growth  Fund.  It's  your  chance  to  take  advantage  of  a  breadth 
of  investing  styles  -  in  a  single  fund.  Please  note  that  the  Fund  is 
newly  organized  and  has  no  performance  history  of  its  own.  Simply  call 
toll-free  1 -877-937- MSDW  or  visit  us  at  msdwadvice.com/funds  to  learn  more. 


Well  Connected 


Morgan  Stanley 
Dean  Witter 


our  free  brochure  and  a  prospectus,  which  contains  more  complete  information  on  risks,  charges  and  expenses.  Read  the  prospectus  carefully  before  you  invest  or  send  money.  There 
no  assurance  that  Morgan  Stanley  Dean  Witter  All  Star  Growth  Fund  will  achieve  its  investment  objective.  The  Fund's  share  price  will  fluctuate  with  changes  in  the  market  value  of  its 
d  securities.  When  you  sell  Fund  shares,  they  may  be  worth  more  or  less  than  what  you  paid  for  them.  Accordingly,  you  can  lose  money  investing  in  this  Fund.  Investments  in  smalF 
l-sized  companies  involve  greater  risks  than  those  associated  with  investing  in  larger  companies.  The  Fund's  purchase  of  shares  in  initial  public  offerings  exposes  it  to  additional  risks 
ted  with  companies  that  have  little  operating  history  as  public  companies.  Morgan  Stanley  Dean  Witter  and  Well  Connected  are  service  marks  of  Morgan  Stanley  Dean  Witter  &  Co. 
s  are  offered  through  Dean  Witter  Reynolds  Inc.  and  Morgan  Stanley  &  Co.  Incorporated,  members  SIPC.  ©2001  Morgan  Stanley  Dean  Witter  Distributors  Inc.,  member  SIPC. 


You'll  find  Fujitsu  companies  like  Amdahl,  DMR 
Consulting,  ICL  and  Gloria  International 
around  the  globe.  Tapping  new  markets  and 
vultures.  Offering  a  full  range  of  IT  and 
telecommunications  solutions.  Providing  local, 
personalized  service.  So  wherever  your  customers 
are,  whatever 
their  needs,  they 
won't  have  to  look 
very  far  to  find  a 
friendly  face. 


f\D     While  the  world  may  be  getting  smaller,  its  challenges  clearly  aren't.  That's  why  it's 


reassuring  to  know  some  people  have  your  best  interests  in  mind.  People  who  eat,  sleep  and 


breathe  your  business.  So  when  you  talk  about  your  company's  Internet  needs,  they  understand 


every  word  you  say.  Fujitsu  is 


the  world's  third  largest  IT 


services  company*- a  $50  billion 


THE  INTERNET  CAN  PUT  YOU  IN  TOUCH 
WITH  MILLIONS  OF  CUSTOMERS    - 
AROUND  THE  GLOBE. 

THEN  WHY  DO  YOU  FEEL  SO  ALONE? 


provider  of  IT  and  telecommunications  products  and  services.  With  60,000  IT  support  and 


service  professionals  and  operations  in  over  100  countries,  we're  anything  but  distant.  We  get 


to  know  each  of  our  global  customers,  on  their  own  turf.  All  over  the  world.  Isn't  it  nice  to  know 


that,  wherever  the  Internet  takes  your  business,  there  will  be  someone  right  by  your  side? 


Fuffrsu 


THE     POSSIBILITIES     ARE     INFINITE 


www.fujitsu.com 


■Source:  IDC.  December  1 999.  Who  Will  be  Leading  the  Global  IT  Services  Industry  in  2000?:  A  Competitive  Analysis  by  Mauro  Peres.  Sophie  Janne  Mayo. 


The 
Mind 
Of  The 
CM: 


Book  Excerpt 


With  the  world 
economy  slowing- 
amid  breakneck 
technology  change-many 
captains  of  industry  don't 
have  a  clue  what's  coming 
next.  But  they  have  a 
wealth  of  valuable  insights 


By  Jeffrey  E.  Garten 


i 


Over  the  past  two  years,  I  have  met  with  dozens 
the  world's  most  influential  business  leaders,  c 
on  one.  I  tried  to  get  into  the  heads  of  the  peoj  '& 
who  run  corporations  such  as  General  Electric,  Intef 
America  Online,  Dell  Computer,  Goldman  Saclpt 
Federal  Express,  bp  Amoco,  Nokia,  and  Toyota  I 
wanted  to  make  some  judgments  about  the  world  they  live  ft 
and  the  constraints  and  opportunities  for  business  leadls 
ship  today.  I  came  away  with  the  sense  that  global  cis. 
are  not  the  superpowerful  executives  so  often  associated 
with  being  captains  of  finance  and  industry. 

In  fact,  I  found  myself  wondering  whether  the  men  £'t 
women  who  run  global  companies  are  leading 
the  third  industrial  revolution,  being  carried 
along  by  it,  or  being  consumed  by  it.  I  be- 
lieve historians  will  conclude  that  the  pres- 
sures of  the  era  have  proved  much  greater 
than  anything  most  of  these  leaders  could 
surmount.  As  a  group,  global  ceos  will  be 
seen  as  captains  of  small  ships  in  turbulent 
seas — rarely  able  to  chart  a  steady  course 
and  to  maintain  control  of  their  own  fate. 

aol  Time  Warner  Chairman  Stephen  M. 
Case  put  it  best  in  a  talk  to  investors  and 
analysts  in  the  spring  of  1998.  "I  sometimes  feel  like  I'm 
hind  the  wheel  of  a  race  car. . . ,"  he  said.  "One  of  the  bigg  am. 
challenges  is  there  are  no  road  signs  to  help  navigate.  Anc  ltd 
fact ...  no  one  has  yet  determined  which  side  of  the  r  nwi 
we're  supposed  to  be  on." 

As  I  was  writing  the  book,  some  of  Dan 
^000^. —  most  enthusiastic  and  experienced  CEclof> 

met — Richard  L.  Huber  of  Aetna,  G.  Rich  I  ] 
Thoman  of  Xerox,  and  Rebecca  P.  Marl  in: 
Azurix — were  pressured  into  resigning  tl  1 1: 
jobs  because  of  poor  corporate  performai  \  \ 
Others  talked  optimistically  about  pi  ft  i 
pects,  but  their  corporate  realities  were  rc  I.  Th* 
less  cheery.  "Our  opportunities  are  notl s ei 
short  of  spectacular,"  said  Christopher  I 
Galvin,  chairman  and  ceo  of  Motorola,  e  edat 

ler 


as  the  company  experienced  problems 
best  is  yet  to  come,"  said  Lawrence  A.  W  i 
bach,  Unisys  chairman  and  ceo,  even  as 
turnaround  that  he  engineered  was  conjsu! 
unwound.  "We  might  be  between  5%  and 
of  the  [way  through  the]  changes  that 
occurring  in  the  way  companies  operate," 
Michael  Dell,  chairman  and  CEO  of  Dell  Compi 
implying  that  his  made-to-order  manufacturing  m 
was  the  prototype  of  the  future — even  as  the  compa 
sales  outlook  began  to  falter. 

There  are  three  reasons  for  the  almost  intractable 
lenges  global  CEOS  face:  the  sheer  difficulty  of  runnir 
multinational  company  during  a  time  of  tremendous  tec 
logical  change,  the  great  uncertainties  of  the  global  envi 
ment,  and  the  need  for  a  CEO  to  be  both  a  business  le 
and  a  global  statesman  concerned  with  everything  from 
vironmental  protection  to  rules  for  cyberspace. 

Technology  is  perhaps  the  most  powerful  force  lor  eh; 
and  uncertainty  in  the  lives  of  CEOS.  Leonard  Riggio,  chaii 
and  ceo  of  Barnes  &  Noble,  likened  the  impact  of  the  Inte 


p 


Adapted  from  The  Mind  of  the  C.E.O,  Basic  Books/Persmt 
lishing,  2001.  Copyright  by  Jeffrey  K.  Garten,  Garten,  dean  of  th< 
School  qf  Management  and  farmer  Undersecretary  of  Commerce  i 
Clinton  Administration,  is  a.  BusinessWeek  viewpoint  colvm 
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just  to  past  industrial  revolutions 

to  the  religious  and  political  move- 
its  th;it  swept  the  world  in  centuries 
t.  GE  Chairman  and  CEO  John  F. 
Ich  Jr.  called  the  Internet  "the  most 
iting  development  in  my  professional 
2er."  Only  one  person  expressed 
pticism.  Intel's  Andrew  S.  Grove 
sd:  "Are  we  in  a  true  revolution?  I 
't  think  so.  I  don't  think  this  repre- 

s  a  step  function  in  the  quality  of  what  happens  in  our 
I  s.  The  steam  engine  was  a  revolution.  The  railroad  was  a 
*    ilution.  The  equivalent  today  would  be  space  travel." 
BOB  haven't  been  very  good  at  predicting  the  real  value  of 

technologies.  Some  of  the  best-placed  business  leaders,  such 

the  end,  a  vision  without 
bility  to  execute  is  probably 
lucination  9? 

—  STEPHEN  M.  CASE 
Chairman,  AOL  Time  Warner 


Microsoft's  Bill  Gates  and  ge's  Jack  Welch,  were,  by  their 
admission,  slow  to  embrace  the  Internet.  Rupert  Murdoch 
red  it  altogether,  then  embraced  it  with  huge  in- 
ment  plans,  and  then  dramatically  scaled  back  his 
itions — all  in  one  year.  Nokia's  chairman  and  ceo, 
ia  Ollila,  admitted  to  me  his  uncertainty  about  the 
of  software  that  would  lash  cell  phones  to  the  In- 
et.  Toyota  Chairman  Hiroshi  Okuda  said  he  was 
ing  the  future  on  fuel  cells  and  clean  cars,  but 
no  idea  when  his  big  bets  would  pay  off. 
he  New  Economy  has  also  been  a  great 
ce  of  uncertainty,  as  well  as  opportunity,  for 
i.  The  prolonged  expansion  of  the  '90s  was 
!W  experience  for  chief  executives.  They 
't  know  how  long  growth  could  be  sus- 
>d  at  breakneck  levels.  They  didn't  know 
ther  sky-high  price-earnings  ratios  sig- 
\V(  d  a  permanent  new  era  of  growth  or  a 

jorary  aberration  in  historical  patterns.  As 
;J  suit,  many  ceos  wound  up  making  improbable 
icial  projections  for  their  companies, 
thers  confused  a  genuine  belief  that  we  are  on 
cusp  of  unending  prosperity  with  the  impera- 
5  of  executing  their  plans  with  the  precision 
markets  demanded.  I  recall,  for  example, 
lichael  Armstrong,  chairman  and  ceo  of  AT&T, 
ribing  with  enthusiasm  what  he  saw  happening. 
AT&T  I  can  see  the  whole  world  of  communica- 
I  exploding,"  he  said.  "We  are  laying  enough 
•  each  day  to  go  around  the  world  twice.  Inter- 
traffic  is  doubling  every  100  days.  The  borders 
coming  down,  and  it's  an  irreversible  trend."  In 
end,  Armstrong  had  to  reverse  his  strategy 
on  this  vision.  Did  his  exuberant  view  get 
d  of  his  ability  to  implement  it  in  practice? 
ain  ow,  with  the  economy  fast  decelerating,  ceos 
ntei  ance  again  mired  in  uncertainty.  Are  they  in 
i  series  of  boom-bust  cycles  akin  to  the  late 
century,  when  the  railroads  were  built  and 
ing  stock  markets  alternated  with  financial 
•ni  cs?  Could  the  slowdown  be  a  long,  slow 
ibB  1  in  which  the  vitality  gradually  seeps  out 


H  You  will  see  a  tremendous 
backlash  [against  globalization] 
in  the  21st  century?? 

—  JURGEN  E.  SCHREMPP 
Chairman  and  CEO,  DaimlerChrysler 

of  the  economy?  Or  will  our  nimble  capital  markets  produce 
a  short  soft  landing  followed  by  a  quick  takeoff?  Like  the  rest 
of  us,  ceos  don't  have  a  clue. 

A  serious  downturn  could  affect  their  worldwide  strategies. 
ceos  sense  globalization  is  entering  a  more  problematic  phase. 
"You  will  see  a  tremendous  backlash  [against  globalization]  in 
the  21st  century,"  said  Jurgen  E.  Schrempp,  chairman  and 
ceo  of  DaimlerChrysler.  "I  see  a  renaissance  of  nationalism," 
added  Rolf-E.  Breuer,  chairman  of  Deutsche  Bank.  "In  fact,  in 
my  view  it  is  nationalism  and  not  globalization  that  is  growing 
fastest."  If  the  U.  S.  downturn  turns  ugly,  some  ceos  worry 
about  Washington  policy.  Says  Mitsubishi's  Minora  Makihara: 
"Of  great  concern  to  Japan  and  all  other  countries  is  the  pos- 
sibility of  protectionism  emanating  from  the  U.  S." 

Corporate  competition  has  been  dramatically  changed  by  in- 
formation technologies  and  globalization,  altering  what  ceos 
must  do  day  to  day.  It's  not  just  that  the  competition  is  so 
fierce  but  that  it  is  qualitatively  different.  In  the  1980s,  for  ex- 
ample, American  manufacturers  faced  an  assault  from  Japanese 
companies  such  as  Toyota  and  NEC,  companies  that  had 
mastered  quality  and  inventory  control,  as  well  as  speed- 
ier ways  to  get  products  to  market.  Western  ceos  studied 
the  competition,  deconstructed  what  made  it  so  good, 
and  adopted  the  better  features  of  their  rival  strategies. 
Today,  however,  the  race  is  less  against 
some  identified  competitor  than  for  markets 
that  don't  yet  exist,  for  consumer  needs  that 
have  not  yet  been  identified,  for  young  tal- 
ent whose  creativity  has  yet  to  blossom. 
In  other  words,  there  is  no  rabbit  to  lead 
the  dogs  around  the  track.  It's  all  new. 
As  PepsiCo  Chairman  and  ceo  Roger  A. 
Enrico  said:  "Every  single  day,  you  have  to 
think  and  act  as  if  your  business  is  ex- 

f    f  When  you 
^^  L*  are  faced 
^P  ^P  with  a 
decision,  the  best  thing 
is  to  do  the  right  thing, 
the  next  best  is  to  do 
the  wrong  thing,  and 
the  worst 
thing  is  to  do 
nothing 


ig,  aim 

99 


—  ROGER  A.  EN  HI  CD 
Chairman  and  CEO,  PepsiCo 
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At  AT&T,  I  can  see  the  whole  world  of 

communications  exploding....  The  borders  are 

coming  down,  and  it's  an  irreversible  trend 
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-  C.  MICHAEL  ARMSTRONG 
Chairman  and  CEO,  AT&T 

pendable.  I  don't  think  there  is  any  such  thing  as  sustainable 
competitive  advantage  anymore." 

Wall  Street  has  changed,  too.  Financial  markets  are  more 
ruthless.  It  has  not  been  enough  to  have  strong  growth: 
Hypergrowth  has  been  the  yardstick.  It  has  not  sufficed  to 
succeed  in  being  within  a  range  of  the  earnings  you  project- 
ed: A  ceo  has  had  to 
hit  or  exceed  a  precise 
target.  The  markets 
demand  a  company  be 
Internet-savvy  and  have  operations  that  are  scalable. 

Never  before  have  ceos  faced  such  intractable  dilemmas  in 
their  strategies.  How  to  be  a  global  company  that  is  still  at- 
tuned to  each  and  every  major  local  market  around  the 
world?  How  to  make  the  Internet  part  of  your  corporate 
DNA  without  throwing  away  elements  of  traditional  culture? 


66  [The  Internet  is] 
the  most  exciting 
development  in  my 

professional  career  9 

I 

—  JOHN  F.  WELCH  JR. 
Chairman  and  CEO,  General  Electric 


How  to  be  a  visionary  but  not  commit  the  sin  of  failing  to  ex- 
quisitely execute  the  dreams  you  publicly  presented?  With  the 
shakeout  in  high  tech,  the  answer  to  this  is  now  clear.  "In  the 
end,"  said  aol's  Case,  "a  vision  without  the  ability  to  execute 
is  probably  a  hallucination." 

A  difficult  dilemma  is  balancing  the  focus  on  short-term 
gains  in  shareholder  value  with  a  longer-term  strategy.  Orit 
Gadiesh,  chairman  of  Bain  &  Co.,  said  what  many  CEOs  were 
reluctant  to  admit.  "You  [shouldn't]  have  a  long-term  strate- 
gy anymore,"  she  said,  "because  you  are  going  to  be  confined, 
and  you  won't  be  able  to  move  fast  enough." 

Sometimes  big  companies  will  have  to  build  links  to  talent 
pools  in  smaller  and  more  innovative  ones  to  implement  the 
necessary  course  changes  with  speed  and  creativity.  "If  you 
expect  to  get  all  those  ideas  and  nontraditional  thinking  in  a 
large  company,  you're  kidding  yourself,"  says  American  Ex- 
press ceo  Kenneth  I.  Chenault. 

The  economic  downturn,  which  surprised  ceos  with  its  sud- 
denness and  speed,  is  bringing  a  new  set  of  dilemmas  to  their 
lives.  How  can  ceos  continue  to  bring  the  Internet  into  every 
aspect  of  business,  while  also  cutting  expenses  and  person- 
nel? Should  they  invest  more  in  information  technologies  in  a 
downturn  to  get  ahead  of  their  rivals,  or  relax — now  that 
most  dot-coms  that  were  so  responsible  for  the  pressure  to 
adopt  new  it  strategies  are  dead  or  ailing?  How  can  they 
construct  compensation  packages  for  top  talent,  now  that  stock 
options  are  less  attractive?  Should  they  merge  in  order  to 
consolidate  costs,  or  is  it  better  to  hold  off,  now  that  their  share 
are  depressed  and  it's  too  expensive  to  buy  other  com- 
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panies  with  stock?  Most  ceos  don't  kno 
the  answers. 

Boom  or  bust,  change  has  become  a 
pervasive  that  speed  of  decision-makiri 
has  become  paramount,  often  without  ft 
information.  'When  you  are  faced  with 
decision,"  said  PepsiCo's  Enrico,  "the  be: 
thing  is  to  do  the  right  thing,  the  next  best  is  to  do  the  wror 
thing,  and  the  worst  thing  is  to  do  nothing."  What's  more 
cording  to  Unisys'  Weinbach,  "if  we  are  going  to  be  leader 
we're  going  to  have  to  make  decisions  with  maybe  75% 
the  facts  [that  we'd  like  to  have].  If  you  wait  for  95%,  you  a 
going  to  be  a  follower." 

Anyone  talking  to  each  of  these  ceos,  as  I  did  for  an  hoi 
or  two,  would  come  away  scratching  his  head  about  tl 
number  of  roles  they  are  forced  to  play.  At  one  time  th< 
need  to  be  commanding  general,  coach,  cheerleader;  brilliai 
strategist  and  shrewd  tactician;  financially  astute  and  techi 
cally  savvy;  a  down-to-earth  communicator  in  front  of  the 
employees  and  a  charismatic  star  on  CNBC.  On  top  of  ; 
this,  they  must  also  be  a  statesman  in  dealing  with  their  go 
ernment,  those  of  other  countries,  and  with  public  intere 
groups,  too.  It's  this  public  role  that  caught  my  attention,  b 
cause  the  pressures  to  be  more  active  on  the  global  politic 
and  social  stage  are  rising  fast,  and  most  CEOs  are  both  u 
equipped  and  uneasy  about  the  challenges. 

Think  about  the  world  in  which  chief  executives  find  thei 
selves.  They  have  to  weave  in  environmental-protection  cc 
siderations  in  all  they  do.  They  are  under  a  public  spotlight 
treat  their  workers  around  the  world  more  equitably  when 
comes  to  wages  and  working  conditions,  and  they  are  bei 


66  You  [shouldn't] 
have  a  long-term 
strategy  anymore, 
because  you  are  going 
to  be  confined,  and 
you  won't  be  able  to 
move  fast  enough  9? 

—  ORIT  GADIE 
Chairman,  Bain  & 


asked  to  improve  human  rights.  The  pressure  is  coming  fr 
many  sources — governments  and  local  communities  aroi 
the  world;  nongovernmental  activist  groups  such  as  the  Sie 
Club  or  Consumers  International;  U.N.  Secretary-GeiU 
Kofi  Annan,  who  lias  made  "corporate  responsibility"  a  per* 
crusade  and  a  priority  for  various  U.N.  bodies;  and,  most 
portant,  shareholders,  customers,  and  employees. 

Already,  intense  political  pressures  have  caused  com 


GOOD  MORNING 

Once  again,  today  has  arrived.  And  it  brings  with  it  the 
same  meetings,  the  same  problems,  and,  in  many 
cases,  the  same  solutions.  Unfortunately,  many  of 
those  same  solutions  aren't  working.  Because 
business  has  been  transformed  by  the  little  letter  e. 
And  the  technology  that  was  once  the  domain 
of  twentysomethings  with  a  website  and  a  warehouse 
in  their  garage  is  now  an  integral  part  of  every  business.  Fortunately, 
however,  the  same  principles  that  made  for  good  management  before 
still  make  good  eBusiness  sense.  Of  course,  that's  a  lot  more  difficult 
now  that  your  business  isn't  contained  by  four  walls  and  needs  to  be 
accessible  anywhere,  anytime,  for  anyone.  That's  why  it's  more  important 
than  ever  to  have  the  very  best  software.  Software  that  manages  your 
business  processes- integrating  all  parts  of  your  company,  including 
suppliers  and  partners,  to  make  sure  that  they're  working  together 
seamlessly.  Software  that  manages  information -storing,  accessing,  and 
utilizing  the  vast  wealth  of  knowledge  that  you  continually  gather  about 
yourself  and  your  customers.  Software  that  manages  your  infrastructure - 
maintaining  and  securing  your  assets  while  letting  you  see  the  big 
picture  to  ensure  that  everything  keeps  running  smoothly.  There's  no 
doubt  about  it.  Things  have  changed.  But  that  just  means  there  will  be  new 
solutions  to  the  old  problems.  And  we  think  that's  a  change  for  the  better. 

HELLO  TOMORROW 

WE  ARE  COMPUTER  ASSOCIATES 

THE  SOFTWARE  THAT  MANAGES  eBUSINESS 
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We  might  be  between  5%  and  20%  of  the 

[way  through  the]  changes  that  are  occurrinj 

in  the  way  companies  operate 


-  MICHAEL  DELL 
Chairman  and  CEO,  Dell  Computer 
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nies  such  as  Nike,  Royal  Dutch/Shell,  and  Monsanto  to  alter 
their  policies  toward  workers,  the  environment,  and  bioengi- 
neered  foods.  But  this  is  just  the  beginning  of  a  second 
stage  of  globalization  in  which  the  political  and  social  issues 
will  present  challenges  equal  to  dealing  with  trade  competition 
or  the  Internet.  An  example  of  how  difficult  this  can  be  is  il- 
lustrated by  Ford  Mo- 
tor Chairman  William 
Clay  Ford  Jr.  "I've 
staked  much  of  my 
personal  reputation  on  the  environment,"  he  told  me.  "Some- 
times, I  wake  up  wondering  whether  I'm  taking  the  company 
on  a  diversionary  course  that  won't  pay  off... but  on  other 
nights  I  wake  up  thinking  we're  not  doing  enough." 

Look  for  more  audits  of  environmental  and  labor  policies, 
conducted  by  Big  Five  accounting  firms  and  analyzed  by  the 


*i  Are  we  in  a  true 
revolution?  I  don't 
think  so....  The 
steam  engine  was 
a  revolution  95 

—  ANDREW  S.  GROVE 
Chairman,  Intel 


global  media — something  that's  already  part  of  the  scene  for 
companies  such  as  BP  Amoco.  Watch  for  more  behind-the- 
scenes  negotiations  between  ceos  and  nongovernmental 
organizations  to  reach  accommodations  about  what  com- 
panies will  do  and  how  they  will  do  it. 

As  nations  merge  into  a  more  integrated  economy, 
business  leaders  will  need  to  help  devise  the  rules  for 
21st  century  capitalism.  They  will  need  to  be  involved 
when  negotiations  take  up  the  issues  of  global  regulations 
for  cyberspace,  antitrust,  and  bioengineered  prod 
ucts.  They  will  need  to  be  more  constructive  in 
building  an  environmentally  sustainable  world. 
They  will  need  to  marshal  more  support  for 
the  International  Monetary  Fund,  World  Bank, 
or  World  Trade  Organization  that,  despite  all 
their  warts,  constitute  the  only  governmental 
global  superstructure  that  we  are  likely  to  have 
for  years.  They  will  need  to  articulate  the  case 
for  continued  economic  liberalization  around  the 
world  in  the  face  of  groups  that  have  seized  much 
of  the  moral  high  ground  opposing  such  trends. 

"Because  of  mergers,  there  are  fewer  [corpora- 

and  they  are  becoming  greater  concentrations 

of  power,"  said  the  World  Bank's  James  Wolfensohn. 

'But  few  industrial  leaders  think  out  of  the  box  in 

!'  their  perception  of  their  broader  responsi- 

to  society.  There  is  no  doubt  that  business  luus 
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to  think  more  in  terms  of  social  and  eo 
nomic  policy." 

Most  ceos  are  wary  of  treading 
these  charged  grounds.  Few  have  tl 
background  to  lead  in  this  arena  even 
they  wanted  to.  They  rose  through  the 
companies  by  being  the  best  in  som 
thing  else — engineering  or  finance.  And  while  everyone  a 
knowledges  some  responsibility  for  involvement  in  the! 
broader  economic  and  social  issues,  in  their  more  reflecti 
moments  they  worry  about  getting  too  deeply  involve 
Both  at&t's  Armstrong  and  DaimlerChrysler's  Schremj 
were  highly  supportive  of  the  proposition  that  ceos  ought 
play  a  major  role  in  global  affairs.  But  they  tempered  the 
remarks  with  a  heavy  dose  of  reality.  "Unless  you  are  pre 
itable,  all  other  issues  are  moot,"  said  Armstrong.  "Only 
profitable  corporation  can  think  about  being  a  social  or£ 
nization,  too,"  said  Schrempp.  Financier  and  philanthropic 
George  Soros  was  particularly  blunt.  "I  don't  think  bu* 
nessmen  will  be  able  to  solve  the  problems  we  are  cor 
fronting,"  he  said.  "It  has  to  be  political  leadership,  b 
cause  [we  face]  political  problems." 

You  can  sympathize  with  the  powerful  constraints  on  bu 
ness  leaders  and  appreciate  how  difficult  it  is  to  focus 
longer-term  imperatives  when  the  markets  are  demanding 
nancial  results  quarter  by  quarter  and  are  unforgiving  wh 
it  comes  to  even  the  hint  of  lagging  performance.  But  unk 
ceos  take  more  responsibility  for  shaping  the  global  busim 
setting  in  which  they  operate,  we  are  in  for  big  trouble. 

If  you  look  at  the  weak  foundations  of  the  global  economy 
the  lack  of  institutions  and  rules,  the  gaps  between  rich  aj 
poor,  the  growth  of  antiglobalization  sentiment,  the  failure  of  { 
litical  leaders  to  extend  priorities  beyond  boundaries — increas 
anarchy  could  be  where  we  are  heading  unless  global  busin< 
leaders  step  in.  It  is  in  their  own  best  interests.  As  j 
Amoco  Chief  Executive  Sir  John  Browne  puts  it:  "Bu 
ness  and  anarchy  don't  mix." 
j         Given  all  the  uncertainties  in  their  jobs  and  liv 
ceos  may  be  pardoned  for  feeling  that  they  live  ir  I 
chaotic  and  uncontrollable  world.  Barnes  &  Nobl  I 
Riggio  summed  it  up  best:  "Put  it  this  way,"  j 
said.  "Everything  is  in  play." 
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A  MERGERS 
BITTER  HARVEST 

Newly  formed  giant  CNH  is  reaping  huge  losses-with  more  to  come 

Jean-Pierre  Rosso  was  sure  he  had 
the  winning  ticket.  After  taking 
charge  of  Case  Corp.  in  1994, 
Rosso  had  beaten  long  odds  and 
revitalized  the  farm-implement  pioneer. 
Still,  it  was  a  distant  third  to  Deere  & 
Co.,  with  little  chance  of  catching  up. 

So  the  Case  chairman  and  chief  ex- 
ecutive put  down  a  new  wager  in  1999, 
engineering  a  $4.6  billion  merger  with 
No.  2  New  Holland  to  create  CNH  Glob- 
al. With  combined  sales  of  nearly  $11 
billion,  the  new  company  instantly  nar- 
rowed   Deere's    lead    in    agriculture 

bragged  that  cnh,  PROFIT  DROUGHT 

based  in  Racine,  Chairman  ROSSO 

Wis.,  might  even  conCedes  that 

give  giant  Cater-  ...  , 

pillar  inc.  a  run  positive  numbers 
for  its  money  in  may  be  at  least 
construction  rigs,  three  years  away 

Together,   Case 

and  New  Holland  would  be  "the  pre- 
eminent equipment  company  in  the 
world." 

Who  could  fault  Rosso  for  being 
cocky?  This  was  the  same  game  plan, 
after  all,  that  General  Electric  Co.  and 
others  had  followed  with  great  success. 
And  it  seemed  so  simple:  acquire 
enough  market  share  to  be  one  of  your 
industry's  top  two  players,  and  then  ex- 
ploit your  position,  using  economies  of 
scale  to  squeeze  the  most  out  of  every- 
one else,  from  vendors  to  customers. 
CLASSIC  MISTAKE.  Bigger  isn't  neces- 
sarily better,  however.  Today,  cnh  is  a 
cautionary  tale  of  what  can  happen  when 
managers  become  so  preoccupied  with 
the  nitty-gritty  of  combining  two  big 
outfits  that  they  neglect  larger  issues 
outside  the  company — the  business  cycle, 
say,  or  the  competition — that  are  turning 
their  markets  upside  down.  It  is  also  a 
reminder  that  in  today's  fluid  economy, 
size  alone  does  not  ensure  buyer  loyalty. 

The  lessons  are  hard  ones  for  cnh 
investors.  Since  the  merger  in  Novem- 
ber, 1999,  cnh  has  posted  four  straight 
quarters  of  losses,  totaling  $306  million, 
and  a  further  $105-million  loss  is  ex- 


BLUNDERS 


How  Case  bungled  its  deal 
with  New  Holland 

CUSTOMERS  Case  failed  to  as- 
sure farmers  and  dealers  that  it 
would  support  existing  equipment 

RIVALS  The  company  allowed 
Deere  to  lure  long-time  customers 
with  smart  marketing 

DIVESTITURES  By  dragging  out 
asset  sales,  Case  delayed  cost- 
cutting 


pected  for  the  fourth  quarter.  Its  2QJI 
revenues  are  estimated  at  $2.5  hillfl 
less  than  the  two  companies'  combin 
1998  total.  Its  shares,  which  finished 
$15.44  on  the  first  day  of  trading,  n 
fetch  just  $9.  Its  $9.3  billion  in  debt 
back-breaking. 

Even  more  troubling  for  the  com) 
ny's  long-term  prognosis  is  that  De( 
and  other  competitors  have  been  str 
ping  market  share  from  CNH  across 
tually  its  entire  product  line.  In  an  er 
common  to  flubbed  mergers,  a 
dropped  the  ball  with  customers.  Ft 
ful  that  cnii  would  discontinue  dd 
cate  products,  farmers  and  dealers  hi 
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been  switching  brands.  The  result: 
Deere  is  more  dominant  than  ever.  Jim 
Johnston,  who  runs  a  7,000-acre  farm 
in  western  Iowa,  gave  up  on  Case  after 
his  local  Deere  dealer  dangled  a  sweet 
deal  in  front  of  him  last  fall.  "It  was  a 
no-brainer,"  he  says.  Once  CNH  rolls  out 
new  products,  it  should  reclaim  some 
of  Deere 's  gains,  but  it  won't  have  a 
new  combine  harvester  in  showrooms 
until  2002.  "Deere  is  laughing  all  the 
way  to  the  bank,"  says  analyst  David 
Bleustein  of  ubs  Warburg. 

Rosso,  who  turned  over  the  CEO  title 
to  Paolo  Monferino  last  November,  con- 
fesses that  cnh's  numbers  might  not 
turn  positive  for  another  three  years. 
Says  Monferino:  "This  is  not  something 
you  can  do  in  a  six-month  period.  We 
didn't  do  this  merger  for  short-term  ob- 
jectives." The  two  men  say  Monferino's 
promotion  had  been  planned  for  months. 
Monferino,  53,  is  an  Italian  native  who 
had  been  a  top-ranking  exec  at  New 
Holland  and  its  parent,  Italy's  Fiat 
Group,  while  Rosso,  60,  is  a  Frenchman 
who  had  been  at  Honeywell  Inc.  before 
he  was  hired  as  ceo  to  revive  Case. 

How  did  the  merger  go  so  wrong? 
Rosso,  who  remains  chairman,  pins 
much  of  the  blame  on  the  downturn  in 
the  U.  S.  farm  economy  that  began  in 
1998  with  the  collapse  of  export  markets 
in  Asia.  Given  the  high  prices  of  farm 
equipment — a  combine  or  big  tractor 
can  cost  upwards  of  $175,000 — farmers 
typically  shop  for  new  gear  only  when 
operating  incomes  are  strong.  But  with 
inventories  overflowing  after  a  series  of 
bumper  crops  and  a  strong  dollar  damp- 
ing exports,  U.S.  farmers  weren't  in  a 
buying  mood  in  2000.  Meanwhile,  farm- 
implement  sales  are  tanking  in  Europe 
and  construction-equipment  orders  are 
stalling  on  every  continent.  That  hurts, 
since  CNH  does  nearly  60%  of  its  busi- 
ness outside  the  U.S.  Notes  Rosso: 
"Our  business  is  cyclical." 
LAME  EXCUSE?  But  the  business  cycle 
explains  only  so  much.  Indeed,  while 
cnh  tallied  nothing  but  losses,  Deere 
more  than  doubled  its  income,  to 
$485.5  million,  in  fiscal  2000,  which 
ended  Oct.  31.  The  company,  based 
in  Moline,  111.,  also 
boosted  annual  sales 
by  12%,  to  $13.1  bil- 
lion. Even  agco 
Corp.,  the  indus- 
try's No.  3  produc- 
er, swung  back 
into  profitability 
last  year,  cn 
did  itself  in,  an- 
alysts conclude. 

Management's 


1999 


A  PERCENT 

Data:  CNH,  Salomon  Smith  Barney 


first  big  mistake  was 
to  drag  out  the  asset 
sales  demanded  by 
antitrust  authorities. 
cnh  didn't  complete 
the  last  of  its  re- 
quired sales,  a  Case 
tractor  factory  in 
England,  until  Jan.  22 
— 20  months  after  the 
deal  was  announced. 
The  delays  forced 
Rosso  and  his  team  to 
postpone  cost-cutting 
plans.  That  in  turn 
spooked  farmers  and 
dealers,  who  couldn't 
get  straight  answers 
on  which  products 
CNH  would  continue 
to  build  and  support 
with  parts  and  ser- 
vice— a  credibility  gap 
Rosso  concedes  he 
didn't  bridge. 

The  second  big 
mistake  was  related 
to  the  first:  Rosso, 
trying  to  avert  a 
price  war,  let  a  full 
year  lapse  before  countering  Deere  with 
a  marketing  campaign  of  his  own.  Tak- 
ing advantage  of  disarray  inside  its 
newly  merged  rivals,  Deere  and  its 
dealers  leaped  in  as  soon  as  the  CNH 
deal  was  official  with  a  discount  pro- 
gram targeted  directly  at  Case  and 
New  Holland  loyalists,  offering  them 
low  interest  rates  plus  $5,000  in  cash  if 
they  swapped  their  gear  for  new  green 
equipment  from  Deere.  To  rub  it  in, 
Deere  then  slashed  the  prices  on  the 
trade-ins,  undercutting  sales  of  new 
products  from  cnh  and  stoking  farmer 
nervousness  about  the  resale  value  of 
their  Case  red  and  New  Holland  blue 
machinery.  "That's  really  hitting  with 
both  fists,"  says  AGCO  Chairman  Robert 
J.  Ratliff. 

While  conceding  that  2001  will  be 
rough,  Rosso  and  Monferino 

TRACTION? 

CNH's  market 
share  is  slipping 
away,  but  parent 
Fiat  does 
not  seem 
fazed 
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contend      that      t| 
worst  is  behind  the 
They  insist  that 
will  maintain  two  sd 
arate  dealership 
works.  But  by  m 
ing  the  company 
auto  makers,  cnh 
combine  assembly  I 
a  single  plant  for  ea 
product  line,  build^ 
Case  and  New 
land    equipment 
common     platforr 
This  will  reduce  or. 
ating   expenses 
help  trim  its  31,C 
strong    worldwi 
payroll  by  3,000  wll 
giving  cnh  more  clj 
with    suppliers, 
told,  management 
culates    that    it 
achieved  $155  mill 
in  annual  savings 
ready  and  can  red 
annual     outlays 
$600  million  by  2( 
CNH  also  has  launc 
a  $15  million  dez 
program  to  offset  Deere's  incenth 
And  it  has  begun  shipping  a  new  fc 
wheel-drive  tractor  that  could  win  b 
market  share  and  plans  to  introduce 
array  of  new  construction  gear. 
PATIENT  BOSS.  Oddly,  CNH  managem 
is  under  little  pressure  to  hurry 
Fiat,  which  owns  84%  of  CNH,  say 
will  guarantee  CNH's  debt  through 
least  2003  and  has  reassured  Rosso  1 
its  insider-heavy  board  is  behind  hii 
But  the  longer  the  transition  ta 
the  longer  Deere's  lead  could  gi 
While  cnh  is  laying  off  workers,  D« 
is  hiring  to  keep  up  with  demand 
plans  more  new-product  rollouts  in 
than  ever  before.  Deere  is  also  ahea 
moving  toward  common  platforms 
already  has  global  economies  of  sj 
in  procurement.  And  to  thwart  a 
comeback,  it  is  boosting  its  20011 
search-and-development  budget  bjj 
least  15%,  or  $80  million.  "This  isn't , 
a  one-time  event,"  vows  Robert| 
Lane,  Deere  chairman  and  CEO. 
fully  expect  these  gains  will  stick.' 

Analysts  wish  that  Fiat's  mani 
ment  would  crank  up  the  heat, 
you're  a  minority  shareholder  at  cniJ 
one  is  looking  out  for  your  intern 
says  analyst  Lisa  Shalctl  of  San  fori 
Bernstein  &  Co.  "This  is  a  debaj 
For  Case  shareholders,  staying  I 
might  not  have  been  so  bad  alter  ; 
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Who  Says  Safety 
Isn't  Sexy?     s 


I 
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Cool  gizmos  check  your  tires, 
watch  your  back,  and  more 

BY  LARRY  ARMSTRONG 

Despite  all  the  scary  news  about  Ford  Ex- 
plorers with  exploding  tires,  cars  are  def- 
initely safer  than  they  used  to  be.  You 
can  find  air  bags,  antilock  brakes,  and  side 
collision  rails  inside  most  late-model  cars. 
And  you  can  be  pretty  sure  that  each 
new  model  year  will  bring  further  safety 
improvements.  Next  year's  offerings,  for  example, 
due  out  this  fall,  will  have  an  emergency  escape 
latch  with  a  fluorescent  handle  inside  the  trunk, 
mostly  so  kids  don't  lock  themselves  in  by  mis- 
take. By  2004,  the  government  will  require  that 
tires  automatically  display  an  alert 
on  the  dashboard  if  they  are  un- 
der- or  over-inflated. 

But  all  those  whiz-bang  new  fea- 
tures won't  help  the  cars  already  on  the  road.  So 
for  those  of  us  who  don't  buy  a  new  automobile 
every  year,  I've  rounded  up  a  few  simple  fixes 
that  can  keep  you  and  your  family  a  little  safer. 

Take  the  emergency  trunk  release.  You  can 
get  one  installed  for  $50  at  any  General  Motors 
dealership  if  you  own  a  GM  car  going  back  as  far 
as  the  1990  models  (table).  And  that  release  is 
actually  better  than  what  most  carmakers  plan  to 
use  in  their  new  cars.  GM  researchers  found  that 
small  children  wouldn't  touch  a  fluorescent  handle 
for  fear  it  was  hot,  so  its  version  is  painted  yel- 
low and  lit  with  a  soft  light  on  the  trunk  wall  be- 
hind it.  As  part  of  the  deal,  it  also  modifies  the 
main  latch:  It  must  be  manually  reset  each  time 
you  close  the  trunk,  which  will  prevent  young 
kids  from  locking  themselves  in  to  begin  with. 

Tire-pressure  monitors  are  a  more  expensive 
proposition.  They  will  run  you  about  $800  in- 


Automobiles 


stalled,  although  many  tire  dealers  offer  free  ii  car 
stallation,  a  $50  to  $100  savings,  if  you  buy  the  feal 
with  a  new  set  of  tires.  The  monitors  use  ba  it* 
tery-operated  pressure  sensors  and  radio  traniw 
mitters  that  ride  inside  each  tire  and  contin  nt  a. 
ously  send  signals  to  the  passenger  cabin.  All  b  a  ; 
the  simplest  models  display  the  air  pressure  pst 
each  tire,  and  all  of  them  will  sound  an  ale  bag 
should  the  pressure  in  any  tire  drop.  The  payo  wnn 
besides  safety:  You'll  get  better  gas  mileage  ai  m 
increased  tire  life  with  properly  inflated  tires,  fok 
KEEPING  TRACK.  SmarTire  (www.smartire.coi  fain! 
makes  air-pressure  monitors  that  mount  on  t  aim 
dash  or  plug  into  the  cigarette  lighter.  Johns  m 
Controls  (www.johnsoncontrols.com)  is  testing  ifc." 
similar  system  with  the  tire  pressure  display  >hu 
on  a  special  rearview  mirror  th  n 
replaces  the  one  in  your  car  no  h> 
It's  $249,  plus  $50  for  installati  (aid  tj 
at  Detroit-area  Goodyear  dealt  t 
now  and  will  be  more  widely  available  this  su  I 
mer.  If  an  electronic  monitor  is  too  expensr  w  , , 
pick  up  a  set  of  tire  valve  caps  with  red 
green  indicators  that  let  you  check  tire  pn 
sure  at  a  glance  by  simply  walking  around  t 
car.  They're  $20  to  $40  for  a  set  of  four  at  au 
parts  stores,  or  look  for  Folia  Tec's  Aircontrols 
www.jcwhitney.com  or  Tire  Minders 
www.garage-toys.com. 

Backup  warning  systems  are  another  gc 
bet,  given  that  a  quarter  of  all  accidents  oci  t 
when  the  car  is  in  reverse.  If  you've  ever  bacl 
into  a  pole,  you  know  that  fixing  a  bumper 
be  expensive — about  $500,  or  just  enough  to 
up  the  deductible  on  your  insurance  policy.  S 
pie  systems  help  prevent  you  from  backing  i 
a  wall  or  car  while  parking.  The  more  BOphl 
cated  ones  are  sensitive  enough  to  keep  j 
from  running  over  a  tricycle  or  child  as  well 
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lied  on  the  rear  of 
»r,  they  send  out  a  sig- 
,hat  reflects  back  if  it  hits 
■bject.  That  triggers  a  speaker, 
h  emits  a  series  of  beeps  that  get  more  in- 
nt  as  you  approach  the  obstruction.  Some 
a  light  mounted  on  the  rear  window  that 
ges  from  green  to  yellow  to  red,  just  like  a 
c  signal,  the  closer  you  get.  The  simplest 
with  a  beeper  only,  is  made  by  American 
lologies  Network  (www.atncorp.com).  Called 
Park  2000,  it  attaches  to  your  license  plate 
»  and  sells  for  about  $50  at  auto-parts  stores 
alarm  system  dealers,  or  $46  online  at 
.kwmuth.com.  Another  one,  Sonar  Vision, 
$69  and  includes  the  warning  lights. 
IN  BACK.  A  top-of-the-line  backup  system  is 
telly's  VideoMirror  system  (www.donnelly. 
It's  a  flip-down  video  screen  mounted  un- 
;ath  the  rearview  mirror  that  shows  what's 
id  you,  captured  by  a  tiny 
ra  on  the  rear  of  the  car.  It 
let  you  back  $500,  and  pro- 
nal  installation  can  run  $150 
.  Donnelly  also  offers  you  a 
option  of  adding  an  in-car 
ra  to  monitor  kids  in  the 
seat,  especially  important 
lfants  under  12  months  or 
>unds  who  are  required  to 
a  rear-facing  car  seat.  While 
e  at  it,  pick  up  a  backup 
>r  to  warn  people  outside 
he  car's  in  reverse.  Design- 
(www.designtech-intl.com) 
S   s  a  combination  beeper  and 
p  bulb  for  $25. 
sides  decking  out  your  car 
safety  features,  you  can 
i  almost  anything  luxury 


carmakers  offer — and  add  op- 
tions they  haven't  thought  of  yet.  Rain  Tracker 
($209  at  www.raintracker.com)  starts  your  wipers 
when  it  senses  raindrops,  and  speeds  them  up 
when  that  18-wheeler  passes  you,  flooding  your 
windshield.  Need  a  leg  up  getting  into  that  behe- 
moth of  a  sport-utility  vehicle?  A  $200  SideWinder 
(www.kodiakproducts.com)  electric  step  will  swing 
down  and  out  when  you  open  the  door.  Or  how 
about  a  heated  back  massager,  less  than  $100 
from  Obus  Forme  (www.obusforme.com)? 

Oh,  those  are  just  gadgets,  you  say?  Go  ahead, 
splurge.  They  may  not  be  as  important  as  out- 
fitting your  car  with  gear  that  makes  it  safer. 
But  if  you've  decided  that  a  visit  to  your  local 
auto-parts  store  is  now  in  order,  treat  yourself  to 
the  creature  comforts  as  well.  □ 
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PRODUCT 

PRICE 

COMPANY 

DESCRIPTION 

BACKUP-PARKING 
ASSIST 

$50 

American 

Tech. 

Network 

Do-it-yourself  system  mounts  on  license-plate  frame, 
and  speaker  in  car  beeps  when  it  senses  objects 
behind  the  vehicle 

BABY  MONITOR 
AND  BACKUP 
VIDEO  SYSTEM 

$650* 

Donnelly 

Tiny,  drop-down  display  behind  rearview  mirror  lets 
driver  see  rear-facing  infant  and  view  behind  vehicle 

TIRE-PRESSURE 
MONITORS 

$300 

SmarTire 
Systems 

Sensors  on  wheels  report  tire  pressure  and  tempera- 
ture to  wireless  receiver  mounted  on  dashboard 

TRUNK-RELEASE 
KIT 

$50 

General 
Motors 

Dealer-installed  latch  and  interior  release  mechanism 
help  prevent  children  from  getting  trapped  in  trunk 

'Installation  extra 
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The  Squawk  Box 
Goes  Public 

Companies  open  up  their  Wall  Street  chats 


BY  SUSAN  SCHERREIK 

Joe  Helmig  says  that  in  his  neck  of  the 
woods  deals  are  sealed  with  a  handshake. 
"I  like  to  look  a  guy  in  the  eye  and  think 
I  know  whether  he's  lying  to  me  or  not," 
says  the  cattle  farmer,  who  owns  a  296- 
acre  spread  in  Linn,  Mo.  But  how  does 
Helmig  gauge  the  trustworthiness  of  com- 
panies that  aren't  local,  like  the  corporations  in 
which  he  invests?  The  best  source  of  information 
about  EMC,  Network  Appliance,  and  a  handful  of 
other  technology  companies  in  which  he  owns 
stock,  Helmig  says,  has  come  to  be  the  confer- 
ence calls  that  these  corporations  hold  for  Wall 
Street  analysts  after  releasing  their  quarterly 
earnings.  "When  I  buy  shares  in  a  company,  I 
don't  have  the  opportunity  to  look  the  CEO  in  the 
eye,"  Helmig  explains.  "But  I  can  listen  to  what 
he  says  and  how  he  says  it  on  a  conference  call, 
which  is  the  next  best  thing." 

It's  just  in  the  past  few  months  that  Helmig 
and  other  investors  have  been  widely  admitted  to 
what  was  once  an  exclusive  Wall  Street  forum.  A 
year  ago,  only  a  few  hundred  companies — mostly 
tech  firms — let  the  public  listen  to  their  quar- 
terly information  sessions.  But 
not  even  these  companies  of- 
fered total  access.  Often, 
only  replays  of  conference 
calls  were  available,  and 
their  availability  was 
rarely  publicized. 
Now,  however,  thou- 
sands of  companies 
allow  individuals  to 
listen  to  live  calls, 
and  more  are  doing 
so  each  day.  Robert 
Adler,  president  of 
ccBN.com,  a  Boston- 
based  business  that 
runs  the  investor  areas 
of  corporate  Web  sites, 
says  his  company  pro- 
vided Webcasts  of  con- 
ference calls  for  some 
2,500  firms  during  the 
third-quarter  earnings 
season,  up  from  300  a 
year  ago.  Overall,  Adler 
figures  that  more  than 


4,000  companies  will 
provide  public  access 
to  these  calls  during 
the  fourth-quarter 
earnings  season  that's 
now  under  way. 

Why     the     sudden 
openness?     Investors 
can  thank  the  Securi- 
ties &  Exchange  Com- 
mission's Fair  Disclo- 
sure Regulation,  which  took  effect  on  Oct. 
The  measure,  known  as  "Reg  fd,"  requires  cc  I  pi 
panies  to  provide  the  public  the  information  t )  lai 
was  previously  afforded  to  select  analysts  i  m 
portfolio  managers.  Many  Wall  Streeters  pm 
dieted  that  Reg  fd  would  cause  companies  Hj>. 
clam  up  to  analysts  and  investors  alike,  rat  M 
than  run  the  risk  of  accidentally  disclosing  hi 
formation  selectively.  John  Markese,  head  of  over 
American  Association  of  Individual  Investc  aw  ■ 
thinks  just  the  opposite  has  happened.  "This   ione 
been  a  great  development  for  individual  invest  n 
and  it's  only  going  to  get  better,"  he  says.       t 
TOLL-FREE  LINES.  Indeed,  since  Reg  FD  t  ill y>: 
effect,  companies  have  begun  piping  all  kind  ai 
information    through    Webcasts,     h 
vestors  can  now  listen  to  preseinein 
tions  that  company  executives  m  \ 'In, 
at  exclusive  investor  conferer  leasi 
held  by  brokerage  firms  as  wel  1 
breakfast  chats  that  executives  1 1  tract 
with  analysts  who  cover  the  c  n  iv 
pany.  Corporations  are  also  scl  p^ 
uling  public  conference  calls  to  * ,, 
veil    new    products    or    reU  I 
monthly  sales  data. 


Upcoming  Webcasts 


COMPANY 

DATE 

TIME  (EST.) 

WEBSITE  (WWW.) 

t 

AT&T 

Jan.  29 

8  a.m. 

att.com/ir 

EL  PASO  ENERGY 

Jan.  29 

10  a.m. 

epenergy.com 

r 

B.F.  GOODRICH 

Jan.  29 

11  a.m. 

bfgoodrich.com 

AMAZON.COM 

Jan.  31 

5  p.m. 

amazon.com/ir 

APPLIED  MATERIALS 

Feb.  13 

4:30  p.m. 

appliedmaterials.ee 

6'-., 

* 

Data:  Bf 

jstCalls.com 
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Often,  what  is  said  in  a  conference  call 
is  less  important  than  how  it's  said. 
Upbeat  or  dour,  the  tone  can  be  telling 


ght  now,  most  of  the  sessions  relate  to 
h-quarter  profit  reports.  During  these  calls, 
i  last  about  an  hour,  top  executives  review 
cial  data  in  their  latest  earnings  release 
Tiay  provide  forecasts  of  their  sales  and 
ngs.  Analysts  from  brokerage  houses  and 
tment  management  firms  then  ask  them 
,ions.  These  meetings  are  usually  broad- 
rver  the  Web  via  a  corporation's  Internet 
ind  some  are  also  available  through  toll-free 
lone  connections.  Most  companies  now  send 
stance  e-mail  notices  of  upcoming  calls  to 
holders  who  request  them.  The  calls  are 
illy  held  about  an  hour  after  a 
any  issues  a  press  release  an- 
ting its  quarterly  earnings, 
ne  who  misses  a  live  event  can 


Investing 


a 

m  !y  listen  to  a  replay  that  remains  available 
least  a  week  afterward. 

el  arles  Hill,  director  of  research  at  First  Call, 
tracks  analysts'  earnings  estimates,  says 

d|  ^D  is  causing  companies  to  provide  a  rela- 
greater  amount  of  information  during  their 
-ence  calls.  Increasingly,  he  says,  compa- 
ire  providing  earnings  projections  for  the 
ihead  or  for  the  next  few  quarters,  rather 

Ijust  focusing  on  the  current  quarter.  An- 
recent  development:  Companies  are  holding 
uarter  conference  calls  to  offer  fresh  earn- 
uidance  or  to  reiterate  earlier  forecasts.  Be- 
ieg  fd,  companies  would  give  that  guidance 
ilysts  privately. 

A  DIGGING."  Mark  Coker,  who  runs  Best- 
:om,  a  Web  site  that  lists  upcoming  con- 
e  calls  for  more  than  3,500  companies,  says 
calls  can  be  less  important  for  what's  said 
"or  how  it's  said.  Whether  the  tone  of  the 
upbeat  or  dour  can  be  telling,  Coker  notes, 
istance,  if  a  company  is  firing  on  all  cylin- 
analysts  typically  congratulate  manage- 
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INVESTOR  HELMIG 
RELIES  HEAVILY  ON 
CONFERENCE  CALLS 

ment  for  a  job  well 
done.  And  when  a  com- 
pany stumbles,  a  confer- 
ence call  can  turn  grim. 
That's  what  happened 
during  Newell  Rubber- 
maid's  Oct.  24  confer- 
ence call  following  the 
release  of  its  third-quar- 
ter earnings.  During  the 
call,  executives  lowered 
their  earnings  projec- 
tions for  the  fourth 
quarter.  Analysts  then 
chided  managers  for  be- 
ing unable  to  deliver  on 
their  promises  and  for 
the  company's  stagnant 
stock  price.  Shortly  after  the  call,  two  stock  an- 
alysts downgraded  their  ratings  on  the  company. 
A  week  later,  Newell  Rubbermaid's  board  of  di- 
rectors ousted  then  ceo  and  Vice-Chairman  John 
T.  McDonough. 

First  Call's  Hill  says  conference  calls  are  a 
great  way  for  novice  investors  to  get  a  financial 
education.  "By  listening  to  the  questions  that 
professionals  ask,  you'll  get  to  know  what's  im- 
portant to  Wall  Street,"  he  says.  For  instance, 
analysts  are  likely  to  care  more  about  sales 
growth  than  earnings  growth  at  a  young  com- 
pany that  is  plowing  back  most  of  its  profits 
into  expansion.  At  a  mature  com- 
pany, cost-cutting  might  be  their 
focus. 

Sometimes,  too  much  information 
can  cloud  the  picture.  Hill  warns  that  investors 
might  be  confused  by  the  financial  minutiae  ana- 
lysts demand  to  make  earnings  forecasts.  That's 
why  Hill  suggests  that  investors  also  listen  to 
company  presentations  at  investor  conferences,  if 
available,  to  get  a  broad  overview. 

Be  skeptical  about  what  you  hear  at  confer- 
ence calls  and  investor  sessions,  since  executives 
try  to  spin  even  bad  news  into  good.  Fred  Hick- 
ey,  editor  of  High-Tech  Strategist,  a  newsletter 
based  in  Nashua,  N.  H.,  suggests  looking  to 
sources  beyond  the  company  by  listening  to  the 
conference  calls  of  its  competitors  and  suppli- 
ers. "A  company  will  rarely  tell  you  the  truth,  so 
you've  got  to  do  some  extra  digging,"  he  says. 

If  you're  a  buy-and-hold  investor,  you  probably 
don't  want  to  make  an  investing  decision  based 
solely  on  what  you  hear  at  a  conference  call. 
But  at  the  very  least,  these  calls  can  help  you  to 
understand  the  forces  that  may  affect  your  in- 
vestments. There's  also  the  satisfaction  of  know- 
ing that  Wall  Street  doesn't  have  the  inside  skin- 
ny before  you  do.  o 


Connecting 
to  Corporate 
Conference 


bestcalls.com 

The  TV  Guide  of  con- 
ference calls.  Pro- 
vides listings  for  up- 
coming calls  as  well 
as  replays  of  recent 
events.  Gives  ad- 
vance e-mail  notice 
of  upcoming  calls. 

companyboard- 
room.com 

Maintains  a  calendar 
of  upcoming  confer- 
ence calls,  investor 
presentations,  and 
other  events,  search- 
able by  a  company's 
stock  symbol. 

vcall.com 

Provides  a  list  of 

conference  calls, 

annual  shareholder 

meetings,  and 
analyst  and  press 

conferences  to 
announce  earnings. 
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Shake  Some  Savings 
Out  of  Your  Mortgage 

Take  advantage  of  low  rates  and  eager  lenders 


BY  LAURA  COHN 


0 


n  Jan.  3,  Deepa  Bhat  decided  it  was  time 
for  her  and  her  husband,  Ghanshyam,  to 
refinance  the  $100,000-plus  mortgage  on 
their  five-bedroom  home.  With  interest 
rates  falling,  her  lender  was  offering  to  cut 
their  30-year  fixed-rate  mortgage  from  8.25%  to 
7.5% — with  no  closing  costs.  That  lowered  the 
Bhats'  monthly  payment  by  $130.  "The  amount  is 
not  that  big,  but  savings  is  savings,"  says  Deepa, 
49,  a  homemaker  in  Holmdel,  N.J. 

The  Bhats'  decision  was  a  good 
one,  even  before  the  Federal  Reserve 
shocked  the  markets  with  a  half-per- 
centage-point rate  cut.  In  a  hotly 
competitive  lending  market,  mortgage 
lenders  didn't  wait  for  Alan  Green- 
span &  Co. — they  cut  rates  in  antici- 
pation of  the  Fed's  move.  Mortgage 
rates  are  at  their  lowest  point  in 
nearly  two  years,  and  it  looks  as  if 
they  may  continue  to  drift  down. 

k       So  if  you,  too,  are  thinking  about 
y^A^f  refinancing,  it's  nol    too  late. 
•<|H     ^^^Economists  say  rates  on  30- 
^^^  year  mortgages  of  $275,000  or 
i^^     less  should  stay  close  to  or  just 
below  7%  this  year.  "Jumbo" 
mortgages — those      exceeding 
$275,000— run    about    a    half 
point  higher,  so  they  should 
hover  around  7.5%.  Moreover, 
bankers   are   eager   to   lend: 
Mortgage    delinquencies    are 
close  to  a  28-year  low,  and  ex- 
•ts  don't  see  credit  stan- 
dards tightening  even  as 
the  economy  slows. 

In  deciding  whether 
to  refinance,  consider  a 
few  crucial  facts.  Know 
what  you're  paying, 
then  figure  out  if 
rates  have  fall- 
en far  enough 
to       make       it 
worth  your  while. 
Economists   used    to 


say  rates  had  to  fall  by  2  points — from,  say, 
to  7% — before  refinancing  made  sense.  No  mc 
The  longer  you  plan  to  stay  in  your  house, 
smaller  the  rate  cut  you'll  need  to  justify  a  r 
Now  that  many  lenders  offer  refinancing  with 
closing  fees,  borrowers  such  as  Bhat  are  jumj 
in  to  shave  off  as  little  as  0.75  of  a  point. 

Check  out  your  potential  savings  with 
of  the  many  mortgage  calculators  availa 
online.    Try    IndyMac   Bank   Home    Lend 
(www.indymacmortgage.com),  LoansDirect  (w 
loansdirect.com),  and  Mortgagebot.com,  the 
mortgage  Web   sites  according  to  Waltl 
(Mass.)  Internet  consultant  G6mez.com.  A  si 
number  of  consumers  use  sites  like  thes< 
apply  online  for  refinancing.  Most,  however, 
check  rates  and  costs,  and  then  complete 
process  the  old-fashioned  way — in  person. 

If  you  do  decide  to  refinance,  press  for 

lowest  closing  costs,  if  not  a  no-cost  plan. 

member,  though,  that  your  rate  will  be  al 

0.25  to  0.5  of  a  point  higher  under  a  no 

plan.  The  advantage  is  that  you  a 

Sliding  Rflt8S  having  to  ante  up  several  thou; 


30-YEAR 

FIXED  MORTGAGE 


JAN.  12  '01 


JAN.  7  '00 
,  PERCENT 

Data:  HSH  Associates 


g "  dollars,  which  isn't  tax  deduct 

says  Barry  Habib,  managing  di 
tor  at  Manhattan  Mortgage,  a 
York  residential  mortgage  broke 
Generally   try   to   avoid    pa 
"points,"  or  prepaid  interest, 
point  is   1%  of  your  loan  amc 
forked  over  up  front  or  added  tc 
loan,  in  exchange  for  a  slight 
reduction.  However,  paying  a  [ 
can  be  worth  it  if  you  intend  to  stay  in 
house  for  many  years.  Not  only  do  the  1 
term  savings  from  the  lower  rate  add  up 
you  get  a  small  income  tax  break:  You  can  i 
off  refinancing  points  over  the  life  of  your 
Your  current  lender  may  offer  to  sws 
many  closing  costs  because  it  has  already 
the  legal  paperwork  and  knows  your  pay 
record.  But  banks'  eagerness  to  lend  will  vai 
don't  lock  yourself  into  the  first  offer  you  j 
FLOAT.  Also  consider  what  type  of  loan  you 
A  newer  kind  of  adjustable-rate  mortgage 
"float-down" — is  gaining  favor.  Unlike  tradii 
adjustable-rate  mortgages,  your  rate  is  ca 
so  you're  protected  if  interest  rates  go  i 
rates  fall  within  a  certain  period,  your 
"floats"  lower  as  well.  Most  lenders  only 
the  rate  to  drop  once,  and  some  charge  a 
down  fee  that  may  be  refunded  at  closing. 
Finally,  be  careful  about  trying  to  outs 
the  market.  Even  though  experts  are  forec; 
lower  rates  later  in  2001,  you  might  be  bett 
cutting  your  payments  now  rather  than 
bling  on  another  quarter-point  drop.  If  rat 
significantly  after  you've  refinanced,  you  c 
ways  do  it  again. 


Know  what  you're  paying,  then  figure  out  if  interest  rates  ha 
fallen  far  enough  to  make  it  worth  your  while  to  refinance 
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When  dividends  grow,  successful  companies  can,  too. 


There  are  no  sure-fire  ways 
to  determine  if  a  company  will 
be  successful.  But  growing  divi- 
dends can  be  a  pretty  strong 
indication  that  a  company  has 
solid  fundamentals.  And  solid 
fundamentals  can  lead  to  increased 
earnings. 

That's  the  basis  of  the  Fidelity 
Dividend  Growth  Fund.  It  invests 
primarily  in  companies  that  have 


the  potential  to  grow  dividends, 
regardless  of  the  industry,  so  it  can  be 
a  well-diversified  stock  fund. 

While  the  fund  doesn't  directly 
disburse  the  dividends,  the  fact  that 
it's  based  on  them  can  make  it  a 
unique  holding,  and  may  lend 
strength  to  your  financial  portfolio. 

Put  the  expertise  and  service  of 
Fidelity  to  work  for  you  to  help  you 
see  yourself  succeeding. 


Fidelity 

Dividend  Growth 
Fund 

Dividends  can  tell  you  a  lot  about  the  health  of  a  company. 


1  year 


5  year 


12.25% 


22.53% 


Life  of  Fund 


22.71% 


Returns  as  of  12/31/00.2  Past  performance  is  no  guarantee  of  future  results.  Mutual  fund  performance  changes  over  time 
and  may  be  significantly  lower  than  stated.  Most  recent  performance  data  is  published  online  at  each  month  end. 
Please  visit  Fidelity.com  or  call  Fidelity  for  current  performance  figures.  Stock  values  fluctuate  in  response  to  the 
activities  of  individual  companies  and  general  market  and  economic  conditions. 
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Fidelity 


Investments* 


1-800-FIDELITY    Fidelity.com 


re  information  on  any  Fidelity  fund,  call  for  a  free  prospectus  and  read  it  carefully  before  investing. 
:RVICE:  1-800-544-0118  for  the  deaf  and  hearing  impaired  9am-9pm  ET. 

fund  is  as  of  inception  date:  4/27/93.  ^Average  annual  total  returns  for  the  period  ending  12/31/00  include  changes  in  share  price 
nvestment  of  dividends  and  capital  gains.  Share  price  and  returns  may  vary  and  you  will  have  a  gain  or  loss  when  you  sell  your  shares. 
'  Distributors  Corporation.  124386 
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DO  TOP  WOMEN  EXECS 
=  STRONGER  IPOs? 


BY  TODDI  GUTNER 

A  study  finds  that 
the  more  of  them 
a  startup  has, 
the  better  it  does 


Having  women  at  the  top  of  a  company  that 
is  about  to  go  public  can  improve  the  bot- 
tom line.  So  says  a  study,  Wall  Street  Likes 
Its  Women:  An  Examination  of  Women  in  Top 
Management  Teams  of  Initial  Public  Offerings, 
by  Theresa  Welbourne,  a  University  of  Michigan 
business  professor  of  organizational  behavior  and 
human-resource  management.  Welbourne  found 
that  higher  numbers  of  top  women  managers  at 
such  companies  improve  stock  prices  and  earn- 
ings-per-share  after  the  ipo.  She  originally  ex- 
amined 476  companies  from  their  IPOs  in  1993 
through  yearend  1996.  Data  collected  so  far  from 
ipos  that  took  place  in  1996,  1998,  and  1999  show 
similar  results. 

How  much  better  is  the  company's  financial 
performance?  For  executive  teams  that  were  at 
least  10%  female,  stock  prices  climbed  650,  or 
4.6%  more  than  at  companies  with  no  top  women 
managers  (table).  Earnings  per  share  for  those 
companies  rose 
9^  more,  or 
56%.  When 
women  made 
up  half  the 
management 
team,  stock 
prices       rose 


The  Female  Factor 
In  IPOs 

University  of  Michigan  professor 

Theresa  Welbourne  looked  at  476 

companies  for  three  years  after  their 

IPOs.  She  found  that  higher  numbers 

of  women  in  senior  management 

improved  stock  price  and  earnings 

per  share.  The  average  IPO  price 

was  $14,  and  the  EPS  was  16t. 


IMIIMU»fT 
KM 

STOCK 
PRICE 

EARNINGS 
PER  SHARE 

9  men,  1  woman 

$14.65 

$.25 

5  men,  5  women 

17.25 

.61 

Data:  Wall  Street  Likes  Its  Women:  An  Examination 
of  Women  in  Top  Management  Teams  of  IPOs 


.25,  or  23%  more  than  at  com- 
panies with  no  top-brass  women. 
Earnings  per  share  went  up  450, 
or  281%.  That  may  not  sound 
like  a  lot,  but  the  average  [PO 
price  for  the  companies  was  $14, 
and  the  average  earnings  per 
share  was  16(2. 

Welbourne's  findings  emerged 
while  she  was  doing  a  broader 
study  on  what  makes  a  success- 
ful high-growth  company.  She  became  intrigued 
by  the  impact  of  women  managers  on  corporate 
performance  after  she  noticed  an  increased  pres- 
ence of  women  in  the  upper  echelons  of  startups. 
In  1988,  when  she  began  her  research,  none  of 


the  136  companies  that  went  public  had  won 
in  top  positions.  By  1993,  27%  of  the  535  com 
nies  that  went  through  ipos  had  senior  fen 
execs.  That  jumped  to  37%  of  the  898  compar 
that  went  public  in  1996,  43%  of  the  508  ipos 
1999,  and  45%  of  the  419  ipos  in  2000. 
bourne  used  data  from  company  prospectus 
which  identify  senior  managers. 

Welbourne's  study  doesn't  answer  how 
why  women  boost  stock  prices  or  earnings, 
she  has  a  few  theories.  Many  talented  wor 
executives  who  are  burned  out  or  have 
glass  ceiling  in  the  corporate  world  defect 
startups  or  launch  their  own  companies  so  t 
can  have  more  of  an  impact  on  a  businj 
"These  smaller  companies  are  able  to  hire  h: 
powered  women  managers  who  may  mak 
real  difference"  before,  during,  and  after 
IPO,  says  Welbourne,  who  is  also  chief  execu 
officer  of  eePulse  in  Ann  Arbor,  Mich.  The 
vately  held  company  polls  corporate  emploj 
about  work  issues  and  helps  management 
lyze  the  data. 
KEY  INPUT.  Welbourne  says  other  research 
has  done  shows  that  women  employees  ten< 
interact  more  with  women  managers  than 
men.  "That  means  the  men  managers  were  i 
ing  a  key  component  of  input  anc 
formation  from  company  employ 
that  could  have  helped  to  impi 
company  performance,  says  Welboc 
Perhaps  more  important  than 
presence  of  women  alone  is  the 
of  women  and  men  that  made 
companies'  stock  values  climb  hi£ 
Welbourne  suggests.  "When  you  1 
diversity  in  top  management, 
have  people  looking  at  data  di 
ently,  and  that  brings  better  decii 
making  overall,"  she  says. 

Isabel  Maxwell,  president 
Commtouch,  a  Mountain  View  (C 
global-messaging  service,  agi 
"Having  different  perspectives  is 


WELBOURNE:  A  mix  of  perspecti 
may  lead  to  better  decision-ma)  i 


i 


It: 


tremely  helpful"  in  the  business  world.  Co 
touch  went  public  at  16  in  July,  1999,  and  ro: 
68  before  the  Nasdaq  tanked  in  March,  ifri 
While  careful  to  say  that  the  "qualities  you 
to  lead  a  company  are  the  same  regardle 
gender,"  Maxwell  notes  that  women  who 
struggled  with  family  and  career  have  i 
practice  juggling  multiple  activities  than    H 
male  counterparts.  No  doubt,  those  are  u 
skills  to  have  when  managing  a  company  thr 
a  transition,  such  as  an  IPO. 


BusinessWeek  onlim 


To  join  a  discussion  in  our  forum,  see  hers. online 
www.businessweek.com/investor/ 


QUESTIONS?  COMMENTS?  E-mail  hers@businessweek.com  or  fax  (212)  512-2538 
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Clients  and  architects  who  collaborate  to 
)lve  diverse  business  challenges  should  get 
'hat  they  deserve  -  an  award  of  international 
anding.  The  Annual  Business  Week/ 
rchitectural  Record  Awards,  sponsored  by  The 
merican  Institute  of  Architects,  honors  the 
chievement  of  business  goals  through 
rchitecture  and  distinguished  collaboration 
etween  clients  and  architects. 

Judges  include  major  business  leaders  and 
•nowned  architects.  Categories  include  interiors, 


Right  here. 


new  construction  or  renovation  projects  with 
budgets  ranging  from  under  $1  million  to  $25 
million  plus.  Award  recipients  are  featured  in 
both  Business  Week  and  Architectural  Record,  read  by 
more  than  six  million  of  the  most  influential 
people  in  business  and  design. 

Get  what  you  deserve.  For  registration  infor- 
mation, call  888-242-4240.  Outside  the  U.S.,  call 
202-626-7463.  Or  go  to  www.aia.org.  Register  by 
March  16,  2001.  Submissions  must  be  postmarked 
by  April  18,2001. 
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Mj90:  the  AMERICAN  INSTITUTE  OF  ARCHITECTS 


EXPLDRE    EXTRAORDINARY    D  PPD  RTU  N  ITI  ES    AT 
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BRDADBANC 


DNNECTIDNS 

BusinessWeek 
leg  dm  Summit  2DD1 

ril  25  -  27,   2DD1    -  The  Fairmdnt  Hdtel,   Dallas,  Texas 


roadband  connectivity  -  whether  it  be  through  cable,  DSL  or  wireless  -  is  exploding  globally  and  exponentially. 
It's  a  market  free-for-all  as  everyone  rushes  to  create  the  "killer  application"  that  will  captivate  consumers. 

Who  will  win?  Where  are  the  real  opportunities?  And  how  will  real  obstacles  -  like  infrastructure  and 
regulatory  issues  -  be  overcome? 

BusinessWeek,  in  partnership  with  Texas  Instruments,  invites  you  to  explore  this  powerful  new 
medium  with  today's  industry  luminaries.  You'll  start  out  at  top-level  briefings  on  universal 
broadband  issues  and  then  drill  down  to  the  specifics  on  one  of  three  concurrent  tracks 
encompassing  cable,  DSL  and  wireless: 

•  Service  Providers  and  Regulators 

•  Original  Equipment  Manufacturers  (in  cable,  DSL  and  wireless) 

•  Content  Providers  and  Home  Technologies 

Broadband:  The  prospects  for  innovation,  globalization,  and  wealth  creation 
are  tantalizing.  Join  us  and  make  your  own  broadband  connections. 

KEYNDTE   SPEAKERS 

Tom  Engibous,  Chairman,  President  and  CEO  of  Texas  Instruments 

The  Honorable  Reed  E.  Hundt,  former  FCC  chairman  and  Author  of 

You  Say  You  Want  A  Revolution:  A  Story  of  Information  Age  Politics 

Lawrence  Lessig,  Professor,  Stanford  Law  School  and  Author  of 

Code:  And  Other  Laws  of  Cyberspace 

HAVE   YDU    RECEIVED   YDUR    INVITATIDN? 

Contact  us  at  1-800-821-1329  or  e-mail  broadband2001@businessweek.com 
Or  register  online  now  and  review  the  current  agenda  at: 
www.conferences.businessweek.com/2001/telecom 
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WHO  DO  MUTUAL-FUND 
DIRECTORS  WORK  FOR? 

Rare  is  the  professional  meeting  you  could 
pay  me  to  attend  after  hours.  But  I 
would've  swapped  front-row  tickets  to  The 
Full  Monty  for  an  invite  to  cocktails  on  Jan.  11 
at  the  Mutual  Fund  Directors  Education  Council 
Second  Annual  Policy  Conference  in  Washing- 
ton. Sounds  deadly,  huh? 

It  would  have  been,  except  that  the  speaker 
was  Jack  Bogle,  the  Molotov  cocktail-throwing 
founder  of  Vanguard  Group. 
And  instead  of  some  mildly 
interested  civic  or  academic 
crowd,  the  listeners  were 
the  very  targets  of  Bogle's 
most  incendiary  recent  at- 
tacks: independent  directors 
of  mutual  funds.  These  are 
the  people  the  law  charges 
with  looking  out  for  fund- 
holders  in  setting  fees  and 
other  dealings  with  the  com- 
panies that  contract  to  run 
the  funds.  "The  watchdog — 
a  word  almost  universally 
used  to  describe  the  role  of 
the  independent  director — 
simply  doesn't  bark,"  Bogle 
told  them. 

I  didn't  hear  this  myself, 
but  Bogle  later  sent  me  a 
copy  of  the  speech.  I  also 
spoke  with  several  people 
who  did  hear  it,  including 
former    Securities    &    Ex- 
change Commission  Chairman  David  Ruder,  now 
a  Northwestern  University  law  professor  and 
the  meeting's  chair.  Not  everyone  liked  Bogle's 
message.  Some  didn't  offer  even  polite  applause, 
says  investor  advocate 
Mercer      Bullard      of 
Fund      Democracy — 
"shame  on  them." 

Unless  you're  in  the 
fund  biz,  why  should 
you  care?  Because 
funds  aren't  run  as 
well  as  they  should 
be — not  by  a  long 
shot — and  that  costs 
us  a  ton  of  dough.  As 
Bogle  asked  the  inde- 
pendent directors  to 
do,  consider  this:  Even 
as  equity  fund  assets 
have  exploded  since 
1950  from  $2.5  billion 
to  $4  trillion,  the  aver- 


BY  ROBERT  BARKER 

They're  supposed 
to  serve  investors. 
But  Vanguard 
founder  Bogle  says 
sky-high  pay  can 
get  in  the  way 
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Feeding  the  Watchdogs 

Vanguard  Group  founder  Jack  Bogle  found  that  the  top- 
paid  directors  for  five  large  mutual-fund  complexes 
receive,  on  average,  much  more  than  their  counterparts 
at  the  funds'  management  companies.  Bogle  suggests 
this  is  evidence  that,  at  least  in  these  extreme  cases, 
the  independent  directors  have  been  compromised. 


0  100 

►  THOUSANDS  OF  DOLLARS 


Data:  The  Bogle  Financial  Markets  Research  Center 


age  fund's  annual  cost  as  a  percent  of  assets  h 
jumped  by  two-thirds.  By  my  math,  fund  co. 
panies  are  getting  $16  billion  more  in  fees,  p 
huge  efficiencies  from  having  more  money  unc 
management.  Yes,  funds  now  offer  more  si 
vices.  Yet  "it  is  not  fund  shareholders  who  ha 
enjoyed  the  staggering  economies  of  scale,"  Bo; 
said.  "It  is  the  fund  managers." 
IN  WHOSE  INTEREST?  For  that,  Bogle  mos; 
blames  the  independent  directors,  some  of  tb 
he  suspects,  compromised  by  fees  they  earn 
make  the  point,  Bogle  showed  what  outside 
porate  directors  are  paid  by  five  large,  publ 
held   companies   that   manage   mutual   fu 
(chart).  The  average  came  to  $47,000  a  y 
Next,  he  showed  what  the  top-paid  directo: 
each  of  the  fund  comple 
managed  by  those  com 
nies  are  paid.  The  avera 
$386,000.  "Could  these  ft 
directors  possibly  be  she 
dering  eight  times  the 
sponsibility  shouldered 
their    corporate    count 
parts?"    Bogle    asked 
stead,  he  suggested,  "h 
fees  are  there  to  subtly 
courage  directors  to  act 
the  manager's  behest." 

Another  word  for  it 
bribery.  Paul  Roye,  the  s 
top  fund  regulator,  and 
of  his  predecessors,  Wilt 
Cutler  &  Pickering  part 
Marianne  Smythe,  disag 
They  think  Bogle  used 
treme  examples,  and  t 
give  directors  more  ere 
"In  the  main,  I  don't  t 
compensation  is  out  of  1 
Roye  told  me.  "Direc 
know  whom  they  work  for,"  Smythe  says 
not  the  management  company."  Even  if  the] 
right,  it's  plain  that  directors  must  be  more 
gressive.  Roye  just  released  a  report  urginj 
rectors  to  "ensure  that  an  appropriate  portk 
the  cost  savings  from  any  available  economie 
scale  is  passed  along  to  fund  shareholders.' 
Besides  jawboning,  what  will  help? 
Boudreau,  an  industry  consultant  and  ex-1 
of  John  Hancock's  funds  group,  told  me  direc 
need  more  than  the  "nuclear  weapon"  of  yan 
a  fund  manager's  contract.  Bullard  thinks 
law  must  raise  the  low  level  of  fiduciary  tint 
rectors  must  meet.  Bogle,  after  hammering 
on  these  points  for  years,  still  thinks  \n 
made  only  the  merest  dent.  Now  that  thc- 
heard  directly  from  their  sharpest  critic,  it's 
for  independent  directors  to  prove  him  wro 
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AUSCH:  LOOK  CLOSER 


GENE  G.  MARCIAL 
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THE  VALUE  HALVED 


ompany  warnings  of  poor  earnings  have  be- 
come standard  fare  these  days.  But  at 
Bausch  &  Lomb  (bol),  they  have  become 
quite  a  habit.  The  world's  leading  maker  of  con- 
tact lenses  and  other  eye-care  products  has 
warned  four  times — for  each  quarter  of  2000 — 
that  earnings  would  be  less  than  anticipated. 
The  most  recent  announcement  came  on  Jan.  5, 
when  Bausch  blamed  the  shortfall  on  a  soft  do- 
mestic market  for  Bausch's  products  for  laser 
surgery.  The  result:  Shares  have  cratered,  diving 
from  80  in  July  17  to  40  by  Jan.  24.  Some  pros 
think  the  stock  is  so  low  that  it  may  attract 
suitors.  Some  investor  B.nifj'gUi.a' 
groups  have  started  accu- 
mulating Bausch  shares  for 
just  such  an  eventuality. 
They  argue  that  manage- 
ment's credibility  has  be- 
come so  tarnished  that  it 
will  be  hard  for  Bausch  to 
win  back  investors'  confi- 
dence. Joanne  Wuensch,  an 
analyst  at  ing  Barings, 
says  three  things  could 
happen:  "A  takeover  is  certainly  a  possibility. 
Or  Bausch  may  split  itself  by  selling  a  piece  of 
the  company.  Alternatively,  the  board  could  bring 
in  new  senior  management."  With  each  "new 
set  of  rejiggering  of  financial  guidance,  manage- 
ment's credibility  is  further  tarnished,"  says 
Wuensch,  who  cut  her  2000  earnings  estimate 
from  $3.22  a  share  (made  in  April)  to  $2.57.  And 
she  cut  her  2001  number  from  $2.70  to  $2.35. 

Some  pros  suspect  the  likes  of  Swiss  drug- 
maker  Novartis,  which  also  makes  eye-care  ther- 
apies, and  Allergan,  a  maker  of  contact-lens-care 
products,  are  interested  in  buying  pieces,  if  not 
all,  of  Bausch.  It  has  some  22%  of  the  $4.8  billion 
vision-care  market,  says  Wuensch.  Bausch's  vision 
care  accounts  for  56%  of  company  revenues. 

In  a  buyout,  Bausch  is  believed  to  be  worth 
more  than  55  a  share.  Bausch  declined  comment 
as  a  matter  of  policy. 

IT  MAY  BE  PRILOSEC 
TIME— FOR  ANDRX 
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|  or  a  little-known  pharmaceutical 
house,  Andrx  (ADRX)  has  attracted 
a  lot  of  big-name  investors,  in- 
cluding Janus  Capital,  with  an  8% 
stake;  tcw  Group,  with  5%;  and  Fi- 
delity Management,  with  3.4%.  "Andrx 
has  exciting  products  that  target  huge 
markets,"  says  Merrill  Lynch  analyst 
Gregory  Gilbert.  Andrx  formulates  con- 
trolled-release  oral  medicines,  includ- 
ing generic  versions  of  brand-name 
products  such  as  Prilosec,  the  largest- 


selling  drug,  with  sales  topping  $4  billion  in  2000. 
Prilosec  treats  stomach  ulcers  and  heartburn. 

"Andrx'  generic  Prilosec  is  what  will  drive 
its  stock,"  argues  Gilbert,  who  says  Andrx'  rev- 
enues could  triple  or  even  quadruple  in  just  a 
year  after  launching  its  generic  Prilosec.  The 
stock  has  been  volatile,  swinging  from  70  in  Au- 
gust to  95  in  September.  It's  currently  at  68. 
One  reason  for  the  zigzagging:  AstraZeneca, 
which  owns  Prilosec,  has  filed  a  patent-infringe- 
ment suit  against  Andrx,  which  is  now  pending 
in  court.  "The  lawsuit  gives  the  stock  a  high-risk, 
high-reward  aspect,  but  the  Street  is  betting 
that  Andrx  will  win,"  says  Gilbert.  If  all  goes 
well  at  Andrx,  he  says,  generic  Prilosec  will  be 
launched  in  April,  2002,  "and  we  could  see  the 
stock  hitting  100."  He  figures  generic  Prilosec 
alone  will  produce  sales  of  $362  million  in  2002. 

Analyst  Andrew  Forman  at  ubs  Warburg  sees 
Andrx  earning  $1.26  a  share  on  sales  of  $678 
million  in  2001,  and  $4  on  sales  of  $1.2  billion  in 
2002,  including  generic  Prilosec  sales.  His  target 
for  the  stock:  120  in  12  months. 

MAKING  PHONES 
RING  IN  ASIA 

When  Asia  Global  Crossing  (agcx)  went 
public,  on  Oct.  6,  2000,  it  seemed  like  an 
untimely  initial  public  offering — at  7  a 
share:  The  stock  opened  at  7%  and  then  headed 
south,  hitting  3%  a  month  later.  It  has  since  ad- 
vanced to  more  than  8.  Asia  Global  is  "an  early 
telecom  infrastructure  play  in  Asia,"  says  Lehman 
Brothers  analyst  Dan  Fletcher.  It  sells  undersea 
bandwidth  capacity  to  telecom  outfits  such  as 
WorldCom,  Qwest,  and  British  Telecom  and  to 
Internet  giant  America  Online.  Asia  Global  rep- 
resents the  transpacific  assets  of  Global  Cross- 
ing, a  provider  of  Internet  and  long-distance  tele- 
com facilities  using  undersea  digital  fiber-optic 
cable  systems.  Global  Cross- 
ing spun  off  Asia  Global  last 
year,  retaining  a  56%  stake. 
Other  major  backers:  Mi- 
crosoft and  Japan's  Soft- 
bank. Each  owns  a  15% 
stake  and  has  agreed  to  use 
Asia  Global's  network  for 
all  its  service  needs  in  Asia. 
Fletcher  says  demand  for 
Asia  Global's  services  is  be- 
ing fueled  by  the  telecoms' 
need  to  support  Web  and  telecom  growth  in  Asia. 
"agcx  is  our  top  telecom  pick  for  Asia,"  says 
Kathleen  Boyle  of  Salomon  Smith  Barney.  "It 
boasts  an  unparalleled  network,  a  first-mover 
advantage,  and  explosive  market  potential."  Her 
target  for  the  stock:  20. 
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Read  Gene  Marcial's  Inside  Wall  Street  Online  column 

Tuesday  afternoons  at  www.businessweek.com/today.htm. 

And  see  him  Fridays  at  11:20  a.m.  est  on  CNNfn. 
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Figures  of  the  Week 
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Stocks 


U.S.  MARKETS 


Jan.  24 


%  change 
Year  to   Last  12 
Week      date    months 


GLOBAL  MARKETS 


%  ch. 

Year  fc 

Jan.  24      Week      dat 
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COMMENTARY 

The  Nasdaq  rally  resumed  as  investors 
rewarded  such  techs  as  Siebel  Systems 
and  Lam  Research,  which  announced 
pleasing  earnings.  On  Jan.  18,  the  tech- 
heavy  index  reached  a  five-week  high. 
For  the  week,  the  Nasdaq  finished  up 
6.6%,  the  S&P  500  was  up  2.6%  and 
the  Dow  was  up  0.6%.  Also  spurring 
the  indices  higher:  hopes  for  a  Fed  rate 
cut  at  month's  end. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1364.3  2.6  3.3  -2.7 

Dow  Jones  Industrials  10,647.0  0.6  -1.3  -3.3 

Nasdaq  Composite  2859.2  6.6  15.7  -30.2 

SJ4P  MitJCap  400  520.8  2.2  0.8  18.0 

S&P  SmallCap  600  226.1  1.5  3.0  11.2 

Wilshire  5000  12,631.2  2.6  3.7  -6.0 

SECTORS 

Business  Week  50*  1054.7  5.0  8.7  -11.9 

BusinessWeek  Info  Tech  100**    674.8  5.6  19.1  NA 

S&P/BARRA  Growth  713.2  4.1  3.7  -15.3 

S&P/BARRA  Value  654.9  1.2  3.0  11.7 

S&P  Energy  883.2  0.2  -5.2  4.0 

S&P  Financials  163.3  1.8  -0.8  33.7 

S&P  REIT  87.8  0.8  -0.2  16.7 

S&P  Transportation  686.9  -3.1  -1.5  21.9 

S&P  Utilities  314.9  7.1  -10.2  26.1 

GSTI  Internet  238.8  16.0  31.4  -63.9 

PSE  Technology  931.1  6.2  14.3  -5.2 
*Mar.  19,  1999=1000       **Feb.  7,  2000  =  1000 


S&P  Euro  Plus  (U.S.  Dollar)  1408.1      -1.2  -1. 

London  (FT-SE 100)  6264.4  1.1  0 

Paris  (CAC  40)  5900.3  0.3  -OJ 

Frankfurt  (DAX)  6706.7  0.8  4 

Tokyo  (NIKKEI  225)  13,893.6  1.7  0 

Hong  Kong  (Hang  Seng)  16,044.2  4.4  6 

Toronto  (TSE  300)  9306.2  4.8  4 

Mexico  City  (IPC)  6311.9  3.8  11 

FUNDAMENTALS Jan.  23        Wk.  agcj 
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S&P  500  Dividend  Yield 

S&P  500  P/E  Ratio  (Trailing  12  mos. 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

First  Call  Earnings  Surprise* 

'First  Call  Corp. 

TECHNICAL  INDICATORS 


1.16% 
)     26.5 
22.8 
-1.46% 


1.19°/J 

25.6 

21.9 

0.00°/l- 


Jan.  23      Wk.  ago' 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 
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1420.4  1424.2 

68.0%  66.0% 

0.51  0.62 

2.11  1.88 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
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WORST-PERFORMING    Last 

GROUPS  month c 


Long-Dist.  Telecomms. 
Entertainment 
Office  Equip.  &  Supplies 
Department  Stores 


42.8 
32.3 
26.2 
24.1 


Tobacco 
Savings  &  Loans 
Defense  Electronics 
HMOs 


95.6 
92.5 
81.8 
71.3 


Defense  Electronics 
Electric  Companies 
Chemicals 
Savings  &  Loans 


-13.5 
-11.9 
-11.7 
-10.2 


Specialty  Appar.  Retailers     22.3    Homebuilding 


68.7       Property-Casual.  Insurers     -9.5 
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Mutual  Funds 


Weekending  Jan.  23 
■  S&P  500  ■  U.S.  Diversified  HAN  Equity 
4-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return  % 

Leaders 

Communications  16.7 

Latin  America  14.5 

Technology  14.3 

Pacific/Asia  ex-Japan  12.0 

Laggards 

Health  -5.9 

Natural  Resources  -3.7 

Utilities  -1.7 

Japan  -0.5 


52-week  total  return 

Leaders 

Financial 

Real  Estate 

Natural  Resources 

Health 

Laggards 

Japan 

Technology 

Diversified  Pacific/Asia 

Communications 


36.7 
24.8 
24.3 
23.4 

-31.6 
-27.8 
-26.8 
-25.4 


Weekending  Jan.  23 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
52-week  total  return 


%     -6 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


Data:  Standard  &  Poor's 


Leaders 

Apex  Mid  Cap  Growth  59.0 

American  Heritage  46.7 

Firsthand  Communications  36.7 

Frontier  Equity  34.2 
Laggards 

ProFunds  Ultrashort  OTC  -36.7 

CGM  Focus  -25.7 

Potomac  OTC  Short  -16.0 

Grand  Prix  A  -13.6 


Leaders 

Schroder  Cap.  Micro  Cap  147.8 

Amer.  Eagle  Cap.  Apprec.  99.6 

Evergreen  Health  Care  B  76.6 

Burnham  Finl.  Svcs.  A  68.0 
Laggards 

Jacob  Internet  -76.0 

Potomac  Internet  Plus  -74.3 

ING  Internet  A  -66.7 

Apex  Mid  Cap  Growth  -66.3 


Interest  Rates 


KEY  RATES 


fecltno 
Jan.  24    Week  ago     Ln 


MONEY  MARKET  FUNDS 


5.90%       6.00% 


90-DAY  TREASURY  BILLS 


5.26 


5.36 


1-YEAR  TREASURY  BILLS 


4.88 


4.91 


10-YEAR  TREASURY  NOTES 


5.31 


5.19 


30-YEAR  TREASURY  BONDS 


5.66 


5.52 


ptet 


30-YEAR  FIXED  MORTGAGEt        7.15 


7.21 


tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond      '. 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.30% 


6.23 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


4.40 
6.38 


I  The  Week  Ahead 


FOMC  MEETING  Tuesday,  Jan.  30,  9a.m. 
est*  The  Federal  Reserve's  Open  Market 
Committee  will  meet  for  two  days  to  set 
monetary  policy.  Economists  polled  by 
Standard  &  Poor's  mms,  a  unit  of  The  Mc- 
Graw-Hill Companies,  expect  a  one-quar- 
ter to  one-half  percentage  point  cut  in 
the  federal  funds  rate. 

CONSUMER  CONFIDENCE  Tuesday,  Jan.  30, 
10 a.m.  est*  The  Conference  Board's  in- 
dex of  consumer  confidence  probably  fell 
from  128.3  to  126.8  in  January. 


GROSS  DOMESTIC  PRODUCT  Wednesday,  Jan. 
31,  8:30  a.m.  est*  The  economy  likely 
grew  at  a  2%  annual  rate  in  the  fourth 
quarter,  says  the  s&p  mms  survey. 

NEW  SINGLE-FAMILY  HOME  SALES  Wednesday, 
Jan.  31,  10  a.m.  est*  New-home  sales 
probably  slipped  in  December,  to  an  an- 
nual rate  of  900,000. 

PERSONAL  INCOME  Thursday,  Feb.  1,  8:30 
a.m.  est*  In  December,  personal  income 
likely  rose  0.2%  and  consumer  spending 


r* 


grew  0.1%.  In  November,  income 
up  0.4%,  while  purchases  rose  0 

PURCHASING  MANAGERS'  INDEX  Thurst 
1,  10  a.m.  est*  The  National  As 
tion  of  Purchasing  Management': 
index  likely  fell  to  43.7%  from  4 

EMPLOYMENT  Friday,  Feb.  2,  8:30 
*  Nonfarm  payrolls  likely  added 
jobs  in  January,  after  a  gain  of  1 
in  December.  The  unemploymen 
probably  rose  to  4.1%  from  4%. 
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is  in  the  black  this  week,  up  5.0%  as  tech  companies  got  a  lift  from  several  positive  earnings  re- 
the  pack  were  enterprise  software  makers.  Compuware  gained  an  eye-popping  27.0%  after  meet- 
:er  earnings  estimates.  Computer  Associates  netted  a  19.7%  gain  after  beating  estimates.  Biggest 
struments  lost  14.0%  after  posting  negative  earnings  and  warning  of  a  coming  revenue  shortfall. 
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-69.5 


30  Lexmark  International  14.2  -53.2 

31  Omnicom  Group  -0.3  -4.6 

32  America  Online  14.3  -2.2 

33  Guidant  -0.1  -32.3 

34  MBNA  -1.2  61.9 
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35  Pfizer 
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37  Gateway 

38  Wells  Fargo 

39  General  Dynamics 
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1.6 
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34.7 
15.3 
-68.2 
44.7 
64.9 
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3.0 
6.3 

19.7 
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-35.8 
-46.2 
67.9 
-47.8 
-15.2 
-46.4 


40  Texas  Instruments                   -14.0  -47.1 

41  Capital  One  Financial  -0.9  74.0 

42  General  Electric  -0.8  5.7 

43  Kansas  City  Southern  Industries  -0.5  150.0 

44  Wal-Mart  Stores  -0.8  9.2 

45  Paccar  -0.6  19.9 

46  PE  Biosystems  Group  0.0  -17.9 

47  Merck  -2.8  31.6 

48  Adobe  Systems  12.4  19.8 

49  Reliant  Energy  9.4  77.4 

50  Citigroup  3.7  44.1 
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Change  from  last  week:  0.0% 
Change  from  last  year:  10.2% 
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.The  index  is  a  4-week 
moving  average 
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index  was  unchanged  for  the  third  con- 
3efore  calculation  of  the  four-week  mov- 
e  index  dropped  from  179.5  in  the  week 
'  177.7.  After  seasonal  adjustment,  the 
Is  of  steel,  autos,  and  truck  assemblies, 
:tric  power  output  and  crude-oil  refin- 
!  unaveraged  index  down.  Coal  output 
ificantly,  while  lumber  and  rail-freight 
re  up  slightly. 

h  of  the  index  components  is  at  www.business- 
luction  index  Copyright  2000  by  The  McGraw-Hill 
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NIGHTMARE. 
For  a  kid  with  asthma, 

the  joys  of  childhood  quickly 

become  living  nightmares. 

A  playful  kitten, 

a  cuddly  puppy, 

a  bouquet  of  flowers. 

All  are  potential  triggers 

for  terrifying  attacks. 

Don't  let  asthma 

rob  another  childhood. 

Call  1.800. LUNG. USA. 

AMERICAN  LUNG  ASSOCIATION* 

www.LUNGUSA.org 


t 


■ 


r 


c 


r 


- 

w.businessweek.co 


Reach  these  Business  Week  advertisers  on  the  Web 


ion  o)  l  //<  McCraw  HilU  ompanies 

address 
directory 


3Com 

www.3com.com/ 

ABB 

www.abb.com 

Accenture 

www.accenture.com 

Adobe 

www.adobe.com 

Agilent  Technologies 

www.agilent.com 

American  Express  Small 
Business  Services 

www.americanexpress.com 

American  Institute  of  Architects 

www.aia.org 

Apple 

www.apple.com 

Aspen  Technologies 

www.aspentech.com 

AT&T  Teleconference  Services 

www.att.com/conferencing 

Aventis 

www.aventis.com 

Bax  Global 

www.baxglobal.com 

Cable&Wireless  a-Services 

www.cwas.net 

Cadence 

www.cadence.com 

Chicago  GSB 

www.gsb.uchicago.edu/  programs/  exec 

Cisco  Systems 

www.cisco.com 


Citibank  Diner's  Club 

www.dinersclub.com 

Commerce  One 

www.commerceone.com/ 

Compaq 

www.compaq.com 

Computer  Associates  International 

www.ca.com 

Economic  Development  Board 

www.sedb.com 

Ericsson 

www.ericsson.com 

Exelon 

www.exeloncorp.com 

FedEx 

www.fedex.com 

Fujitsu 

www.fujitsu.com 

Hong  Kong  Trade  Development 
Council 

www.tdctrade.com 

IBM 

www.ibm.i2-ariba.com 

IBM  Global  Services 

www.ibm.com/services/us4 

Inter-Continental  Hotels 

www.interconti.com 

Janus 

www.janus.com 

JD  Edwards 

www.jdedwards.com/ 

Lawson 

www.lawson.com 


LeadersOnline 

www.leadersonline.com 

Lexus 

www.lexus.com 

LG  Electronics 

www.lge.com 

Mail  Boxes,  Etc. 

www.mbe.com 

Mercedes-Benz 

www.mbusa.com 

Mercury 

www.2002mountaineer.com/a 

Micron 

www.micron.com 

Microsoft 

www.microsoft.com 

Minolta  QMS 

www.minolta.com 

Mitsubishi  Electric  Corporation 

www.mitsubishielectric.com 

Morgan  Stanley  Dean  Witter 

www.msdw.com 

Neopost 

www.neopost.com 

Omron 

www.omron.com 

Oracle 

www.oracle.com 

PeopleSoft 

www.peoplesoft.com 

Prudential 

www.prudential.com 


QMS  Minolta 

www.minolta.com/flash.html 

Randstad 

www.randstad.com 

Samung  Group 

www.samsung.com 

SAS  Institute 

www.sas.com 

Sesami.  Com  Pte  Ltd 

www.sesami.com 

Siebel  Systems 

www.siebel.com 

Siemens 

www.icn.siemens.com/networl 

Siemens  UK  W 

www.siemens-knows.com 

Sprint  Spectrum 

www.sprint.com/ 

Symantec 

www.symantec.com 

Toyota  and  the  Environmen| 

www.toyota.com/ecologic 

Toyota  Motor  Sales 

www.toyota.com 

United  States  Postal  Servic 

www.usps.com 

UPS 

www.ups.com 

Xerox 

www.xerox.com 

Xerox  Network  Printers 

www.xerox.com/officeprintin 


BusinessWeek 


You've  already  joined  the  club. 


BusinessWeek  online 


So  why  not  use  all  the  facilities? 

www.businessweek.com 

AOL  Keyword:  BusinessWeek    Internet  Keyword:  BusinessWeek  [Divisional  Th  McGnnpHitt*  ompem 


Perfect  Timin 


i   i    It    ^^       i 


ihhhmi 

1  -264.77 

esource 




^ 

L 

fiT. 


www.businessweek.com/investing 

Bullish.  Bearish.  The  road  is  getting  bumpy.  It's  time  to 
prepare  yourself  for  the  ride.  And  tap  into  a  great,  new 
investing  resource  powered  by  two  of  the  most  trusted 
names  on  Wall  Street. 

The  place  to  start?  The  investing  channel  at 
www.businessweek.com/investing.  BusinessWeek 
Online  and  Standard  &  Poor's  have  partnered  to  bring 
you  the  best  financial  planning  advice  available.  Here 
you'll  find  S&P  Picks  and  Pans,  STARS"  Rankings,  Stock 
Reports,  a  portfolio  tracker,  plus  BusinessWeek  Online's 
award-winning  content  and  tools  featuring  a  mutual  fund 
scoreboard,  Inside  Wall  Street  columns,  and  more. 

Now  is  the  perfect  time  to  map  out  a  successful  financial 
future.  Put  the  combined  power  of  BusinessWeek  Online 
and  Standard  &  Poor's  to  work  for  you  today. 
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Companies  listed  only  in  tables  are  not  included. 
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You  could  soon  be  the  proud  owner  of 
a  brand  new  FCS  Portfolio  Award  Column 


With  the  proper  maintenance,  your  column  will 
stand  conspicuously  on  your  desk  or  shelf  for  years! 


To  learn  more  about  the  unique  features 
and  exciting  advantages  offered  by  the  FCS 
Portfolio  Award,  simply  request  an  official 
2000  Portfolio  Award  Entry  Hit  -  which 
includes  an  Authorized  Owner's  Manual. 


•  •  • 


Authorized  Owner's  Manual  includes: 


1.  Proper  break-in  procedures. 

2.  Hot  weather  and  cold  weather  maintenance 

3.  Recognizing  and  preventing  problems  before  they  occur. 

4.  Troubleshooting. 
NEW  FOR  2001: 

5.  Display  procedures:  a.  Self-deprecating  b.  Subtly  intrusive  c.  Ostentatious 
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This  polymer  column  is  the  result  of  years  of  hard  work  and  innovation  by  the  finest  minds  in  the  award  industry.  As  with 
any  self-aggrandizing  obelisk  be  sure  to  follow  proper  procedures.  Use  your  common  sense.  And  most  importantly,  enjoy. 


To  get  your  Entry  Kit  call  800-FCS-AWARD  (327-2927), 

or  email  portfolio@businessweelc.com  Entry  Deadline:  February  28,  2001 . 
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Editorials 


O'NEILL:  PLAYBOOK  FOR  A  PROBLEM-SOLVER 


President  Bush's  new  Treasury  Secretary  is  an  indepen- 
dent thinker  with  a  pragmatic  bent.  Paul  H.  O'Neill  has 
real-world  experience  in  applying  New  Economy  solutions  to 
an  Old  Economy  manufacturing  company,  an  analytic  frame  of 
mind  that  is  comfortable  with  complex  data,  a  nonideological 
view  of  the  role  of  government  in  economic  growth,  and  a 
previous  tour  of  Washington  duty  in  the  Ford  Administration 
where  he  bonded  with  Alan  Greenspan,  Dick  Cheney,  and 
Donald  Rumsfeld.  This  is  the  power  O'Neill  can  bring  to 
bear;  he  will  need  it  if  he  is  to  succeed. 

The  most  important  job  ahead  is  coordinating  policy  with 
Federal  Chairman  Greenspan.  O'Neill  said  in  his  Senate  tes- 
timony that  monetary  policy  was  the  quickest  way  to  battle 
an  economic  slowdown,  and  he  was  right.  Fiscal  policy  takes 
time,  and  large  fiscal  stimulation  narrows  the  room  for  mon- 
etary action.  Greenspan  has  implied  that  how  much  he  can  cut 
interest  rates  depends,  in  part,  on  the  size  and  timing  of 
the  Bush  tax  cut.  Indeed,  the  chairman  prefers  using  the  bud- 
get surplus  to  pay  down  the  federal  debt.  O'Neill  must  bridge 
the  White  House  and  the  Fed  on  this.  He  should  be  a  force 
for  moderation,  pushing  to  trim  back  the  $1.7  billion  tax-cut 
proposal  enough  to  give  the  Fed  room  to  act. 

O'Neill  must  also  avoid  the  ideological  fires  burning  with- 
in the  Bush  Administration.  Some  conservatives  still  hold 
"Ford  pragmatists"  such  as  O'Neill  in  contempt  for  their 


failure  to  hew  to  the  supply-side  line.  They  are  apt  to  o 
tinue  their  attacks  on  the  International  Monetary  Fu 
World  Trade  Organization,  and  other  global  institutions  O'N 
must  work  with.  He  may  try  to  avoid  conflict  by  gett 
ahead  of  international  financial  crises.  O'Neill  says  in  his 
with  BusinessWeek  (page  40)  that  he  wants  to  get  on-t 
ground  information  about  overseas  economies  and  market^ 
anticipate  crises.  When  he  can't,  he  should  let  the  mart 
work,  and  insist  lenders  and  investors  endure  their  shard 
pain.  If  there  is  no  choice,  O'Neill  must  lead  the  Treasury 
IMF  in  intervening  forcefully. 

O'Neill's  strength  is  his  practicality.  When  Russia  be  J 
dumping  aluminum  on  the  world  markets  in  1993,  O'l 
persuaded  Washington  to  negotiate  what  was,  in  effecj 
minicartel  to  stop  the  dumping.  It  was  a  major  reason  for| 
coa  Inc.'s  subsequent  return  to  profitability.  When  Pittsbv 
wanted  to  revitalize  its  run-down  river  neighborhood,  O't1 
put  Alcoa's  new  headquarters  right  on  the  Allegheny  Ri 
The  dazzling  Alcoa  Corporate  Center  won  the  Busin 
Week/ Architectural  Record/AlA  award  in  1999  for  innova 
architecture  by  doing  away  with  private  offices  for  se 
managers,  restructuring  space  to  emphasize  teamwork, 
ibility,  and  new  ideas.  O'Neill  personally  led  the  process 

O'Neill,  a  military  brat,  is  a  tough-talking  guy  witl 
open,  problem-solving  mind.  We  wish  him  luck  in  Washing 


A  GOLDEN  CHANCE  TO  FIX  THE  SCHOOLS 


What  is  so  striking  about  the  debate  over  education 
now  taking  place  in  Washington  is  not  what  divides  the 
Republicans  and  Democrats  but  what  unites  them.  There  is 
basic  agreement  on  focusing  federal  spending  narrowly  on  the 
poorest  students;  giving  parents  more  choices  and  children 
more  options;  and  making  public  educators  more  account- 
able for  achieving  measurable  results  based  on  some  common 
standards.  After  years  of  acrimonious  debate,  which  at  one 
time  heard  calls  for  the  abolition  of  the  Education  Dept., 
President  Bush  and  Senator  Joseph  Lieberman  (D-Conn.) 
are  proposing  two  very  like-minded  education  bills. 

The  focus  on  inner-city  schools  is  all-important.  Polls  show 

that  most  suburban  school  parents  believe  their  children  are 

getting  a  good  education.  By  most  available  measures,  such  as 

sat  scores,  high  school  graduation  rates,  and  college  admission 

rates,  they  are.  It  is  the  poor  parents  of  the  inner  city  who 

express  unhappiness  with  the  performance  of  their  children's 

schools.  For  their  sake,  as  the  education  bill  makes  its  way 

i    through  Congress,  we  would  hope  legislators  are  more  gen- 

the  final  allocation  of  funds,  as  suggested  by  Senator 

Lieberman.  It  is  certainly  true  that  the  U.S.  already  spends 

I  on  education.  But  visit  a  school  in  a  poor  New 

City  or  New  Orleans  neighborhood,  and  the  decrepit 


buildings  and  crowded  classrooms  cry  out  for  more  ft 
Washington's  education  initiatives  could  founder  if 
right  and  left  wings  undermine  consensus  opinion.  The 
right  wing  balks  at  federal  testing  standards  for  local  scl 
And  liberal  teachers'  unions  want  federal  dollars  to  go  dir 
into  teacher  pay,  reducing  class  size  and  repairing  scl 
They  oppose  Republican  plans  to  bundle  federal  school 
grams  into  block  grants  given  directly  to  the  states. 

Vouchers  are  another  issue  that  could  block  legis 
this  year.  Few  dispute  that  public  charter  schools  should 
competitive  option  to  parents  if  their  neighborhood  sc 
fail.  But  there  is  yet  no  public  agreement  on  the  iss 
vouchers.  A  recent  Gallup  Poll  study  shows  that  the  le 
support  for  vouchers  varies  with  how  researchers  ask  / 
icans  about  it.  If  vouchers  are  presented  as  a  choice  t'oi 
ents,  they  get  support.  If  vouchers  are  presented  as  go 
nient  funding  for  private  schools,  they  don't.  The  stro 
support  for  vouchers  comes  from  inner-city  parents.  In 
eimmstances,  we  should  increase  competition  through  el 
schools  and  keep  experimenting  with  vouchers  as  an  0 
President  Bush  and  Congressional  Democrats  h 
chance  to  show  they  can  act  together  to  help  educate  t 
tion's  poor  children.  They  should  take  it. 
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With  the  explosion  of  e-commerce,  the  old  rules 
of  competition  have  been  thrown  out  the  window. 
To  remain  even  one  step  ahead  today  you  need 
immediate  access  to  the  best  data  available.  And 
software  that  quickly  converts  it  into  knowledge 
you  can  act  on.  Which  is  precisely  why  98  of  the 
FORTUNE  100  count  on  SAS,  the  world  leader 
in  data  mining  and  e-Intelligence.  SAS  enables 
you  to  capture,  integrate,  explore  and  analyze 
information  from  across  your  entire  enterprise. 
To  recognize  and  seize  opportunities  at  the  speed 
of  the  Web.  And  to  make  competitive  decisions 
with  greater  confidence  than  ever  before.  To  learn 
more  on  how  we  can  propel  your  organization, 
call  1-800-727-0025  or  stop  by  www.sas.com. 
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T  E  C  R  A      8  2  0  0 


•  Pentium13  III  processors  up  to  850MHz,  featuring  Intel'" 
SpeedStep'"  technology 

•  Integrated  wireless  antenna  for  full  360°  connections 

•  128MB  SDRAM,  expandable  to  512MB 
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•  Built-in  modem,  Ethernet  and  wireless  LAN 

•  20.0GB  hard  disk  drive 

•  8X  max.  DVD-ROM 
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Toshiba  recommends  Microsoft""  Windows'"'  2000  Professional  for  business. 

'850MHz  model  only  'Offer  expires  9/30/01 .  Offer  is  valid  in  major  metropolitan  U.S.  locations,  and  only  available  directly  from  Toshiba.  The  $795  prlca  Includes  the  phyafca 

Without  notice    For  lull  terms  and  conditions,  vifill  www  wifttlrfM!  tubulin  [.urn    'Munny  U»<  \-  iju.ii.hiI.'m  mily  .w.ul.ihli'  I m1.-i:    |>l.t>  ml  liy  '1/  in/ul     Applic,  >mh,   l.i  i in 

freedom  is  a  trademark  of  Toshiba  America  Information  Systems,  Inc  and/or  Toshiba  Corporation  Intel,  the  Intel  Inside  logo  and  Pentium  are  registered  trademaf* 


Introducing  integrated  Wi-Fi  technology  that  lets  you  connect 


Experience  the  freedom  of  wireless  computing  with 
the  Tecrsf*  8200  or  Satellite  Pro9  4600'  line  of  portable 
computers  from  Toshiba.  These  portables  come 
equipped  with  integrated  Wi-Fim  technology — the 
most  advanced  integrated  wireless  solution  available. 
Both  come  with  built-in  wireless  antennae  that  allow 
for  clean  360°  connections  and  fewer  fadeouts.  Unlike 
other  wireless  solutions,  Toshiba  offers  built-in  modem, 
Ethernet  and  wireless  LAN.  Test-drive  the  Tecra  8200 


or  Satellite  Pro  4600'  wireless  solution  with  Toshiba's 
no-risk  wireless  installation  offer  for  just  $7952  Offer 
includes  10%  off  for  up  to  eight  portable  computers 
and  the  installation  of  an  access  point  for  a  30-day 
trial.  If  you  are  not  completely  satisfied  after  30  days, 
return  the  access  point  and  portables  to  Toshiba  and 
receive  a  full  refund  on  all  hardware3  If  you  liked  the 
experience,  you  will  be  eligible  to  receive  discounts 
on  additional  access  points,  choose  freedom'"' 


Call  1-800 -TOSHIBA  or  visit  www.wirefree.toshiba.com. 
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SATELLITE      PRO      4600 


Pentium  III  processor  850MHz,  featuring  Intel 
SpeedStep  technology 

Integrated  wireless  antenna  for  full  360°  connections 
Dazzling  graphics  capabilities 


Built-in  modem,  Ethernet  and  wireless  LAN 
128MB  SDRAM,  expandable  to  512MB 
DVD-ROM/CD-RW  multifunction  drive 


TOSHIBA 
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"When  uuill  the  computers 
be  ready  for  the  new  people? 

Translation:  I  think  I  forgot  to  tell  you  about  the  new  people. 
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"Ml  right  here 


Do  you  really  know  what  goes  on  in  the  minds  of 
your  e-customers?  What  they  might  be  thinking 
about  buying?  Or  not  buying?  And  why?  That's 
where  you  need  e-Intelligence  from  SAS.  With 
e-Intelligence,  you  can  quickly  integrate  bricks- 
and-mortar  data  with  clicks-and-mortar  data.  To 
reveal  insights  that  can  help  you  optimize  online 
merchandising,  recognize  cross-selling  opportuni- 
ties, build  greater  customer  loyalty,  and  establish 
more  profitable  relationships  with  your  very  best 
e-customers.  To  learn  more  about  e-Intelligence 
from  SAS.  and  what  it  can  do  for  your  business, 
phone  1-800-727-0025  or  stop  by  www.sas.com. 
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FALLING  AXES 

JACK  THE  JOB-KILLER 
STRIKES  AGAIN 

NEUTRON      JACK      IS      BACK. 

BusinessWeek  has  learned 
that  General  Electric  is  plan- 
ning massive  job  cuts — on  a 
scale  not  seen  since  ceo 
Welch's  early  days  in  the 
1980s.  Wall  Street  sources  and 
those  close  to  the  company 
say  ge  will  likely  eliminate  at 
least  75,000  jobs — more  than 
15%  of  its  workforce — during 
the  next  two  years.  And  that 
total  doesn't  include  28,000 
jobs  lost  in  the  closing  of 
Montgomery  Ward,  a  sub- 
sidiary of  ge  Capital. 

The  carnage  is  largely  due 


to  ge's  acquisition  of 
120,000  workers  in  its 
merger  with  Honeywell 
International  in  the  coming 
weeks.  GE  is 
WELCH:  likely  to  cut  up 
Stay  lean  to  50,000  Hon- 
eywell  jobs — 
or  42%  of  its  workforce, 
according  to  analysts  who 
have  spoken  to  ge  execs. 
But  that's  not  all.  GE  may 
pare  as  many  as  10,000 
jobs  from  its  appliances, 
lighting,  broadcasting,  and 
plastics  divisions,  areas  sensi- 
tive to  the  slowing  economy. 

GE  is  also  signaling  it  will 
make  deep  structural  changes 
by  moving  reams  of  admin- 
istrative work  to  the  Web 
and  cutting  entire  layers  of 
support  jobs.  By  doing  this 
"digitization,"  ge  expects  to 
save  $1.6  billion  this  year  and 
eliminate  11,000  jobs. 

GE  won't  confirm  the  lay- 
offs, but  Welch  has  spoken 
recently  of  "significant"  cuts. 
His  last  big  round  in  1981 
involved  100,000  jobs  over 
four  years.  That  led  to 
many  years  of  profit  growth 
and  Welch's  nickname.  Is 
there  a  name  to  top  Neutron 
now?  Pamela  L.  Moore 


THE  LIST    THE  STADIUM  EFFECT 


Turns  out,  corporate 
sponsorships  of  sta- 
diums may  not  be 
a  champion  move. 
An  examination  of 
60  deals— football, 
basketball,  baseball, 
and  hockey  teams — found 
that  sponsoring  companies'  stock  prices  declined  22%  on 
average  during  2000,  whereas  the  average  S&P  500  de- 
cline was  just  10%. 

SPONSOR'S  2000 
COMPANY  STADIUM  TEAM  STOCK  PERFORMANCE 


TRANS  WORLD  DOME  (TWA) 

St.  Louis  Rams 

-100%* 

PSINET  STADIUM 

Baltimore  Ravens 

-98% 

3UALC0MM  STADIUM 

San  Diego  Chargers 

-53% 

NETWORK  ASSOC   COLISEUM 

Oakland  Raiders 

-51% 

ERICSSON  STADIUM 

(Charlotte,  N.C.) 

Carolina  Panthers 

-32% 

.  'iwjptcy  and  no  longer  trades 


Data:  Study  by  BusinessWeek  Online 


TALK  SHOW  ((Businesses  could  see  their  inventories 
suddenly  fall  in  December,  but  the  Fed  waited  until  January 
[to  cut  interest  rates],  causing  real  damage" 

—  Cisco  CEO  John  Chambers,  speaking  at  the  World  Economic  Forum 


SILICON  CULTURE 

A  SIGN  OF  THE 
TIMES-IS  BLANK 

SUCH   A   THING   HASN'T   BEEN 

seen  for  ages,  at  least  as 
measured  in  Internet  time. 
But  one  of  the  many  bill- 
boards along  a  prime  stretch 


BIG  SHIFT:  Not  so  many  dot-com  ads 


of  Highway  101,  Silicon  Val- 
ley's main  artery,  has  been 
blank  for  at  least  two  weeks. 
It's  another  sign — literal- 
ly— of  the  slowdown  in  high 
tech.  And  not  just  the  vacan- 
cy: In  the  past  few  months, 
ads  for  outsiders  such  as  Walt 
Disney  and  DeBeers  have 
popped  up  on  billboards  that 
were  once  locked  up  by  soft- 


ware makers  and  Intern 
hopefuls.  Eller  Media,  one 
the  largest  outdoor  ad  coi 
panies,  reports  that  its  dc 
com  ads  so  far  this  year  a 
20%  below  the  level  of  four 
quarter,  2000.  Dot-bombs  su 
as  Garden.com,  whose  unus 
al  sign  on  Highway  101  on 
featured  live  plants,  are 
blame. 

Billboard  pri 
on  Highway  1 
have  come  do 
slightly,  outdoor 
vertisers  repo 
But  still,  the  ro 
boasts  "the  mc 
highly  sought-aft 
real  estate 
Northern  Califc 
"  nia,"  says  Elle 
president  for  the  region,  J 
Joaquin,  so  traditional  co 
panies  are  moving  in  to  t 
up  the  slack. 

And  if  Valley  entrep 
neurs  feel  DeBeers  is  a 
tie  beyond  their  price  ra: 
these  days,  a  recent  addit 
to  the  101  scene  makes 
more  modest  appeal:  B 
Western.  Amy  Cort 


LAW  ENFORCEMENT 

DON'T  GIVE  US 
ANY  CRAP 

SWISS     POLICE     CLAMPED     A 

cordon  around  the  Jan.  25-30 
World  Economic  Forum  at 
Davos  this  year,  blocking  the 
usual  gnarl  of  demonstrators 
from  getting  anywhere  near 
the  event.  The  confab  was  a 
hand-wringing  affair.  CEOs, 
politicians,  and  other  world 
leaders  debated  and  pondered 
the  very  repercussions  of 
global  capitalism  that  pro- 
testers at  previous  meetings 
such  as  Seattle  had  brought 
to  world  attention. 

In  erecting  their  fortress 
of  barbed  wire,  steel  fences, 
and  roadblocks  to  keep  the 
demonstrators  at  bay — if  not 
the  issues  they  raised — 
Switzerland's  security  forces 
had  one  forceful  weapon  in 
reserve:  liquid  manure.  Seems 


DAVOS  PROTESTS:  U  n  deter) 


the  police  had  loaded  th 
water  cannons  with  © 
dung,  which  is  norma 
sprayed  on  fields  as  fertilis 
Squirting  the  demonst: 
tors  with  manure  would  b 
last  resort,  the  police  I 
said.  So  while  the  prote 
grew  violent  in  nearby  Sw 
cities,  the  Davos  police  ne 
put  their  secret  weapon 
use.  Asked  about  it,  < 
heavily  armed  policewon 
in  Davos  smiled  bright  l\  : 
remarked:  "At  least 
organic."      Bruce  NuatbdA 
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Hear  about  the  all-new  Mercury  Mountaineer. 

Whether  you're  charging  hard  or  just  recharging  -  the  completely   redesigned  2002  Mercury  / 

Mountaineer  adapts  to  fit  your  needs.  With  innovative  features  like  a  standard  third-row  seat  that  [L 

folds  flat  and  available  power  adjustable  foot  pedals.  The  2002  Mercury  Mountaineer  premieres  \^ 

spring  2001.  But  you  can  get  a  closer  look  now  by  visiting  the  Web  site  or  calling  888  748-8805.  Mercury 

For  more  information,  visit  www.2002mountaineer.com/b  'JwtB 

2002  Mercury  Mountaineer  available  spring  2001 
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RETAIL  DETAIL 

DON'T  COUNT 
PURE  E-TAILERS  OUT 

there's  a  twist  to  this 
year's  mediocre  Christmas  for 
retailers:  Online  stores,  which 
some  say  are  headed  toward 
extinction,  trounced  the  « 
Web  sites  of  their 
bricks-and-mortar  ri-  | 
vals  when  it  came  to 
customer  satisfaction. 
A  survey  of  33,000 
online  shoppers  by 
Nielsen/NetRatings 
and  Harris  Interac- 
tive found  7  of  the 
top  10  sites  were 
pure  e-tailers.  "Pure 
plays  have  definitely 
focused  on  customer 
service — most  mak- 
ing significant  invest- 
ments to  make  their 
sites  extremely  user- 
friendly,"  says  Lori 
Iventosch-James,  Harris' 
director  of  e-commerce  re- 
search. Think  Amazon.com, 
with  its  consumer  reviews, 


personal  picks,  and  follow-up 
e-mail.  Or  consumer  electron- 
ics site  800.com,  which  tracks 
purchases  from  warehouse  to 
home.  By  contrast,  sites  of 
traditional  retailers,  such  as 
Walmart.com,  have  struggled 
with  online  customer  service 
and  are  only  just  starting  to 
*     catch  up  in  e-tail. 

Yet  stores  find  that 
i    any  old  online  pres- 
ence helps:  Consumers 
said  they  went  online 
for  info  about  purchas- 
es   they    planned    to 
make  later  in  stores, 
,    resulting  in  the  find- 
ing that  every  $1 
spent    on    tra- 
ditional retail- 
ers' Web  sites 
led  to  an  addi- 
tional $2  spent 
offline. 

So  what  has 
BUYING?  turned  out  to 
First,  go  be  a  surprise 
online  victory  for  e- 
tailers  may  in 
fact  be  their  best  shot  at 
survival.  Jeanette  Brown 


CARDBOARD  FIGURES 

FORECASTING 
OUT  OF  THE  BOX 

RAY     M.     CURRAN,     CEO     OF 

Smurfit-Stone  Container,  is 
one  up  on  most  of  his  peers: 
He  can  see  into  the  econo- 
my's future  anytime  he  wants. 


His  crystal  ball?  Well,  it's  ac- 
tually a  cardboard  box. 

The  Chicago  company  is 

the  nation's  No.  1  maker  of 

container-board.  Since  almost 

luct  made  in  the 


U.S.  gets  boxed  at  some 
point,  Curran  can  draw  a 
bead  on  upcoming  economic 
activity  just  by  checking  his 
order  book  to  find  who  wants 
how  many  boxes  and  when. 
Indeed,  economists  say  box 
orders  may  be  a  more  accu- 
rate forecasting  tool  than  oth- 
er gauges.  "It  is  an  excellent 
barometer,"  judges  Sung  Won 
Sohn,  chief  economist  at 
Wells  Fargo  Bank. 

So  what  are  the  boxes 
telling  Curran?  That 
harder  times  are 
ahead,  at  least  in 
manufacturing.  Curran 
won't  give  the  num- 
bers, but  he  says  box 
orders  began  indicating 
a  steep  downturn  as  far 
back  as  last  April.  Since 
then,  he  notes,  "it  has  got 
steadily  weaker."  Given  in- 
dustry lead  times,  this  means 
no  economic  bounceback  be- 
fore midyear  at  the  soonest. 
Is  somebody  at  the  Fed 
listening?        Michael  Arndt 
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FOODSTUFF 


HEY,  HANDS  OFF  THAT  SANDWICH 


BEFORE  YOU  CUT  THE  CRUST 

off  a  peanut-butter-and-jelly 
sandwich,  better  check  with 
Smucker's.  The  jelly  giant, 
J.  M.  Smucker,  is  locked  in  a 
sticky  dispute  with  rival  Al- 
bie's  Foods  over  Smucker's 
patent — yes, 
patent — for      a 
version    of  the 
kiddie        classic. 
Smucker  says  Al- 
bie's    pb&j    is    too 
similar  to  its  "Un- 
crustables"  sandwich. 
Albie's,  a  small  Michigan  com- 
pany, disagrees.  It  has  hauled 
Smucker's  into  federal  court 
to  defend  its  version. 

What's  the  secret?  Both 
seal  the  edges  of  the  sandwich 
to  keep  the  gooey  ingredients 
inside.  So  far,  no  court  date 
has  been  set,  and  the  compa- 


nies are  trying  to  settle  tl 
dispute  privately.  "We  wou 
like  to  work  this  out,  but  w 
will  protect  our  patent,"  sa] 
a  Smucker's  spokesma 
Could  be  tough  to  get  out 
this  jam.  Jeff  Ore 


THE  BIG  PICTURE 


THE  WAR  ON  SMOKING  The  number  of  Americans  who 
smoke  continues  to  drop:  47  million  adults,or  28%, 
today,  down  from  42%  in  1965.  Incidence  of 
smoking  is  highest  among  the  18-24s.  Before 
1998,  the  25-44s  were  the  heaviest  puffers. 


30      GENDER 


Data.  American  Demographics  Forecast/Centers  lor  Disease  Control 


TWOTES  What  women  earn  on  average,  compared  with  men:  in  U.  S.  jobs  overall,  750  for  every  $1 ;  in  tech  jobs,  920 
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Data:  Tec  hies. cortH 
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Relax  in  the  unsurpassed  comfort  of  our  Ultimo*  seats 

amidst  the  elegant  ambience  created  by  Givenchy. 


Singapore  Airlines  Raffles  Class. 
Business  in  a  class  of  its  own. 


'  ■ 


SinGAPORE  AIRLIflES 
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Publisher's  Memo 


A  PRIZED  EDITOR 

This  week,  BusinessWeek  Editor-in-Chief  Stephen 
B.  Shepard  received  the  highest  honor  award- 
ed by  the  magazine  industry.  The  Henry 
Johnson  Fisher  Award,  presented  by  the  Maga- 
zine Publishers  of  America,  recognizes  those  who 
have  made  significant,  long-standing  contribu- 
tions to  the  industry  and  to  society  and  who  have 
demonstrated  extraordinary  leadership,  skill, 
and  understanding  in  support  of  the  industry. 

Steve  joins  a  group  that  in- 
cludes Dewitt  Wallace,  founder 
of  The  Reader's  Digest;  Henry 
R.  Luce,  cofounder  of  Time  Inc.; 
publishers  Walter  H.  Annen- 

berg  and  S.I.  Newhouse  Jr.;  Richard  B.  Stolley,  the 
founding  editor  of  People,  and   Ruth  Whitney,  the 
renowned  former  editor-in-chief  of  Glamour. 

Steve  has  been  editor-in-chief  during  what  can  only  be 
described  as  the  Golden  Age  of  business  journalism, 
sharing  with  readers  a  front-row  seat  at  some  of  the 
great  events  of  our  time.  Under  Steve's  leadership, 
BusinessWeek  helped  set  the  national  agenda  for  business 
and  economic  issues,  pioneered  coverage  of  the  New  Econ- 
omy, exposed  the  Mob  on  Wall  Street,  broke  the  story  of 
prison  labor  in  China,  and  won  a  key  First  Amendment 
victory  in  the  Bankers  Trust  tapes  case.  Circulation  has 
grown  40%  during  his  tenure  as  editor-in-chief. 

Since  Steve  took  over,  BusinessWeek  has  been  a  National 
Magazine  Award  finalist  18  times,  winning  four  times.  It 
has  won  numerous  Overseas  Press  Club  awards,  three 
Gerald  Loeb  Awards  for  distinguished  business  and  financial 
journalism,  and  many  others.  In  1999,  Steve  was  inducted 
into  the  American  Society  of  Magazine  Editors  Hall  of  Fame  and  re- 
ceived the  Gerald  R.  Loeb  Lifetime  Achievement  Award. 

Steve  would  be  the  first  to  say  that  after  his  family,  his  greatest  satisfaction, 
week  after  week,  is  to  edit  the  magazine — some  800  issues  since  1984.  Thanks 
to  him  and  his  editorial  team,  we  all  benefit  from  the  best  reporting,  the 
best  analysis,  and  the  best  clues  to  the  future. 

Congratulations,  Steve.  <9*^    [/ 
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Readers  Report 


IUIT  BICKERING 

IND  GOVERN  ALREADY 


Come  on,  fellas,  its  time  to  quit  the 
DC-keying  for  political  power  and  get 
bout  the  business  of  running  the  coun- 
ry  ("Let's  all  work  together — once 
se've  nuked  Bush's  Cabinet,"  Washing- 
on  Outlook,  Jan.  22).  President  Bush, 
rue  to  his  campaign  promise,  has  cho- 
en  a  cabinet  diversified  in  ethnicity, 
ender,  race,  and  political  affiliation, 
.enators  should  limit  their  scrutiny  to 
he  qualifications  of  cabinet  appointees.  I 
/elcome  the  offer  of  bipartisanship  and 
^operation  extended  by  the  Democrat- 
!  Party  to  the  Bush  Administration. 

John  E.  Perme 
Port  Charlotte,  Fla. 

iUSH'S  RECESSION  INSURANCE' 
OULD  PILE  UP  THE  DEBT 


The  idea  that  the  surplus  will  grow 
3  cover  a  $1.6  trillion  tax  cut  is  less 
ertain  as  the  economy  falters  ("Not 
o  fast  with  that  tax  cut,  pardner," 
lews:  Analysis  &  Commentary,  Jan. 
2).  I  am  afraid  President  Bush  will 
ush  the  idea  of  "recession  insurance" 
)  the  point  where  the  national  debt 
ill  increase.  While  the  surplus  belongs 
5  "the  people,"  so  does  the  debt — 
long  with  its  huge  interest  payments, 
.et's  pay  it  off. 

Mary  Schafer 
Petaluma,  Calif. 

HOSE  MEGAMERGERS 
ON'T  HELP  THE  CUSTOMER 


What  America  really  needs  is  anoth- 
r  Theodore  "Trust  Buster"  Roosevelt 
'The  ever-shrinking  skies,"  News: 
.nalysis  &  Commentary,  Jan.  22).  The 
ime  Warner/AOL  merger  and  the  pro- 
osed  American/United  deal  only  hurt 
le  customer.  Leave  it  to  the  govern- 
lent  to  force  Microsoft  Corp.  to  split, 
'hen  all  they  ever  did  was  put  out  one 
iperior  product  after  another. 

Chris  W.  Fitzpatrick 
Upper  Montclair,  N.J. 

OBE  STEEL  IS 

OT  ABOUT  TO  GO  UNDER 


In  "Japan:  This  time,  it  could  get 
asty"  (International  Business,  Jan.  15), 
obe  Steel  was  mentioned  without  stat- 
ig  that  the  source  of  the  information 
'as  an  analyst's  report.  We  were  one 
>mpany  on  a  list  of  44,  which  included 
ipan's  top  five  steel  companies.  Read- 
's might  have  misunderstood — thinking 
lat,  following  Sogo  and  Chiyoda,  Kobe 
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Principle  M±-    27 


MEASURE 

the  passage  of 

TIME 

by   WHISKY 

not  CLOCKS. 


TWICE 

AS  MANY  POINTS 

AND  TWICE 

AS  MANY  MILES 
AT  DOUBLETREE. 


Hilton  HHonors" 

Points  etMHes 


Now  earn  both  double  points  &  double 

miles  at  Doubletree  on  Double  Dip* 

stays  with  Hilton  HHonors*  through 

February  28,  2001. 

Hilton  HHonors  hotels  arc  the  only 
hotels  that  offer  you  both  hotel  points 
and  airline  miles  ror  the  same  Stay.  And 
through  February  28th.  yon  can  earn 
twice  the  points  &"  twice  the  miles  tor  the 
same  stay  ar  any  oi  more  than  2.000 
Hilton  H Honors  hotels  worldwide.  You 
don  t  have  to  choose  between  hotel  points 
and  airline  miles  —you  get  both.  HHonors 
calls  this  a  Double  Dip,  and  you  can 
Double  Dip  even  when  you  don't  fly  with  an 
airline.  To  qualify  tor  this  promotion,  )ust 
have  one  Double  Dip  stay  during  rhe  period, 
and  you  11  get  twice  as  many  points  and 
twice  as  many  miles  lor  every  additional 
Double  Dip  sray  before  Februarv  28th. 
'oil  in  Hilton  HLionors  or  to  make 


onhhonors.com, 


onal  travel  aeent 


call  1-800-H  HONORS. 


Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

BusinessWeek  incorrectly  identified  Donald 
S.  Perkins  as  a  director  of  Alcoa  Inc.  in 
"How  O'Neill  Got  Alcoa  Shining,"  (American 
News,  Feb.  5).  Mr.  Perkins,  former  chair- 
man and  CEO  of  Jewel  Companies  Inc., 
and  Alcoa  Chairman  Paul  H.  O'Neill  served 
together  on  the  board  of  Lucent  Technolo- 
gies Inc. 


Steel  could  be  the  next  in  line  with  a 
high  possibility  of  going  under.  We  have 
been  making  a  number  of  moves  to  re- 
structure, including  improving  our  fi- 
nances. We  are  hardly  the  next  compa- 
ny to  go  bankrupt. 

Hiroji  Izumi 
General  Manager 
Secretariat  &  Publicity  Dept. 
Kobe  Steel  Ltd. 
Tokyo 
Editor's  note:  In  the  analyst's  report 
mentioned,  ing  Barings  (Japan)  Ltd. 
listed  Kobe  as  part  of  Corporate  Japan's 
"Problem  UU- "  Readers  could  have  con- 
cluded that  Kobe  was  in  danger  of 
bankruptcy.  We  should  have  cited  the 
report,  and  we  regret  not  giving  Kobe 
an  opportunity  to  respond. 

RISKING  THE  PEACE 

IN  CHINA 

Refusing  World  Trade  Organization 
entry  to  China  and  putting  up  a  missile 
shield  is  a  very  dangerous  game  ("Star 
Wars  II:  Less  ambitious,  so  more  like- 
ly?" International  Outlook,  Jan.  22).  If 
we  tumble  the  reformists  in  the  Bei- 
jing government  through  our  myopic 
viewpoint,  we  have  lost  peace  and  a 
progressive  world  political  arena. 

Bob  Averill 
Montpelier,  Vt. 

BUSINESS  COSTS 

AND  ELECTION  RESULTS 

Your  chart  accompanying  "The  lure  of 
low  business  costs"  (Economic  Trends, 
Jan.  15)  had  nothing  to  do  with  the 
Presidential  election.  But  if  I  am  not 
mistaken,  the  eight  states  with  the  high- 
est costs  voted  for  Gore  and  the  eight 
with  the  lowest  costs  were  for  Bush. 

John  L.  Watson  ill 
Ponte  Vedra  Beach,  Fla. 

LIFE  INSURANCE  AND  THE  NET: 
A  MATCH  NOT  MADE  IN  HEAVEN 


Life-insurance  premium  rats  must 
be  filed  and  approved  by  the  commie 


sioner  of  insurance  for  each  state  ("E 
Commerce:  The  buyer  wins,"  Economi 
Trends,  Jan.  8).  The  process  can  tak 
several  months  to  several  years  and  i 
hardly  responsive  to  Internet  traffic. 
Joseph  Fishe 
New  Yor 

REDISTRICTING: 
A  MODEST  PROPOSAL 


It's  reprehensible  that  both  politic; 
parties  take  advantage  of  our  society 
schisms  to  create  their  safe  congre; 
sional  seats  ("Where  do  you  draw  t' 
line?"  Legal  Affairs,  Jan.  15).  Compu 
ers  could  draw  each  state's  distri 
boundaries  into  perfect  squares,  whi 
could  not  be  any  more  bizarre  than  t 
gerrymandering  that  goes  on  every 
years. 

Stephen  Casill 
San  Diej 

DESPERATELY  SEEKING 
SACAGAWEA 


The  use  of  the  new  dollar  coin  rrn 
be  related  to  its  availability  ("Sacagaw< 
stumbles,"  Washington  Outlook,  Jan 
I  have  sought  in  vain  to  even  glimp 
one  of  the  new  coins  over  the  past  se 
eral  months. 

Paul  D.  Wisegarv< 
Ridgefield,  Was 
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BusinessWeek  online 


The  full  text  of  BusinessWeek,  the  BusinessWeek 
Daily  Briefing,  and  five  years  of  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW.    
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^HERE  "HAVE  A  NICE  DAY"  DOESN'T  REALLY  MEAN 


"I  WANT  A  TIP." 


.'■•! 


\ 


1 


Meeting  adjourned.  Finally.  And  altera 
long  day  away  from  home,  we  understand 

that  making  you  feel  welcomed  is  more 
than  just  going  through  the  motions,  it  s 


being  greeted  by  an  honest,  eager  stair. 
People  who  are  genuinely  interested 
in  making  your  stay  more  comfortable, 
not  lining  their  pockets  with  extra  cash. 
You'll  even  get  Hilton  HHonors  hotel 
points  &  airline  miles  tor  the  same  stay 
and  we'll  nave  a  pair  ot  warm  cookies 
waiting  at  check-in.  So,  here  s  a  tip:  Slop 
by  and  say  hello.  For  reservations,  visit 
ns  at  www.doubletree.com,  contact 
your  professional  travel  agent  or  call 
1-800-222-TREE. 


Hilton  HHonors 


DoubleTree* 

Hotels -Suites-Resorts- v 

know  where  you're  comii 


Technology  &  You 


BY  STEPHEN  H.  WILPSTROM 

tec  h&yo  u@businessweek.com 

TEETHING  PAINS 
FOR  BLUETOOTH 


To  fulfill  its 
potential, 
"personal 
area  network- 
ing" has  to 
mature  and 
cut  its  price 


BusinessWeek  on  hue 


FOR  A  COLLECTION  OF 
PAST  COLUMNS  and 

online-only  reviews  of 
technology  products,  go 
to  Technology  &  You  at 
•;3week.com/ 
:Ogy/ 


Some  time  in  the  not  very  distant  future, 
you  may  be  able  to  slip  on  a  cordless  head- 
set and  make  a  call  on  the  cell  phone  in 
your  briefcase  just  by  speaking  into  the  micro- 
phone. Your  laptop  or  handheld  computer  will 
wirelessly  use  the  same  phone  to  connect  to  the 
Internet.  And  you  can  route  a  fax  from  your 
phone  to  a  printer  just  by  clicking  a  few  buttons. 

These  communications  wonders  are  all  made 
possible  by  a  new  technology  called  Bluetooth, 
which  is  supposed  to  be  cheap  and  simple  enough 
to  let  just  about  anything  connect  wirelessly  to 
anything  else.  The  first  Bluetooth  products  are 
just  hitting  the  market,  and  you'll 
be  hearing  a  lot  about 
them  in  coming 
months.  Experi-  MfZ 
ence  has  made  me 
skeptical  of  high- 
tech  wonders.  But 
I  have  been  fol 
lowing  Blue- 
tooth     closely, 

ami      I'm     con-     wbfiji  , 

vinced  the    ^B  Mum    'A 

real  thing— or  will  k  jaS3 
be,  eventually.  Still, 
to  fulfill  its  potential, 
Bluetooth  has  to 
mature  a  lot  and  be- 
come vastly  cheaper. 

Bluetooth  was  orig- 
inally developed  by 
L.M.  Ericsson  as  a  simple 
alternative  to  cables.  The  Swedish  company 
turned  it  over  to  the  2,100-company-strong  Blue- 
tooth Special  Interest  Group  (www.bluetooth. 
com),  and  the  standard  has  evolved  into  some- 
thing called  "personal  area  networking."  When  a 
Bluetooth  device  is  active,  it  is  constantly  on 
the  lookout  for  anything  within  about  30  feet 
with  which  it  can  communicate.  When  two  de- 
vices find  each  other,  they  exchange  information 
about  their  capabilities,  so  that  your  Palm  or 
Visor  would  know  to  send  documents  to  a  print- 
er and  music  to  a  headset. 

This  scenario  suggests  one  of  the  big  chal- 
lenges for  Bluetooth:  The  means  for  a  Bluetooth 
device  to  decide  what  it  wants  to  communicate 
with  will  have  to  be  made  very  simple.  You 
won't  want  to  be  interrupted  every  time  someone 
walks  into  a  room  carrying  a  Bluetooth-equipped 
phone  or  pager.  And  designers  face  a  problem  in 
making  th<   choices  easy  for  people  using  phones 


and  other  products  that  have  limited  user  i 
terfaces  such  as  dial  pads. 

Security  is  another  big  issue.  It's  nice  if 
visitor  to  your  office  can  dump  a  few  pages 
your  printer  without  any  fuss,  but  you  dor 
want  some  stranger  to  be  able  to  use  his  or  hi 
laptop  or  wireless  headset  to  make  a  call 
your  phone.  The  software  must  provide  for  ad 
quate  security  and  make  the  choices  very  simp] 
BEDFELLOWS.  Finally,  as  with  any  radio  tec' 
nology,  interference  is  an  issue.  This  is  especu 
ly  true  for  Bluetooth,  which  shares  spectru 
with  high-end  cordless  phones,  wireless  loc 
area  networks — and  microwave  ovens.  Makir 
sure  that  Bluetooth  and  wireless  LAN  systeil 
work  well  together  is  especially  important,  b 
cause  both  are  likely  to  be  found  in  laptops. 

There  is  a  lot  of  engineering  work  being  doi 
right  now  to  address  these  issues.  But  tl 
biggest  challenge  facing  Bluetooth  in  the  sho 
term  is  cost.  The  ultimate  vision  is  a  technolo| 
cheap  enough  so  that  everything  that  now  co 
nects  with  a  cable  becomes  wireless.  Today,  ho\ 
ever,  Bluetooth  radios  cost  manufacturers  abo 

$20  apiece  and  the  total  cost  of  adding  tl 

feature  is  around  $100.  Among  the  fe 

Bluetooth  products 

the  market  are  $21 

Q»V>\    iv  cards,  aimed 
ir^llM'l    testing  and  dev« 
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opment,  from  M 
torola,  Toshib 
and  others. 

Manufactu 
ers,  howevc  I!11 
see  a  potenti 
market  of  b 
lions  of  unit 
More  than  400  m 
ion  wireless  phon 
were  sold  last  ye 
alone.  Chipmaker  \(\ 
from  established  playe 
such  as  Motorola,  Luce 
Technologies,  and  Broadco 
to  upstarts  such  as  Siliei 
Wave  and  Cambridge  Silicon  R 
dio  are  working  frantically  to  drive  prices  dov 
by  an  order  of  magnitude.  The  key  is  sing] 
chip  radios  that  can  be  made  like  convention 
semiconductors.  The  best  bet  is  that  by  the  sc 
ond  half  of  this  year,  prices  will  be  low  enouj 
and  software  good  enough  for  Bluetooth  to 
built  into  some  laptop  computers  and  high-eif 
phone  handsets.  But  a  true  mass  market  prob 
bly  won't  develop  before  2002. 

There's  still  a  danger  that  Bluetooth  will  ei 
up  as  a  cool  technology  without  a  market,  esp 
daily  if  prices  fail  to  drop  rapidly.  Bui  ghfj 
the  breadth  and  depth  of  industry  suppoii  { 
the  standard,  this  seems  unlikely.  BluetOO 
seems  destined  to  be  a  vital  tool  in  a  world 
proliferating  communications  devices,  ltut  as  tl 
hype  machine  gears  up  in  coming  months,  we' 
going  to  have  to  be  patient  and  wait  until  Blu 
tooth  is  truly  ready  for  prime  time. 
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EADING  YOUR  WAY 
0  COMFY  RETIREMENT 


Ir-i-i 


y  fellow  baby  boomers,  dream- 
ing of  retirement:   I  have  a 
grave  message.  Eight  years  af- 
moving  to  Florida,  a  land  of  easy,  if 
ritually  comatose,  living,  I  can  tell 
l  that   I've   seen  our  future.  The 
■hes  are  all  true:  When  we're  old 
1  retired,  we  will  drive  too  slowly, 
:ept  when  in  reverse;  we'll  constant- 
De  waving  to  passers-by,  especially  if 
y're  strangers;  and  when  we're  tar- 
ed by  advertisers,  it  won't  be  for 
[  phones  or  elliptical  exercise  ma- 
nes. What  do  I  mean?  A  brightly 
5  j  i  ited  roadside  sign  recently  grabbed 
attention  with  this  message:  "20 
3POSABLE  BED  PADS  $10.99." 
j'lj  This  is  scary,  I  know,  but  down  here 
LeisureLand  it  gets  worse.  You 
Id  wind  up  "retired"  to  a  job.  The 
er  night  at  a  south  Miami  rib  joint, 


tool 


I  was  waited  on  by  the  kindliest 
woman,  who  looked  to  be  celebrating 
three-digit  birthdays.  The  shocking 
whiteness  of  her  hair  made  me  won- 
der: Why  wasn't  she  at  home  being 
served  her  own  half  rack  of  babybacks 


PLENTY  OF  CHOICES 


to  trade  a  few  bucks  today  for  advice 
on  how  to  stash  a  million  before  the 
paychecks  stop.  Here  then  is  my  next 
warning:  Most  personal-finance  books 
stink.  Especially  avoid  those  with  titles 
like  THE  DIE  BROKE  COMPLETE  BOOK 
OF  MONEY,  by  Stephen  M.  Pollan  and 
Mark  Levine  (HarperBusiness,  $29.95), 
a  575-page  pasteup  of  disjointed  and 
just  plain  bad  ideas,  such  as  "the  best 
retirement  is  no  retirement  at  all." 

Given  the  marketing  muscle  behind  it, 
you  may  not  be  able  to  miss  YOU'RE 
FIFTY— NOW  WHAT?  (Crown,  $24),  by 
Charles  R.  Schwab  and  ghostwriter  Bo 
Caldwell.  At  least  Schwab,  the  63-year- 
old  multibillionaire  Wall  Streeter,  knows 


Book  publishers  know 
they've  got  generations  of  anxious  readers 
ready  to  trade  a  few  bucks  for  advice  on  how 
to  stash  a  million  before  the  paychecks  stop 


by  her  doting  great-grandchildren? 
The  answer,  as  usual,  is  money.  To 
retire  takes  whole  slabs  of  the  stuff. 
So  book  publishers  know  they've  got 
generations  of  anxious  readers  ready 


the  topic.  He  focuses  on  real  tasks  that 
people  nearing  or  already  in  retirement 
must  tackle,  such  as  creating  a  "pay- 
check" from  savings.  His  rule  of  thumb: 
Start  by  taking  no  more  than  4%  to  5% 
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Books 


of  your  savings  each  year.  With  helpful 
worksheets,  glossary,  and  appendix,  the 
book  is  digestible  without  being  pabu- 
lum. Most  of  his  advice  is  sound.  Yet,  as 
you  already  may  suspect,  the  trouble 
here  is  that  some  tips  are  tainted  by  the 
author's  day  job  as  founder  and  maxi- 
mum leader  of  the  nation's  largest  dis- 
count brokerage  Arm.  For  example, 
Schwab  highlights  the  Schwab  1000  In- 
dex Fund — a  good  fund,  but  one  that 
costs  more  than  twice  as  much  as  fair 
alternatives.  He  also  advocates  a  life- 
long commitment  to  keeping  at  least 
50%  of  your  assets  in  stocks — an  ag- 
gressive stance  that  many  planners 
would  dispute. 

The  two  best  new  retirement  guides 
are  by  amateur  investors  that  America's 
publishers  at  first  spurned.  One,  THE  IN- 
TELLIGENT ASSET  ALLOCATOR  (McGraw- 
Hill,  $29.95),  was  originally 
published  by  author 
William  J.  Bernstein  at 
his  Web  site,  www.effi- 
cientfrontier.com.  (Note: 
BusinessWeek  is  also 
published  by  The  McGraw- 
Hill  Companies.)  A  practic 
ing  neurologist  in  remote 
coastal  Oregon,  Bernstein 
comes  to  the  problems  of  saving 
and  investing  not  from  a  broker's  per- 
spective, but  as  someone  who  had  to  fig- 
ure this  out  himself,  from  first  principles 
up.  He  introduces  readers  to  an  imagi- 
nary Uncle  Fred,  who  helps  to  guide  us 
through  lessons  in  statistics,  probability 
theory,  diversification,  portfolio  manage- 
ment, and  the  superiority  of  cheap  "val- 
ue" stocks  over  shares  in  growth  compa- 
nies. None  of  this  is  easy,  nor  does 
Bernstein  treat  it  that  way.  But  he  is 
refreshingly  respectful  of  our  time,  pack- 
ing maximum  thinking  into  minimum 
pages.  The  real  genius  here  is  how  he  en- 
gagingly spends  142  pages  conveying  the 
theory  underlying  an  intelligent  invest- 
ment strategy  and  a  bare  31  pages  on 
how  to  execute  it. 

A  spiritual  cousin  of  Bernstein's  book, 
J.K.   LASSER'S   YOUR   WINNING   RETIRE- 
MENT PLAN  (Wiley,  $16.95),  is  due  out  in 
May.  It  springs  from  earlier,  self-pub- 
lished guides  that  author  Henry  K. 
Hebeler  sold  via  his  Web  site,  www.an- 
alyzenow.com.  Like  Bernstein,  this  re- 
tired top  officer  of  Boeing  Co.  came  to 
the  topic  as  a  smart  guy  who  wanted  to 
approach  the  retirement  problem  in  a 
der  fashion  than  those  offered  by 
.treet's  "experts."  Unlike  Bern- 
hook,  however,  this  one  is  more 
han  theoretical.  Talking;  turkey 
[low  retirees,  he  notes  that 
in  the  work  world  prepared  him 


for  "the  barrage  of  baloney  I  was  hear- 
ing from  hawkers  of  financial  material." 
Hebeler  cuts  through  all  that  with 
straightforward  discussion  of  such  re- 
alities as  what  happens  to  your  nest 
egg  when  you  start  taking  money  out, 
an  effect  he  calls  "reverse  dollar  cost 
averaging."  The  unhappy  upshot  is  a 
lower-than-expected  investment  return, 
something  few  financial  pros  will  pencil 
out  for  you.  With  Hebeler,  you  get  an 
aerospace  engineer's  precision  and  re- 
spect for  downside  risk. 

A  new  book-and-software  package, 
ECONOMIC  SECURITY  PLANNER  (MIT 
Press,  $64.95),  was  written  by  a  trio  of 
accomplished  academic  economists — B. 
Douglas  Bernheim,  Jagadeesh  Gokhale, 
and  Laurence  J.  Kotlikoff — with  Lowell 


Life,"  and  turned  the  page  to  find  t 
first  topic  thereunder:  "Estate  Pla 
ning — Arranging  to  Help  Your  Lov 
Ones  After  Your  Death."  If  you  hung 
to  be  locked  in  a  windowless  room  wi 
two  of  the  world's  most  boring  a 
visers,  buy  this  book.  Downright  d; 
gerous  is  WEALTHBUILDING:  INVESTMEI 
STRATEGIES  FOR  RETIREMENT  &  ESTA 
PLANNING  (Wiley,  $34.95).  The  autho 
David  R.  Reiser  and  Robert  L.  DiCo 
of  PaineWebber's  Providence  (R.  I.) 
fice,  suggest  using  a  pro  from  a  mat 
investment  firm  as  the  coo — chief  c 
erating  officer — of  your  portfolio.  Th. 
also  spell  out  seven  topics  that  y 
should  cover  with  such  a  prospecti 
adviser.  I  was  shocked — shocked! 
see  that  none  of  the  seven  suggests  fii 
ing  out  in  advance  how  much  the  i 
viser's  service  will  cost  you. 
For  many  people,  saving 
retirement  means  contributi 
to  and  managing  a  401(k)  ; 
count.  A  basic  but  useful  gui 
to  these  company-sponsored  ; 
counts  is  THE  SCARBOROU 
PLAN:  MAXIMIZING  THE  PO 
ER  OF  YOUR  401(K)  (Corint 
r  an,  $24.95).  Author  J.  Mich; 
Scarborough's  firm  specializes 


M*= 


MORE  TO  KNOW 


Corporate  America  and 
Uncle  Sam  have  shifted  the  burden  of  planning 
for  retirement  onto  us,  and  it's  a  heavy  load 


Williams,  plus  help  from  the  National 
Institute  of  Aging.  So  I  looked  into  it 
with  high  hopes.  Its  aim  is  to  "smooth" 
your  standard  of  living  by  helping  you 
set  the  right  savings  and  insurance  lev- 
els. "Your  saving,  not  your  life  style,  ad- 
justs to  your  economic  circumstances," 
it  promises.  Yet  because  too  much  of  the 
underlying  thinking  went  unexplained,  I 
finished  the  program  not  knowing 
whether  to  put  stock  in  its  advice.  The 
hard-to-follow  book  wasn't  much  help, 
either.  I  hope  new  editions  will  be  better. 
No  retirement  book  will  have  you 
turning  pages  as  Elmore  Leonard  would, 
but  there's  tedious  and  then  there's  odi- 
ous. GETTING  STARTED  IN  RETIREMENT 
PLANNING  (Wiley,  $19.95)  is  one  such 
dreadful  book.  For  starters,  it's  all  in 
green  ink,  to  set  a  hopeful  mood,  I 
guess.  Authors  Ronald  M.  Yolles  and 
Murray  Yolles  also  pile  banality  ("re- 
tired investors  most  often  fail  by  suc- 
cumbing to  either  fear  or  greed")  upon 
platitude  ("knowledge  is  power").  What 
was  really  wrong  came  clear  only  when 
I   got  to  Part  4,  "Enjoying  the  Good 


teaching  employees  how  best  to  expl 
their  company  retirement  benefits.  I 
yond  such  staples  as  advice  on  asset 
location,  he  lays  out  what  features  rm 
for  a  good  plan  and,  if  yours  falls  she 
how  to  noodge  your  company  into  co 
ing  up  with  something  better. 

A  generation  ago,  few  people  fuss 
with  employers  about  retirement 
count  vesting  schedules  and  all.  i 
Corporate  America  and  Uncle  Sam  hi 
pretty  much  moved  this  responsibil 
onto  our  shoulders.  It's  a  heavy  b 
den.  And  no  matter  how  many  reti 
ment  investing  guides  get  publish 
the  plain  truth  is  that  to  invest  w 
most  people  first  have  to  work  h; 
and  save  their  income  very,  very  we 

Which  leads  me  to  my  last  bit  of 
vice:  Saving  for  retirement  is  easj 
when  you  keep  your  dream  (or  nig 
mare)  at  the  front  of  your  mind.  In  t 
way,  I'm  blessed.  Off  1-95  near  my  ho 
is  a  giant  flea  market  marquee  ti 
Mashes,  "USED  WHEELCHAIRS." 
BY  ROBERT  BAR H 
Barker  covers  personal  invest 


Week  /  February  12,  2001 


online  trading        advice  &  planning        investments 


1-800-297-8004  americanexpress.com/trade 


Trade  on  information. 
Not  emotion. 


American  Express  Brokerage  gives 
you  the  tools  and  advice  to  help  you 
make  the  right  financial  decisions. 
Keep  on  top  of  the  financial  world  with 
powerful  online  planning  tools,  professional 
research,  and  exceptional  customer  service, 
24  hours  a  day*  You  can  also  access  over 
11,000  financial  advisors  who  can  provide 
insight  and  advice  on  the  financial 
issues  that  affect  your  life.  Plus,  as  an 
American  Express  Brokerage  customer,  you 
can  qualify  for  free  online  stock  trades! 
Stay  on  the  right  path  to  meeting  your 
financial  goals  with  American  Express, 
the  company  that  helps  you  do  more. 


'Market  volume  and  volatility  may  cause  delays  in  system  access  and  trade  execution.  '3  free  online  stock  buys  per  month  with  an  account  balance  of  $25,000  or 
more.  10  free  online  stock  buys  and  sells  per  month  with  an  account  balance  of  $1 00,000  or  more.  For  trades  of  more  than  3,000  shares,  add  $0.03  per  share  above 
3,000.  Online  market  orders  at  lower  asset  levels,  online  limit/stop  orders,  and  all  online  orders  in  excess  of  allotted  monthly  free  trades  are  $19.95.  Account  balance 
(defined  as  cash,  money  market  funds,  mutual  funds,  stocks,  options,  and  bonds)  is  reviewed  periodically  to  determine  commission  rates.  Fees  and  commissions  are 
subject  to  change.  Financial  advisory  services  involve  separate  fees.  American  Express  Financial  Advisors  Inc.  Member  NASD  and  SIPC.  American  Express  Company 
is  separate  from  American  Express  Financial  Advisors  Inc.  and  is  not  a  broker-dealer.  ©2001  American  Express  Financial  Corporation.  All  rights  reserved. 


Economic  Viewpoint 


BY  GARY  S.  BECKER 


YES,  RAISE  MILITARY  PAY. 
JUST  DO  IT  CLEVERLY 


LURE: 

Signing 
bonuses 
can  be  used 
to  recruit 
those  who 
already  have 
high-tech 
skills  and, 
thus,  cost 
the  armed 
forces  less  to 
train 


Becker,  the  1992 
Nobel  laureate,  teaches  at 
/ersity  of  Chicago  and 
How  of  the  Hoover 
urtion. 


In  the  past  two  decades,  both  the  civilian  sec- 
tor and  the  military  have  come  to  rely  more 
on  computer  and  other  high-tech  skills.  How- 
ever, the  military-civilian  pay  gap  for  highly 
skilled  persons  widened  greatly  as  the  booming 
American  economy  increased  civilian  pay  much 
more  rapidly  than  military  pay.  As  a  result,  it 
has  become  much  harder  for  the  armed  forces  to 
retain  skilled  men  and  women:  In  the  1990s,  re- 
tention rates  fell  in  all  categories. 

This  skills  gap  seriously  undermines  U.  S.  de- 
fense capabilities.  That's  why  the  incoming  Bush 
Administration's  commitment  to  raise  military 
pay  should  be  directed  mainly  toward  overcoming 
the  shortage  of  technically  trained  personnel. 
By  making  a  few  key  changes  in  pay  and  re- 
cruitment policies,  the  U.  S.  armed  forces  would 
be  better  prepared  for  modern  warfare. 

High  turnover  of  skilled  employees  creates 
problems  for  all  organizations,  but  it  is  especial- 
ly costly  to  the  military  because  the  armed  forces 
offer  free  training  to  attract  good  quality  re- 
cruits. Each  of  the  services  provides  training  in 
hundreds  of  categories,  investing  hundreds  of 
thousands  of  dollars  in  training  their  most  high- 
ly skilled  men  and  women.  Yet,  many  of  those 
trainees  leave  the  services  after  a  single  term,  or 
about  five  years,  and  some  leave  for  special  rea- 
sons even  before  the  first  term  is  completed. 

In  particular,  reenlistment  rates  have  plum- 
meted for  better-educated  and  extensively 
trained  recruits,  who  have  skills  that  are  highly 
valued  by  private  companies.  While  a  little  over 
half  of  all  first-termers  reenlist,  this  drops  to 
just  30%  for  Navy  and  Air  Force  pilots,  and  it  is 
even  lower  for  some  other  highly  skilled  per- 
sonnel. Military  pilots  and  technicians  are 
snapped  up  by  commercial  airlines  and  other 
civilian  companies  immediately  after  they  leave 
the  service. 

Obviously,  one  possible  solution  is  to  increase 
the  financial  compensation  for  people  with  the 
most  desirable  skills.  Unfortunately,  it  is  difficult 
for  the  armed  forces  to  pay  different  salaries 
and  benefits  to  personnel  of  the  same  rank  and 
years  of  service.  But  bonuses  can  and  do  differ, 
and  most  recruits,  who  tend  to  be  in  their  early 
years  of  setting  up  households,  greatly  value 
lump-sum  payments,  since  they  can  be  large 
enough  to  bring  houses  and  cars  within  reach. 

The  Army,  Navy,  and  Air  Force  already  try  to 
cut  turnover  of  their  well-trained  personnel  by 
offering  bonuses  when  they  reenlist  after  first  or 
second  terms.  Some  of  these  bonuses  amount  to 
more  than  $100,000,  usually  spread  over  several 


years.  However,  in  order  to  raise  reenlistmei 
to  decent  levels,  given  the  huge  gap  with  civili 
pay,  bonuses  need  to  be  increased  further  to  p 
lots,  computer  specialists,  and  other  highly  skilh 
personnel  who  are  in  strong  demand  by  priva 
companies. 

It  also  should  be  pointed  out  that  it  is  easi( 
for  the  military  than  for  civilian  companies 
provide  up-front  bonuses.  In  civilian  life,  comp 
nies  may  have  little  legal  recourse  if  new  er 
ployees  with  large  signing  bonuses  decide 
quit  after  a  short  time  on  the  job.  Military  pe 
sonnel  who  receive  bonuses,  by  contrast,  ca: 
not  leave  until  their  term  is  over. 
PRETRAINED.  Similarly,  the  military  should  tal 
greater  advantage  of  its  unique  ability  to  pay  f< 
education  and  training  without  fear  that  recip 
ents  will  take  a  better  offer  as  soon  as  they'\ 
acquired  new  skills.  Already,  the  armed  forces  a 
tract  officers  by  supporting  their  college  educ 
tion  through  rotc  and  other  programs  if  st 
dents  commit  to  serving  afterwards  on  acti\ 
duty.  This  policy  could  be  expanded  to  noncor 
missioned  officers  by  paying  the  cost  of  learnir 
computer  and  other  technical  skills  in  the  civili; 
sector,  again  contingent  on  an  obligation  to  sen 
after  completing  training. 

But  these  steps  alone  will  probably  not  I 
enough  to  close  the  military  skills  gaps.  Tl 
armed  forces  should  consider  taking  a  more  no 
el  approach  by  offering  bonuses  to  attract  firi 
term  enlistees  who  already  possess  desirab 
high-tech  skills.  These  bonuses,  too,  would  d 
pend  on  the  length  of  the  enlistment  and  tl 
pay  gap  between  the  military  and  private  cor 
panies.  Recruitment  of  trained  personnel  wou 
help  reduce  the  military  expenditure  on  trainii 
and  also  help  the  armed  forces  absorb  the  late 
civilian  technological  developments.  This  approai 
lowers  the  burden  to  the  military  when  skilk 
persons  fail  to  reenlist,  since  trained  replac 
ments  could  be  recruited. 

Of  course,  nonmonetary  incentives  also  matt< 
Military  surveys  indicate  that  family  concen 
and  low  morale  are  important  reasons  for  lo 
reenlistment  rates.  Military  life,  with  its  fr 
quent  relocations,  can  prove  to  be  a  strain  ( 
marriages,  but  poor  morale  should  improve  wi 
the  Bush  Administration's  commitment  to  u 
grading  weapons  and  pay. 

Changing  the  military  pay  system  won't  I 
easy.  But  without  skilled  personnel  trained 
electronics  and  other  technical  skills  essential 
modern  warfare,  the  U.S.  armed  forces  will  I 
less  prepared  for  future  global  confrontations. 
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IDE 


NOW  SERVING  TWO  TO  TWENTY. 


Shopping  is  simply  more  fun  in  a  group.  Now,  Blue  Martini's  collaborative  capabilities  allow  groups  to  shop  online  as 
well.  With  it,  two  people  in  different  cities  can  browse  their  favorite  site  together,  two  dozen  people  can  be  taken 
through  an  online  product  demonstration  simultaneously  and  customer  service  representatives  can  guide  clients  through 
their  site.  The  uses  are  endless.  Browsers  turn  into  buyers.  And  nobody  has  to  be  lonely.  To  find  out  how  Blue  Martini's 
e-business  solutions  can  improve  your  customer's  experience,  visit  www.bluemartini.com/group. 


O  2000  Blue  Martini  Software.  AH  rights  reserved. 
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Server  Family 


THE  FABLED  FIVE  NINES.  ELUSIVE,  COVETED,  /ft 

For  a  server  operating  system,  the  five  nines  are  a  measure  of  reliability  that  translates  ii 
over  five  minutes  of  server  downtime  per  year*  For  your  business,  that  means  servers 
and  running  when  people  need  them.  Of  course,  rumors  of  this  99.999%  uptime  usual 
under  ideal  lab  conditions.  But  where  are  these  five  nines  when  your  business  needs  t 
If  you're  using  Microsoft"  Windows'"  2000  Server-based  solutions,  they  may  be  closer  tr  V 
think.  Today  Starbucks,  FreeMrrkets  and  MortgageRamp,  an  affiliate  of  GMAC  Comm  ■ 


*Tht$  level  of  availability  is  dependent  on  many  factors  outside  of  the  operating  system,  Including  other  hardware  and  software  technologies,  mission-critical  operational  processes  and  professlor 

rvfld   Mt-.Fosoft.  Windows,  and  the  Windows  logo  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  In  the  United  States  itnd/ni  Dthj flu 

ii  -I  products  mentloni  d  herein  may  bi  trie  trademarks  of  their  respective  owners. 


SER  THAN  YOU  THINK. 

ge,  are  using  Windows  2000  Server-based  systems  designed  to  deliver  99.999%  server 
Of  course,  not  all  installations  require  this  level  of  reliability,  but  one  thing  is  for  sure:  The 

i  2000  Server  family  can  help  you  get  to  the  level  of  reliability  you  need.  In  fact,  industry 
such  as  Compaq,  Hewlett-Packard,  Unisys,  Stratus  and  Motorola  Computer  Group  can  work 

j  to  deliver  solutions  with  up  to  five  nines  uptime.  To  learn  more  about  server  solutions  you 

m  on,  visit  microsoft.com/windows2000/servers  Software  for  the  Agile  Bus> 
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Economic  Trends 


EDITED  BY  CHARLES  J.  WHALEN 

IF  THEY  WERE 
WRONG  IN  1990... 

Don't  treat  economic  data  as  gospel 

Gross  domestic  product,  job  growth, 
productivity:  These  numbers  have 
a  reassuring  solidity.  But  when  it 
comes  to  economic  data,  the  first  pass 
can  be  misleading.  The  initial  numbers 
are  often  revised  repeatedly  over  the 
course  of  years,  sometimes  leading  to  a 
very  different  view  of  the  health  of 
the  economy. 

Look  at  the  last  recession.  That 
downturn  is  now  deemed  officially  to 
have  started  in  July,  1990.  But  back 
then,  the  data  showed  an  economy  that 
was  expanding,  not  contracting.  The 
Commerce  Dept.  reported  that  GDP  was 
growing  at  a  1.6%  annual  rate  in  the 
third  quarter  of  1990.  Meanwhile,  the 
Bureau  of  Labor  Statistics  announced 
that  private-sector  employment  was  up 
by  240,000  in  the  six  months  ended  in 
October,  1990.  With  that  apparent 
strength,  it's  little  wonder  that  Fed 
Chairman  Alan  Greenspan  waited  until 
December  to  cut  the  discount  rate. 

But  these  gains  evaporated  as  the 
data  were  revised  over  the  next  couple 
of  years.  It  turned  out  that  the  bls 
had  greatly  overstated  the  number  of 
jobs  created.  In  particular,  the  "bias 
adjustment  factor,"  which  accounted  for 

HOW  THE  NUMBERS 
CHANGED 
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job  growth  at  new  businesses,  was  far 

too  high.  It  turned  out  that  the  number 

of  jobs  actually  fell  by  240,000  over 

that  six-month  stretch.  And  the  GDP 

growth  number  for  the  third  quarter  of 

1990  was  steadily  adjusted  downward 

until,  by  1992,  it  was  revised  into  neg- 

i  erritory. 

The  most  striking  change,  though, 

roductivity    data.    In    the 

leading  up  to  the  1990 


sion,  measured  productivity  growth  ap- 
peared to  be  basically  flat.  Indeed, 
Greenspan  repeatedly  stressed  what 
he  called  "the  weak  productivity  per- 
formance" of  the  economy  in  his  July, 
1990,  Humphrey-Hawkins  report  to 
Congress.  And  productivity  did  not  ap- 
pear to  pick  up  as  growth  slowed.  Out- 
put per  hour  at  nonfinancial  corpora- 
tions— one  of  Greenspan's  favorite 
measures — apparently  fell  over  the 
course  of  the  recession,  according  to 
data  released  in  late  1991  (chart). 

But  after  a  decade  of  revisions  to  the 
data,  a  completely  different  productivity 
picture  has  been  revealed:  In  fact,  pro- 
ductivity dramatically  accelerated  over 
the  course  of  the  1990-'91  recession  as 
companies  chopped  jobs.  It  is  reason- 
able to  believe  that  if  Greenspan  had 
had  access  to  the  correct  numbers 
rather  than  the  original  ones,  he  would 
have  acted  more  aggressively. 

No  one  knows  how  much — or  in 
which  direction — the  current  numbers 
will  be  revised.  Yet  the  lesson  is  clear: 
Treating  economic  statistics  as  gospel  is 
precisely  the  wrong  thing  to  do. 

By  Michael  J.  Mandel 


STOCKS  MAY  TAKE 
ANOTHER  HIT 

If  joblessness  grows,  watch  out 

Rising  unemployment  isn't  always  a 
bad  thing.  In  fact,  it  can  sometimes 
be  good  for  stocks.  That's  the  conclu- 
sion of  John  H.  Boyd  of  the  University 
of  Minnesota,  Ravi  Jagannathan  of 
Northwestern  University,  and  Jian  Hu 
of  Fannie  Mae  in  a  new  National  Bu- 
reau of  Economic  Research  paper. 

The  authors  argue  that  news  of  ris- 
ing unemployment  conveys  information 
about  both  interest  rates  and  corpo- 
rate earnings.  Rising  unemployment 
signals  a  future  decline  in  interest 
rates,  which  is  good  for  stocks.  But 
unemployment  also  foreshadows  a  fall 
in  earnings.  The  state  of  the  economy 
determines  which  piece  of  information 
receives  more  weight. 

Using  data  from  1948  to  1995, 
the  authors  looked  at  how  the  Stan- 
dard &  Poor's  500  stock  index  re- 
sponded to  news  of  unemployment 
hikes.  Their  finding:  As  long  as  the 
economy  was  expanding,  rising  unem- 
ployment triggered  a  jump  in  stock 
prices.  But  in  periods  of  contraction, 
unemployment  hikes  caused  stocks  to 
fall.  If  Greenspan  is  correct  and  U.S. 
conomic  growth  is  near  zero,  more 


unemployment  could  spell  dang< 
to  the  stock  market  in  the  montl 
ahead. 

By  James  M.  Mehrii 


WHY  NOT  A 
PAYROLL  TAX  CUT1 

It  could  be  a  stronger  stimulus 


LIEBERMAN 


With  growth  slowing  and  budg 
surpluses  surging,  a  tax  c 
seems  inevitable.  The  question  is:  Wh 
sort  of  cut  would 
best  stimulate  the 
economy?  The  focus 
has  been  on  reduc- 
ing the  income  tax, 
but  there's  an  alter- 
native plan  that's 
getting  support  from 
some  economists  and 
politicians:  cutting 
the  payroll  tax  that 
funds  Social  Securi- 
ty and  Medicare. 

Supporters  would 
not  touch  the  Social 
Security  and  Medi- 
care  trust  funds.  Instead,  the  idea  is 
give  workers  an  income  tax  credit  for 
portion  of  payroll  taxes  paid.  The  ere 
it  would  be  fully  refundable,  like  t 
Earned  Income  Tax  Credit,  so  evi 
low-income  workers  who  don't  pay  i 
come  taxes  would  get  payroll  reli 
Such  a  proposal  has  been  publicly  me 
tioned  by  Senator  Joseph  I.  Lieberm 
(D.-Conn.).  "I'd  like  to  see  us  look 
reducing,  by  tax  credits,  federal  payr 
taxes,"  Lieberman  said  on  Jan.  21 
ABC  News  This  Week. 

A  payroll  tax  cut  would  give  t 
economy  a  powerful  shot  in  the  ai 
because  the  benefits  are  spread 
widely.  "Three-quarters  of  worki 
Americans  pay  more  in  payroll  tax 
than  in  income  taxes,"  notes  Robert 
Mclntyre,  director  of  Citizens  for  T 
Justice,  who  is  pushing  to  give  eve 
worker  a  payroll  tax  break  of  up 
$850  this  year.  This  cut  would  also  bt 
strong  stimulus  because  most  famili 
would  use  it  to  make  new  purchases 
to  pay  debts. 

A  cut  that  gives  every  worker  a  t 
credit  of  up  to  $850  would  cost  abc 
$48  billion.  The  budget  surplus  will  <■; 
ily  take  care  of  that.  And  since  payr 
tax  relief  has  the  advantage  of  bej 
better  targeted  to  average-incor 
Americans  than  income  lax  iviluclioi 
it  may  be  just  the  right  thing  l<>  do 
response  to  the  cm-rent  slowdown. 


v^ek  /  February  12,  2001 


Our  team  has  19,000  players. 


Hondas  investment  in  American  jobs  and  facilities  has  never  been  greater.  Today,  you 
can  find  our  associates  working  in  plants,  offices,  parts  warehouses  and  ports  in  various 
cities  and  towns  throughout  the  U.S.  Our  R&D  staff  has  grown  from  four  associates  in 
1975  to  more  than  1,000  today  And,  in  Alabama,  1,500  associates  will  start  work  at  our 
new  $440- million  plant  upon  its  completion  in  2002.  With  a  capital  investment  of  over 
$4.8  billion,  we  will  continue  to  remain  strong  in  all  of  the  American  communities  where 
our  associates  live,  work,  and  of  course,  play 


To  team  more,  visil  our  Web  site  at  honda  com,  or  write  to:  American  Honda  Corporate  Affairs  &  Communications,  MS  IOO-3G2A.  1919  Torrance  Blvd  .  Torrance.  CA  90501 
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A  teacher  has  50  minutes  to  teach  Algebra.  If  she  spends  8 
minutes  on  attendance,  12  minutes  on  new  formulas  and  30 
minutes  on  last  night's  homework,  how  much  time  does 
she  have  left   to  teach  them  how  to  interview  for  a  job? 


*= 


Overcoming  Obstacles  helps  teachers  find  solutions.  By  integrating  relevant  skills  such  as  communication,  decision  making  a 

goal  setting  in  the  classroom,  students  will  be  more  motivated  to  dream  and  achieve.  Teachers,  school  administrators  and  part 

s  are  urged  to  attend  our  next  seminar  For  dates  and  locations,  call  1-888-840-9606  or  visit  www.overcomingobstacles.o 
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the  parts  aren't  designed  to  work  together,  things  might  not  work  at  a 


jlying  on  a  bunch  of  suppliers  to  implement  your  e-business  strategies 
in  lead  to  a  bunch  of  excuses.  Lots  of  finger  pointing  with  no  one 
;cepting  responsibility.  If  you  relied  on  Qwest  Interactive,  however,  that 
Duld  never  happen.  We  have  over  450  consultants,  digital  strategists, 
iftware  engineers  and  network/hosting  specialists  ready  to  create, 
anage  and  host  your  applications.  And,  we  take  care  of  everything, 
>m  creating  your  business  applications,   to  hosting   them   at  our 


CyberCenters,"  which  are  integrated  into  our  OC 1 92  fiber-optic  broadband 
network.  The  most  advanced  network  in  the  world.  That's  true  integration. 

The  end  result  is  that  you  can  get  on  with  taking  care  of  business, 
while  we  take  care  of  everything  else.  That's  total  accountability. 
For  more  on  the  Qwest  Interactive  unique  approach  to  e-business, 
visit  www.qwestinteractive.com/integrate  or  call  Kathy  Kardos,  your 
San  Francisco  digital  strategist,  toll-free  at  1  866  369  4560. 


•  ride  the  light 

Qwest 

rategic  consulting  •  interactive  design  &  branding   •  application  development  •  systems  integration  •  resident  consulting  •  complex  hosting 

000  Qw«st  Communications  International  Inc. 
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We've  just  put 
our  mark  on 
San  Francisco. 

We're  adams,  harkness  &  hill,  and  we  just 
opened  our  new  West  Coast  office  at 
San  Francisco's  One  Market.  Because  a  large 
percentage  of  our  investment  banking  business 
takes  place  in  the  western  U.S.— especially  in 
Silicon  Valley.  So  now  we  can  serve  our  West 
Coast  emerging  growth  clients  even  better. 

But  what  else  would  you  expect  from  the  most 
experienced  investment  bank  in  emerging  growth? 

Not  only  are  all  our  clients  emerging  growth 
companies,  we  also  concentrate  on  the  most 
dynamic  growth  sectors— technology,  healthcare, 
and  specialty  consumer.  Which  is  why  we've 
developed  the  expertise  to  help  emerging 
enterprises  improve  shareholder  value  better  than 
any  other  investment  bank.  And  because  we 
focus  on  quality— not  quantity— of  relationships, 
we  deliver  exceptional  after-market  support, 
personalized  attention,  and  the  kind  of  expert 
advice  that  produces  superior  results. 

Find  out  for  yourself.  Contact  the  emerging 
growth  experts  @  adams,  harkness  &  hill. 
Visit  www.ahh.com/mni. 


adams,  harkness  &  hill 

the     e  m  e  r  g  i  n  g     Growth     investment     bank" 


YOUR  WORLD  STOPS  WHE 
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But  the  real  one  keeps  going. 


j,  nothing  is.  Unproductive  employees, 
opportunities  are  all  consequences  no 
business  can  afford.  USA.NET  can  help  you  survive  and  ultimately, 
succeed.  As  the  inventors  of  Web-based  email,  we  handle  millions 
of  messages  with  a  reliability  and  scalability  that's  cost  effective  for 
any  size  company.  And  we  do  it  all  by  integrating  the  world  class 
technologies  of  HP  and  EMC  as  part  of  our  infrastructure. 
To  learn  how  to  outsource  your  email  to  the  expert,  visit 
www.usa.net/yourworldl8orcall  loll  tree  1-866-237-7% J. 
You  run  your  business.  We'll  run  your  email 
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other  company  or  product  names  listed 
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]AN  THE  NEW  ECONOMY 
iANDLE  THIS  STRESS  TEST? 

ji  inventory  correction  will  hit  growth  hard  in  the  first  half 


US.  ECONOMY 


GOODS  LED  THE  BOOM- 
MID  LEAD  THE  SLOWDOWN 


REAL  GDP 
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In  several  important  ways, 
the  New  Economy  is  behav- 
g  a  lot  like  the  older  version.  Despite  new  technolo- 
es  and  globalization,  it  still  has  its  ups  and  downs.  It's 
ill  subject  to  shifts  in  Federal  Reserve  policy.  And 
ost  important  for  the  coming  months,  it  still  must  en- 
lre  old-fashioned  inventory  corrections. 

The  emerging  inventory  ad- 
justment was  uppermost  in 
Fed  Chairman  Alan 
Greenspan's  mind  during  his 
brief  but  crucial  comments  on 
the  economy  in  his  Jan.  25 
congressional  testimony.  He 
said  bluntly  to  Senator 
Olympia  J.  Snowe  (R-Me.) 
that  "we  are  observing  the  be- 
ginnings of  what  is  probably  a 
major  inventory  correction." 
le  belief  is  the  underpinning  of  his  remark  to  Senator 
ml  S.  Sarbanes  (D-Md.)  that  economic  growth  right 
►w  is  "very  close  to  zero." 

That's  why  Greenspan  &  Co.  took  "rapid  and  force- 
1"  action,  as  the  Fed  described  it,  when  they  cut  the 
deral  funds  rate  by  a  half  point  on  Jan.  31,  on  the 
■els  of  the  surprise  half  point  reduction  on  Jan.  3.  Giv- 
i  that  unusually  urgent  language,  and  given  that  the 
id's  outlook  is  still  tilted  toward  concerns  about  eco- 
•mic  weakness,  more  cuts  cannot  be  ruled  out.  The 
jd  is  able  to  act  aggressively,  partly  because  recent 
.ta  show  that  labor  costs  and  inflation  remain  tame. 


HAT  WORRIES  GREENSPAN  is  that  a  classic  tern- 
rary  inventory  correction  may  trigger  a  full-blown  re- 
ssion.  As  usually  happens,  the  inventory  adjustment 
already  hammering  manufacturing.  Economic  growth 
II  to  a  slim  1.4%  in  the  fourth  quarter,  reflecting 
arp  slowdowns  in  both  demand  and  output  of  goods, 
en  as  the  service  sector  remained  strong  (chart), 
it  as  inventory  growth  slows  further,  real  gross  do- 
sstic  product  will  take  a  big  hit  in  the  first  half,  and 
might  even  contract  in  the  first  quarter. 
Greenspan's  biggest  concern  is  that  the  pain  of  the 
/entory  correction  will  severely  jolt  the  confidence  of 
nsumers  and  businesses.  The  manufacturing  recession 
s  already  led  to  layoff  announcements  and  earnings 
irnings  that  have  rattled  consumers'  outlook.  With  de- 
rnd  already  slowing,  a  sharp  curtailment  in  outlays 


WHERE  CONFIDENCE 
IS  WITHERING 


because  of  fears  about  the  future  could  tip  the  overall 
economy  into  an  outright  recession  (chart). 

For  two  years,  industrial  companies  both  in  the  U.  S. 
and  abroad  pumped  out  goods  to  satisfy  consumer  and 
business  demand  that  was  growing  at  a  boom  rate  of 
6%  or  more.  That  demand  was  concentrated  in  goods, 
especially  big-ticket  durable  ones  such  as  autos  and 
machinery,  and  it  was  powered  in  large  part  by  the 
wealth  effect  from  soaring  stock  prices. 

Now,  because  of  past  Fed  tightening  and  a  substan- 
tially reduced  wealth  effect,  those  days  of  booming  de- 
mand have  come  to  a  sudden  halt.  The  growth  of  do- 
mestic spending  in  the  second  half  of  2000  fell  off  to  2%, 
the  slowest  two-quarter  pace  in  eight  years.  The  up- 
shot: Companies  must  realign  their  inventories  and 
production  with  a  more  down-to-earth  pace  of  demand. 

That  process  has  barely  be- 
gun. In  the  fourth  quarter,  in- 
ventory growth  slowed,  but 
only  by  enough  to  subtract  0.2 
percentage  point  from  overall 
GDP  growth.  A  big  chunk — but 
not  all — of  the  inventory 
drawdown  will  come  in  the 
auto  industry,  where  demand 
has  fallen  steeply.  Auto  mak- 
ers responded  by  cutting  out- 
put sharply,  and  the  drop  in 
vehicle  production,  by  itself,  subtracted  a  full  percent- 
age point  from  GDP  growth  in  the  fourth  quarter.  But 
that  still  wasn't  enough:  Auto  inventories  kept  rising.  A 
combination  of  further  output  cuts  and  sales  incen- 
tives in  the  first  half  will  be  needed  to  fix  the  problem. 

One  interesting  feature  of  the  New  Economy  inven- 
tory cycle  is  that  technology  could  be  both  boon  and 
bane.  Computerized  inventory  systems  have  helped  to 
damp  potential  economic  swings  by  ensuring  that  ex- 
cessive inventory  buildups  are  smaller  and  more  quick- 
ly eliminated.  But  that  rapid  elimination  could  also 
compress  the  correction,  causing  a  larger  hit  to  eco- 
nomic growth  over  a  shorter  period  of  time,  a  point 
that  the  Fed  emphasized  in  its  rate-cut  statement. 

ARMED  WITH  ITS  RATE  CUTS,  the  Fed  is  fighting 

the  slowdown  on  two  fronts:  one  is  the  reality  of  soft- 
er demand  and  output,  the  other  is  perceptions  of  eco- 
nomic weakness.  Those  perceptions,  and  their  potential 
harm,  were  in  full  view  in  the  January  plunge  in  con- 
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sumer  confidence.  The  Conference  Board's  index  tum- 
bled 14.2  points  in  January,  to  114.4.  It  was  the  largest 
one-month  drop  since  the  1990-91  recession. 

For  now,  at  least,  the  perception  seems  to  be  worse 
than  the  reality.  Consumers  say  that  present  condi- 
tions for  business  activity  and  employment,  while  some- 
what softer,  remain  very  strong  by  historical  stan- 
dards. As  for  future  business  conditions,  job 
opportunities,  and  income  prospects,  those  are  another 
matter.  Households'  increasingly  downbeat  expecta- 
tions have  driven  down  the  overall  confidence  index. 
The  index  of  households'  expectations  not  only  dropped 
sharply  but  set  a  seven-year  low,  hitting  levels  that  are 
typically  seen  prior  to  recessions. 

But  consumers'  behavior  doesn't  always  dovetail 
with  the  way  they  say  they  feel.  Despite  their  worry, 
weekly  surveys  of  January  retail  sales  show  very  up- 
beat results,  and  a  new  round  of  generous  sales  incen- 
tives from  car  companies  is  generating  what  early  re- 
ports suggest  will  be  a  strong  month  for  car  buying. 
Moreover,  sales  of  new  single-family  homes  in  Decem- 
ber jumped  13.4%  to  the  second-highest  level  on  record. 

BUSINESS  SENTIMENT,  as  it  affects  capital  spending 
plans,  is  another  key  area  of  concern.  In  the  past,  in- 
ventory corrections  have  often  eroded  business  confi- 
dence to  the  point  where  companies  sharply  curtailed 
capital  spending.  And  in  this  expansion,  capital  spend- 


BRITAIN 


WHERE  EQUIPMENT 
SPENDING  IS  WEAKEST 


ing  has  been  a  key  contributor  to  economic  growt 
The  threat  is  compounded  by  capital  spending's  wea 
ened  supports.  Businesses  will  spend  less  if  they  expe 
the  economy  to  grow  at  only  half  its  previous  rat) 
Plus,  with  profits  slowing,  internal  funds  to  finan 
projects  are  scarcer,  even  as  funds  from  extern 
sources  such  as  banks,  credit  markets,  and  the  sto' 
market  are  less  available  or  more  costly 

Businesses  are  already  trim- 
ming their  capital  budgets,  es- 
pecially for  traditional  indus- 
trial machinery  and  equipment 
(chart).  High-tech  outlays  are 
growing  at  a  slower  rate,  but 
that's  down  from  an  unusually 
rapid  clip  in  late  1999  and  ear- 
ly 2000.  The  more  that  de- 
mand for  capital  and  consumer 
goods  slows,  the  greater  the 
required  inventory  adjustment. 

The  inventory  correction  will  be  a  stress  test 
the  economy  in  the  first  half,  and  especially  in  the  fir 
quarter.  If  companies  can  make  the  adjustment  to 
slower  pace  of  demand  without  killing  off  confidence 
the  stock  market,  then  the  outlook  for  the  second  hi 
will  be  much  improved.  And  interest-rate  cuts  w 
likely  be  the  tonic  that  gets  consumers  and  business! 
through  the  ordeal. 
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A  TRICKY  RATE  CUT  IS  IN  THE  WORKS 


Britain's  economy  is  slowing  by 
more  than  was  expected.  But 
a  move  by  the  Bank  of  England 
to  cut  interest  rates  to  lift  growth 
may  not  be  a  smooth  process. 
British  real  gross  domestic 
product  increased  just 
0.3%  in  the  fourth 
quarter  from  the  third. 
That  was  the  lowest 
quarterly  growth  rate 
in  two  years  (chart), 
going  back  to  when 
the  world  financial 
markets  were  in  a  liq- 
uidity squeeze.  Real 
gdp  grew  2.4%  in  2000, 
compared  with  3.2%  in 
1999.  For  now,  real  GDP  is  expect 
ed  to  grow  2.5%  for  2001. 

ilowdown  would  seem  to 
lit  by  the  Bi 
Policy  Commill 
al.  But  while  a  cut 


THE  SLOWDOWN 
COMES  QUICKLY 
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seems  likely — perhaps  as  early  as 
the  Feb.  8  meeting — several  fac- 
tors complicate  the  future  of 
British  monetary  policy. 

First,  the  slowdown  is  uneven. 
Britain's  industrial  sector  has 
been  held  down  by 
declines  in  oil  and  gas 
extraction,  and  a  drop 
in  fourth-quarter  out- 
put by  the  transit 
sector  may  have  been 
distorted  by  a  fatal 
train  crash  that  dis- 
rupted rail  service. 
The  consumer  sector 
continues  to  rise 
strongly,  lifted  by 
tight  labor  markets  and  very  low 
inflation.  The  jobless  rate  has 
been  at  a  25-year  low  of  3.6% 
since  August,  and  retail  prices  ex- 
cluding mortgage  interest  fell  to 
2%  in  December.  Also,  confidence 


among  consumers  and  businesses 
rose  in  the  fourth  quarter. 

Second,  monetary  policy  may 
soon  be  fighting  fiscal  stimulus. 
The  March  budget  proposal  is  in- 
creasingly expected  to  contain  tax 
cuts  scheduled  ahead  of  general 
elections  expected  in  May. 

Lastly,  some  members  of  the 
MPC  want  to  avoid  the  appearance 
of  following  the  Federal  Reserve 
The  Fed  has  already  cut  U.  S. 
rates  twice  in  January  by  a  total 
of  one  percentage  point. 

Appearances  notwithstanding, 
the  MPC  may  have  little  choice  but 
to  cut — and  soon.  The  financial 
markets  have  already  priced  in  a 
rate  cut  this  quarter,  and  the 
pound  has  strengthened  against 
the  U.S.  dollar  as  analysts  grow 
worried  that,  even  with  British 
growth  slowing,  the  MPC  will  not 
cut  as  much  as  the  Fed, 
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CAN  RATE  CUTS  DO  1 


Boosting  confidence  is  key  to  preventing  recession 
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It  may  be  hard  to  rememb( 
but  Alan  Greenspan  hasn't 
ways  enjoyed  his  curre 
celebrity  status  as  the  infallit  fi 
oracle  of  the  economy.  In  fa< 
he  has  been  dead  wrong  in  t~ 
past.  Back  in  1990,  for  instanc 
Greenspan's  record  as  Federal  R 
serve  chairman  was  stained  whe 
putting  his  faith  in  none-too-acc 
rate  data,  he  failed  to  cut  intere 
rates  fast  enough  to  head  off  a  r  r 
cession.  The  slump  hit  with 
vengeance  when  an  oil-price  surg  i* 
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priced  by  Iraq's  invasion  of  Kuwait, 
lined  consumer  confidence.  Still, 
reenspan  held  back  from  aggressive 
ite-cutting  because  the  data  still 
lowed  a  growing  economy.  It  was  only 
,ter,  after  the  numbers  were  repeat- 
lly  revised,  that  it  became  clear  the 
ump  had  started  months  before  the 
ed  chief  had  realized. 
This  time  around,  Greenspan  isn't 
aiting  for  the  revised  numbers.  In  a 
lrprisingly  blunt  admission,  he  told 
wmakers  on  Jan.  25  that  economic 
"owth  is  "probably  very  close  to  zero," 
/en  though  official  statistics  indicate 
.herwise.  And  he  immediately  went  to 
ork  to  turn  the  economy  around.  On 
in.  31,  the  Fed  eased  credit  for  the 
;cond  time  in  less  than  a  month,  chop- 
ng  the  key  overnight  interbank-lend- 
Q  rate  by  another  half-percentage 
)int,  to  W/f/c.  The  back-to-back  reduc- 
ons  were  the  most  dramatic  cut  in 
Browing  costs  in  nine  years.  And 
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Greenspan  and  the  Fed  promised  more 
cuts  to  come,  perhaps  even  before  their 
next  scheduled  meeting  on  Mar.  20. 

Clearly,  Greenspan  has  in  large  part 
acted  so  swiftly  because  the  economy 
has  been  hit  by  what  is  turning  out  to 
be  a  very  unfamiliar  and  abrupt  slow- 
down. It's  a  New  Economy  slowdown,  in 
which  the  bad  news  has  been  coming 
thick  and  fast:  plunging  consumer  confi- 
dence, sharply  declining  growth,  and  a 
recession  throughout  much  of  the  man- 
ufacturing sector. 

QUICK  ON  THE  TRIGGER.  The  big  ques- 
tion is  whether  the  slowdown  will  be 
followed  by  a  New  Economy  upturn 
that  arrives  just  as  swiftly  and  unex- 
pectedly. No  one  knows 
for  sure.  But  like 
Greenspan,  business  lead- 
ers are  reacting  with 
lightning  speed.  Armed 
with  up-to-the  minute  in- 
formation on  business 
conditions,  companies 
have  been  quick  to  trim 
capital  spending,  inven- 
tories, and  payrolls  in  a 
bid  to  keep  profits  up. 
And  the  layoff  notices 
are  piling  up  in  what 
seems  to  be  a  much  ear- 
lier point  in  a  downturn 
than  ever  before. 

The  suddenness  of  the 
slowdown  has  surprised 
everyone,  Fed  officials 
included.  And  it  has 
raised  questions  about 
whether  the  central 
bank's  campaign  of  ag- 
gressive rate-cutting  will 
be  enough  to  forestall  a 
recession.  What's  most 
distressing,  some  Fed  in- 
siders say,  is  that  there 
is  no  clear  sign  yet  of 
the  economy  bottoming 
out.  The  next  few 
months  will  be  crucial. 

By  Greenspan's  reck- 
oning, the  key  is  psycho- 
logical: bolstering  a  deli- 
cate interplay  between  corporate  and 
consumer  confidence.  Expect  Greenspan 
and  the  Fed  to  pull  out  the  stops  over 
the  next  few  months  with  more  rate 
cuts  to  achieve  that  goal.  And  expect 
the  Bush  Administration  and  Congress 
to  try  to  do  their  part  with  talk  of  big- 
ger and  quicker-acting  tax  cuts. 
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If  public  faith  in  the  economic  future 
cracks,  then  the  U.S.  is  headed  for  a 
nasty  recession  followed  by  an  extended 
period  of  little  or  no  growth.  Picture 
an  L-shaped  curve — "L"  as  in  "linger- 
ing"— and  the  dreary  picture  is  plain  to 
see.  Not  altogether  different  from  the 
situation  in  Japan,  though  far  less  se- 
vere, such  a  scenario  would  feature  a 
long  period  of  sluggish  growth  that 
feeds  on  itself  and  keeps  piling  up  the 
gloom. 

At  the  moment,  there's  no  lack  of 
bad  news.  Corporate  outlays  on  equip- 
ment and  software,  which  as  recently  as 
a  year  ago  were  growing  at  21%  annual 
clip,  slumped  nearly  5%  in  the  fourth 
quarter  of  last  year.  And 
in  the  latest  wave  of  lay- 
off news,  Daimler- 
Chrysler  announced  on 
Jan.  29  that  it  will  cut 
its  Chrysler  unit's  work- 
force by  20%,  or  26,000 
workers,  over  the  next 
three  years.  Just  one 
day  later,  Amazon.com 
Inc.  said  it  would  close 
down  facilities  and  elim- 
inate up  to  1,300  jobs,  or 
15%  of  its  workforce. 

But  a  recession  is 
hardly  a  foregone  con- 
clusion. The  Fed  is  hop- 
ing that  corporate  cut- 
backs will  prove 
short-lived  and  that  in- 
ventories and  payrolls 
will  be  brought  speedily 
into  line.  And,  after  a 
brief  shakeout,  capital 
spending  will  revive 
rapidly  to  take  advan- 
tage of  the  New  Econo- 
my efficiencies  that 
Greenspan  fervently  be- 
lieves are  still  there  to 
be  tapped. 

At  best,  that  could 
lead  to  what  Greenspan 
has  called  a  classic  "V"- 
shaped  rebound:  steep 
in,  steep  out.  At  worst, 
the  recovery  would  be  "U"-shaped, 
with  growth  picking  up,  albeit  gradu- 
ally, after  the  current  pause.  But  that 
corporate  turnaround  won't  occur  if 
consumer  confidence  cracks.  If  nervous 
shoppers  sharply  curtail  spending,  that 
could  trigger  another  round  of  busi- 
ness bloodletting.  And  the  economy 
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could  be  headed  for  that  elongated  "L." 
That's  why  the  news  on  Jan.  30  that 
consumer  confidence  during  that  month 
suffered  its  biggest  drop  in  more  than 
a  decade  was  so  worrying.  Consumer 
optimism  began  to  weaken  last  fall  as 
the  sagging  stock  market  soured  the 
spirits  of  wealthy  Americans.  But  now 
the  pessimism  has  begun  to  spread  as 
the  steady  flow  of  corporate-layoff  an- 
nouncements has  taken  its  toll  on  rich 
and  poor  alike.  "It  concerns  me  when  a 
company  like  Chrysler  has  to  lay  off  a 
lot  of  people,"  says  Teresa  M.  Carino,  a 
38-year-old  self-employed  computer  con- 
sultant in  Lake  Orion,  Mich.  "People 
in  this  area  are  going  to  be  out  of  work 
and  looking  to  start  home-based  busi- 
nesses, which  is  going  to  hurt  me." 

The  surge  in  energy  prices  is  also 
crimping  consumer  and  corporate  confi- 
dence. "Our  natural-gas  costs  have  near- 
ly doubled  both  at  home  and  at  our 
stores,"  says  Nancy  A.  Dehoff,  vice- 
president  of  the  Dehoff  Enterprises  su- 
permarket company  in  San  Mateo,  Calif. 
All  told,  reckons  Jerry  J.  Jasinowski, 
president  of  the  National  Association  of 


Manufacturers,  rising  oil  and  gas  prices 
have  cost  the  U.S.  economy  $115  billion 
over  the  past  two  years. 

Fortunately  for  the  Fed,  most  con- 
sumer pessimism  is  centered  on  the 
future.  Ask  consumers  how  they're  do- 
ing right  now  and  they  tend  to  answer 
"Not  all  that  bad."  That  means  the 
central  bank  mandarins  still  have  a 
shot  at  heading  off  a  gut-wrenching 
downturn. 

PLASTIC  PATCH.  The  stock  market  rally 
triggered  by  the  Fed's  aggressive  rate 
campaign  should  help.  Since  the  central 
bank  surprised  the  market  with  its  first 
half-point  rate  reduction  on  Jan.  3,  the 
Nasdaq  has  soared  21%  while  the  broad- 
er-based Standard  &  Poor's  500-stock 
index  has  risen  6.5%. 

The  Fed's  repeated  interest-rate  cuts 
should  put  more  money  into  cash- 
strapped  consumers'  pockets  by  lower- 
ing the  cost  of  servicing  credit-card  and 
other  debt.  The  lower  rates  have  also 
touched  off  a  refinancing  boom  by  home- 
owners. Neal  Soss,  chief  economist  at 
Credit  Suisse  First  Boston,  calculates 
that  the  refinancing  wave  will  save 


homeowners  some  $12  billion  in  inter*  |W 
payments  this  year.  Those  savings  w  )y| 
climb  higher  if  rates  keep  falling.         ,  f  I 

A  further  boost  to  consumers'  poc     | 
etbooks  could  come  in  the  form  of 
midyear  tax  cut,  perhaps  as  much    JIB 
$50  billion.  To  allow  workers  to  ta^  r 
home  more  of  their  paychecks,  the  Trc  l 
sury  is  likely  to  adjust  the  governmen 
tax  withholding.  While  that  won't  he  m 
forestall  a  downturn  in  the  next  fe  ko 
months,  it  could  ensure  that  any  d    : 
cline  that  does  occur  ends  quickly.        ■ 

What  it  all  comes  down  to  is  a  rra  : 
sive  roll  of  the  dice  by  Dr.  Greenspa  r 
He's  betting  the  New  Economy  isi  t  e 
merely  a  house  of  cards  built  on  flee     i 
ing  stock  market  wealth  and  bulgii  E 
consumer  debt.  Greenspan  remains  co  iffon 
vinced  that  the  longer-term  outlook  f  m 
productivity,  profits,  and  pay  is  brigl 
Now  all  he  has  to  do  is  get  consume  n 
and  companies  to  keep  the  faith.  If  1  h 
can  do  that,  he  stands  a  good  chance    4n 
steering  the  economy  clear  of  the  wor  r 
and  avoiding  another  blot  on  his  recor  km 

By  Rich  Miller  in  Washington,  D.    Uj) 
with  Ann  Therese  Palmer  in  Chicagc  I  ;..•■ 
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DAVOS  AFTER  DARK 


There  were  few  surprises  at  the 
major  sessions  and  meetings  dur- 
ing the  recent  World  Economic 
Forum  in  Davos,  Switzerland.  But  in 
informal  gatherings  inside  the  heavi- 
ly fortified  village  where  Thomas 
Mann  wrote  The  Magic  Mountain, 
important  things  were  said.  Here  are 
some  of  them: 

Former  Treasury  Secretary 
Lawrence  H.  Summers  cautioned 
that  technological  change  and 
productivity  growth  are  not 
armor  against  recession.  He 
said  this  U.  S.  business  cycle 
is  different  from  most  others: 
it  is  a  classic  credit  cycle, 
with  investment  increasing 
valuations,  which  leads  to  further  in- 
vestment increases  until  there  is 
overcapacity,  strains,  higher  rates, 
and  then  a  slowdown.  This  time 
around,  the  more  common  inflation- 
ary cycle  led  by  consumer  spending 
played  a  secondary  role.  Summers 
thinks  the  expansion  will  continue, 
after  a  pause. 

«T  AINT  OVER.  Jeremy  J.  Seigel,  who 
•  the  classic  Stocks  for  the  Long 

id  he  believed  a  seco  td 
vard  leg  in  the  stock  market 


leek  I  February  1 , 


was  coming.  Price-earnings  ratios  for 
tech  stocks  are  still  way  too  high. 

Republican  Senator  Orrin  Hatch  of 
Utah  said  anyone 
thinking  the  Bush  Ad- 
ministration will  inter- 
fere in  the  Microsoft 
antitrust  case  to  give  it 
a  free  pass  was  wrong 
(page  93).  He  said  his 
own  hearings  on  the 


SOUNDING  OFF 


Chambers,  top,  holds 
forth;  Summers  sees  New 
Economy  cracks 


Hill  showed  Mi- 
crosoft had  indeed 
violated  antitrust  laws — and  the  sen- 
ator had  kind  words  for  the  Justice 
Dept.'s  former  antitrust  chief,  Joel 
Klein. 

John  Chambers,  CEO  of  Cisco  Sys- 
tems Inc.,  said  that  the  Internet 
Revolution  will  be  over  in  a  decade 
or  two  when  all  corporations  become 
e-companies,  completely  incorporat- 
ing the  Net  in  their  operations.  E- 
companies,  such  as  Cisco,  could  al- 


ready tell  from  their  data  in  early 
December  that  the  bottom  was 
falling  out  of  the  economy — ahead  of 
the  Fed. 

Yossi  Vardi,  co- 
founder  of  icq  Inc., 
the  company  that  has 
logged  the  most 
downloads  on  the  In- 
ternet, said  there 
were  several  common 
characteristics  to  suc- 
cessful Internet  prod- 
ucts. They  must  en- 
able communication  and  be 
interpersonal,  they  must  be  very  sim- 
ple, and,  most  important  of  all,  they 
must  resonate  with  the  user's  heart 
through  music,  art,  or  self-expression. 
They  should  also  empower  the  young. 
Those  aged  13  to  29  drive  the  Net. 
Dean  Kamen,  president  of  DEKA 
Research  &  Development  Corp.  and 
inventor  of  the  secret  Ginger  trans- 
portation device  gossiped  about  on 
the  Internet,  said  that  innovation 
can't  depend  on  trying  to  please  the 
customer  or  the  client.  It  is  an  elitist 
act  by  the  inventor  who  acts  alone 
and  breaks  rules. 

By  Bruce  Nuaabaum  in  Davoi 
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IE  BUDGET 


UST  HOW  BIG 
5  THAT  SURPLUS? 

ie  ifs  and  maybes  behind  the  CBO's  $5.6  trillion  estimate 


■ax-cutters  are  on  a  roll.  Federal  Re- 
serve  Chairman   Alan   Greenspan 
blessed  their  efforts  on  Jan.  25.  Even 
•'<  ter,  on  Jan.  31  the  Congressional  Bud- 
Office  announced  that  the  federal 
plus  over  the  next  decade  would 
■  ,ch  a  stunning  $5.6  trillion.  That's 
trillion  more  than  CBO  figured  just 
months  ago — and  more  than  enough 
I  ney  for  Bush's  $1.6  trillion  tax  cut. 
Vic  ire  than  enough,  that  is, 
he  forecast  turns  out  to 
right.  So  the  $5.6  trillion 
sstion  is:  Will  such  num- 
w  "s  really  materialize?  To 
wer  that,  it  helps  to  ask 
)  other  questions.  First, 
r-   the  ciio's  economic  as- 
aptions  make  sense?  And 
ond,  is  the  agency  realis- 
Jly  accounting  for  billions 
~  dollars  in  popular  pro- 
ms and  tax  breaks? 
?irst,  the  economics.  CBO 
umes  the  slowing  econo- 
will  grow  at  about  2.4% 
the  current  fiscal  year  but 
n  along  at  an  average  of 
7c  over  the  decade.  It  gets 
re  mostly  by  figuring  that 
H"  productivity  will  keep 
ng  at  an  annual  rate  of 
ait  2.3%,  a  number  most  mainstream 
nomists  accept.  Says  Alan  Blinder, 
Tier  economic  adviser  to  Bill  Clinton 
Al  Gore:  "The  long-term  growth  pro- 
ion  is  very  reasonable.  You  could  eas- 
argue  for  it  being  a  bit  higher." 
»TAL  CRAPSHOOT."  Still,  forecasters 
e  had  little  luck  getting  10-year  bud- 
projections  right.  Calling  turns  in 
business  cycle  is  hard  enough.  Mas- 
;  structural  changes  in  the  economy — 
the  improved  productivity  of  recent 
rs — make  the  task  tougher.  "Ten-year 
jections  are  a  total  crapshoot,"  scoffs 
Senate  Budget  Committee  Demoe- 
Kent  Conrad  (D-N.  D.). 
*redicting  revenues  is  toughest  of  all. 
;  that's  key:  A  gusher  of  tax  dollars 
>  the  major  reason  for  the  booming 
pluses  of  recent  years.  Thanks  to  the 
!  market,  capital-gains  revenues  bal- 
led from  $40  billion  in  1994  to  $118 
on  in  2000,  about  6%  of  total  tax  re- 
)ts.  And  taxes  from  exercised  stock 
ions  jumped  from  $2  billion  to  as 
■  as  $30  billion  over  the  same  period, 
irding  to  government  estimates. 


Figuring  the  Future: 
Three  Scenarios 


FY  2002 


CONGRESSIONAL  BUDGET    JfeQIQ    {fcQQQ 
OFFICE  FORECAST* 


RECESSION 
FORECAST** 

NEW  "ECONOMY 
FORECAST*** 


250    876 
313*1105 


*Assumes  2.4%  growth  in  2001,  10-year  average  growth  of  3.1% 
**Assumes  0.1%  growth  in  2001,  10-year  average  of  3.1%. 
***Assumes  2.4%  growth  in  2001,  10-year  growth  of  3.5% 
Data:  CBO,  BusinessWeek 


Some  worry  that  a  sagging  market 
could  cut  deeply  into  tax  revenues,  en- 
dangering future  surpluses.  But  unless 
the  market  really  tanks,  that  probably 
won't  be  the  case.  In  the  short  run,  the 
market  slump  of  late  2000  may  actually 
boost  capital-gains  taxes,  since  many  in- 
vestors were  cashing  in  years  of  paper 
profits.  Longer  term,  a  lingering  bear 


market  might  slash  the  cumulative  sur- 
plus by  about  $250  billion  over  the  next 
decade.  That's  no  small  change,  but  it 
isn't  devastating  when  stacked  up  against 
$5  trillion.  Still,  even  Greenspan  has  his 
doubts  about  economists'  ability  to  accu- 
rately forecast  revenues.  "We  are  making 
little  more  than  informed  guesses  of  cer- 
tain key  relationships  between  income 
and  tax  receipts,"  he  told  Congress. 

Truth  is,  there  are  many  informed  but 
conflicting  guesses  swirling  around.  The 
cbo  assumes  that  the  stock  market  will 
return  to  its  historic  annual  growth  rates 
of  6%  to  8%  and  that  capital-gains  taxes 
will  settle  at  just  over  $100  billion  per 
year.  But  Mark  Zandi,  who  runs  Econo- 
my.com  Inc.,  a  West  Chester  (Pa.) 
consulting  firm,  figures  if  the  mar- 
ket stagnates  for  a  couple  of 
years,  capital-gains  levies  would 
sag  to  $76  billion  by  fiscal  2002, 
and  to  $68  billion  by  2003  before 
turning  back  up.  "Over  the  long 
run,"  says  Zandi,  "you're  getting 
much  slower  revenue  growth." 
VANISHING  ACT.  Another  wild  card 
is  the  extent  to  which  stock  options 
contribute  to  tax  receipts.  A  sag- 
ging market  will  mean  fewer  exer- 
cised options.  It  may  even  mean 
they  could  decline  as  a  form  of  com- 
pensation. That  would  further  reduce 
taxes  on  options,  but  nobody  knows 
by  how  much. 
[  Revenues  are  only  half  the  bud- 
get story.  There  are  also  serious 
squabbles  about  how  to  account 
for  existing  tax  and  spending  pol- 
icy. Of  the  cbo's  $5.6  trillion  sur- 
plus, about  $2.5  trillion  is  ear- 
marked for  Social  Security.  And 
there  is  broad  biparti- 
san support  for  other 
costly  programs.  Some 
examples:  $400  billion 
to  support  the  current 
Medicare  program, 
$300  billion  for  a  new 
prescription  drug  pro- 
gram for  seniors,  $100 
billion  for  new  Penta- 
gon spending,  $100  bil- 
lion to  extend  popular 
tax  credits,  and  $100 
billion  for  farm  subsi- 
dies. Add  it  up,  and  a 
cool  $1  trillion  disap- 
pears from  the  project- 
ed surplus.  As  a  result, 
cbo's  projections  of  future  spending  are 
almost  surely  low. 

Still,  that  leaves  about  $2  trillion  for 
policymakers  to  play  with.  Will  it  mate- 
rialize? Truthfully,  nobody  knows.  But 
the  numbers  do  offer  a  pretty  enticing 
look  at  what  a  healthy  economy  can 
mean  for  the  federal  budget. 

By  Howard  Gleckman  in  Washington 
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ANTITRUST:  LAYING  THE  TRACKS 
A  BIT  TO  THE  RIGHT 

The  new  team  won't  rebuild  policy-just  nudge  it  over 


L 


JUSTICE  DEPT. 
ANTITRUST  CHIEF 


istening  to  candidate  George  W. 
Bush  and  his  advisers  on  the  cam- 
Ipaign  trail,  you  may  have  gotten 
the  impression  that  the  new  President 
would  sweep  aside  Clinton's  antitrust 
polices  like  so  many  cobwebs.  His  chief 
economic  adviser  Lawrence  B.  Lindsey 
called  Clinton's  policies  "radical,"  while 
Bush  once  suggested  that  antitrust  en- 
forcement should  be  limited  to  policing 
criminal  price-fixing  syndicates. 

Bush's  bark  may 
turn  out  to  be  worse 
than  his  bite,  though. 
While  the  new  Presi- 
dent fashions  himself  as 
the  heir  to  the  Reagan 
mantle,  he  won't  blow 
into  town  turning  anti- 
trust on  its  head  like 
the  Gipper's  minions  did 
two  decades  ago.  In 
fact,  Bush  is  leaning  to- 
ward a  group  of  main- 
stream Beltway  insid- 
ers to  take  over  key 
trustbusting  posts  as 
the  Federal  Trade  Com- 
mission and  the  Justice 
Dept.  Frequently  cited 
names  include  George 
Mason  University  law 
professor  Timothy  J. 
Muris,  Coca-Cola  Co. 
in-house  counsel  Tad 
Lipski,  and  Washington 
(D.C).  antitrust  attor- 
neys Charles  A.  James, 
Phillip  A.  Proger,  and 
Deborah  A.  Garza 

Insiders     say 
group      agrees      with 
about  80%  of  the  Clin- 
tonites'  antitrust  lega- 
cy. The  biggest  similar- 
ity, not  surprisingly,  is 
that  W.'s  team  shares 
the  relatively  relaxed 
attitude  toward  merger 
enforcement  that  char- 
acterized the  ex-Presi- 
policy.  Sure,  Clin- 
team  blocked  mci 
m's  deal  with 
I   and  the  Office 
oles  merger. 


But  the  same  team  0.  K.'d  $2  trillion  in 
mergers  in  2000,  a  25-fold  increase  over 
the  last  year  of  the  elder  Bush's  Ad- 
ministration. Most  deals  will  be  treated 
much  the  same  under  W  as  they  were 
under  Clinton. 

There's  far  greater  disagreement 
over  the  treatment  of  alleged  monopo- 
lies in  high-growth  industries.  The  Clin- 
tonites  made  antitrust  big  news  by  tak- 
ing  on   some    of  the    most   dynamic 


ON  THE  SHORT  LIST 

Front-runners  for  the  Bush  antitrust  team 


\ 


CHARLES  JAMES 

Currently  the  lead  candidate. 
Low-profile  attorney  with  strong 
ties  to  social  conservatives  out- 
side antitrust.  Served  in  first 
Bush  Administration  at  both 
Justice  and  FTC.  Now  at  Wash- 
ington (D.C.)  office  of  law  firm 
Jones,  Day,  Reavis  &  Pogue. 

TAD  LIPSKI 

Coca-Cola  counsel  who  served  in  Reagan 
Justice  Dept.  Advocate  of  streamlining  in 
ternational  mergers.  Dismissive  of  trial 
lawyers.  Outspoken  in  his  sup 
port  of  Reagan-era  policies. 


Em  llS 

PHILLIP  PROGER  (right) 

A  former  ABA  antitrust  section  chairman,  he's  the  most 
moderate  of  the  front-runners.  Now  at  Jones  Day  along 
,  .       with  James.  No  past  experience  in  government. 

DEBORAH  GARZA 

Respected  former  Justice  Dept.  lawyer.  She  recently  became  head  of 
highly  lucrative  practice  at  mammoth  Covington  &  Burling,  a  Wash- 
ington (D.C.)  law  firm. 

£ 

Ml 


companies  of  the  New  Economy 
crosoft,  Intel,  aol.  Under  Justice  De 
antitrust  chief  Joel  I.  Klein  and  Fede 
Trade  Commission  Chairman  Rob 
Pitofsky,  the  trustbusters  created  a  n 
role  for  government  as  a  guardian 
innovation.  Klein,  for  instance,  argi 
for  splitting  up  Microsoft  Corp.  not 
cause  competition  would  bring  pri 
down  but  because  innovative  starti 
would  flourish  in  a  post-breakup  woi 
FUTURE  SHOCK  ABSORBER.  Don't  exp 
to  hear  this  argument  again  anyti 
soon.  The  Bushies  will  return  to  a  m< 
traditional  standard — that  consum< 
are  being  hurt — before  they  act  agar 
alleged  monoplies.  Bush's  team  will  a 
spend  less  energy  trying  to  predict  1 
future.  Klein  and  Pitofsky  worried 
only  about  monopolies  they  could 
but  also  about  ones  they  could  fores 
Pitofsky,  for  instan 
held  up  the  aol  Ti 
Warner  Inc.  merger 
months  working  out 
competition  grou 
rules  for  interact: 
television — an  indust 
that  doesn't  exist  ye 
The  Bushies  agi 
that  the  New  Econo 
poses  unique  compdjtk 
tion  problems.  A  V 
they're  all  for  inno1  f 
tion.  But  they'll 
more  cautious  in  inv< 
ing  these  ideas  for  d  k 
matic  action.  The  FT 
restrictions  aimed 
preventing  AOL  Til 
Warner  from  using 
distribution  system 
favor  its  own  progra 
ming  may  turn  out 
be  brilliant,  or  dis 
trous.  But  they  ne\J, 
would  have  been 
posed  by  the  Bushi 
"They'll  be  more  reli 
tant  to  jump  into  thir 
they  don't  understam 
says  Joe  Sims,  a  pa  i 
ner  at  Jones,  D; 
Reavis  &  Pogue 


TIM  MURIS 

Most  likely  to  get  the  job.  Former  FTC  staffer,  showed 
his  loyalty  to  Bush  by  spending  a  month  in  Tallahassee 
on  postelection  strategy.  Now  helping  Bush  on  budget 
issues  and  teaching  law  at  George  Mason  University. 


True  enough.  H 
don't  mistake  a  retu 
to  a  more  traditioi 
approach  with  an  e 
to  antitrust  enfoD 
ment.  Trustbusting 
alive  and  well,  no  m; 
ter  what  I  'reside  n 
Bush  said  Oil  I  he  ca 
paign  trail. 

By  Dun  Carnsy 
Washington 
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By  Aixa  M.  Pascual  and  Michael  Arndt 

DELTA  WILL  FLY  FARTHER 
WITHOUT  EXCESS  BAGGAGE 


D 


elta  Air  Lines'  Leo  F.  Mullin  has 
a  dilemma.  He's  a  close  No.  3  in 
the  airline  industry  but  his  two 
larger  rivals,  United  and  American, 
are  putting  together  huge  mergers 
that  would  give  them  half  of  the  U.  S. 
market  and  leave  Delta  with  just  a 
17%  share.  Should  the  chief  executive 
hurry  a  blockbuster  deal  of  his  own? 
Or  should  he  chill,  avoiding  the  me- 
too  impulses  of  the  m&a  industry,  and 
take  smaller  steps  like  improving  ser- 
vice to  outshine  the  competition? 

Mullin  should  fly  solo.  Delta  today 
is  one  of  the  country's  best-run  air- 
lines. It  moved  aggressively  into  the 
commuter-airline  market  years  ago 
and  now  flies  one-third 
of  the  country's  re- 
gional jets.  Its  expan- 
sion into  Latin  Ameri- 
ca has  paid  off 
handsomely.  And  it 
boasts  one  of  the  in- 
dustry's best  balance 
sheets.  But  if  Mullin 
does  a  quickie  deal,  he 
risks  losing  Delta's 
edge  by  loading  up  on 
debt  and  years  of  has- 
n  sles  with  combative 
unions  and  clashing 
corporate  cultures. 
Just  one  in  five  corporate  deals,  after 
m|  all,  pay  off,  according  to  research  by 
consultants  kpmg. 

All  this  should  have  Mullin  think- 
ing he  can  stay  competitive  without 
doing  a  megadeal,  but  he's  keeping 


IS  DELTA  BIG 
ENOUGH? 

POSTMERGER MARKET  SHARE 


•If  UNITED  AND  AMERICAN  DEALS  ARE  COMPLETED 
Data:  ING  Barings 


his  options  open.  In 
late  January,  he  re- 
sumed early-stage 
talks  with  Northwest 
and  Continental. 

"Continental  would  be  a  good  transac- 
tion, possibly,  if  we  did  the  deal — big 
if,"  Mullin  says.  But  he  adds:  "We  do 
not  intend  to  rush  into  anything." 

Combining  two  airlines  is  especially 
tricky  because  seniority  determines 
everything  in  the  industry — pay, 
scheduling,  vacations — so  unionized 
workers  are  loathe  to  go  along.  Unit- 
ed and  American  may  face  these  chal- 
lenges soon.  Pending  approval  from 
Washington,  United  and  American 
will  split  up  us  Air- 
ways and  American 
will  take  over  Trans 
World  Airlines,  giving 
United  and  American 
each  roughly  a  quar- 
ter of  the  U.  S.  mar- 
ket. That  could  be  a 
boon  for  go-it-alone 
carriers.  "If  50%  of 
the  market  is  screwed 
up,  it's  kind  of  a  wind- 
fall for  the  other 
50%,"  proclaims  Conti- 
nental Chairman  Gor- 
don M.  Bethune. 
In  any  event,  both  Northwest  and 
Continental — the  only  merger  candi- 
dates that  would  allow  Delta  to  match 
American  and  United — are  probably 
off  the  table.  Northwest  has  a  mar- 
keting pact  with  Continental  that 


feeds  it  lots  of  traffic  and  gives  it  a 
veto  over  any  Continental  deal.  Dou- 
glas M.  Steenland,  Northwest's  chief 
corporate  officer,  says  flat  out:  "We 
are  not  interested  in  Delta  buying 
Continental." 

Northwest  might  make  more 
sense.  Continental  doesn't  have  the 
same  veto  rights,  and  Northwest's 
Asian  routes  and  hubs  in  Detroit 
and  Minneapolis  would  plug  big 
holes  in  Delta's  route 
system.  But  Northwest 
comes  with  militant 
unions  while  Delta  is  al- 
most union-free,  except 
for  its  pilots.  A  bigger 
problem:  Northwest's 
asking  price.  When 
American  approached 
Northwest  about  a 
merger  last  summer, 
Northwest  demanded 
more  than  $100  a  share, 

A  merger  would 
weigh  down 
Delta's  healthy 
balance  sheet,  risk  culture  clash,  and 
lead  to  possible  union  problems 


double  American's  offer  and  four 
times  what  the  stock  now  trades  at. 
"I  don't  know  that  Delta  has  to  do 
an  acquisition,"  argues  Thomas  J. 
Roeck  Jr.,  who  was  Delta's  chief  fi- 
nancial officer  from  1988  to  1997. 
"It's  not  a  do-or-die  thing." 

To  be  sure,  most  industry  insiders 
counter  that  if  Delta  doesn't  answer 
these  deals,  it  would  end  up  an  also- 
ran.  It  would  take  United  and  Ameri- 
can three  years  or  more  to  fully  di- 
gest their  acquisitions,  predicts  Kevin 
Mitchell,  chairman  of  the  Business 
Travel  Coalition.  But  once  that  hap- 
pens they'd  be  formidable,  because 
corporate  travel  managers  throw  busi- 
ness to  the  airlines  with  the  biggest 
networks.  "Over  the  long  term,  Delta 
will  find  itself  in  big  trouble  if  they 
don't  find  a  way  to  respond  strategi- 
cally to  match  the  frequency  of  these 
carriers,"  Mitchell  says. 

That's  certainly  the  conventional 
wisdom  in  the  industry.  But  not 
everyone  is  convinced.  Says  Miami 
aviation  consultant  Stuart  Klaskin: 
"Being  the  No.  3  airline  in  a  global 
marketplace  is  not  a  bad  thing." 
Something  to  consider  before  taking 
a  flyer. 

Pascual  and  Arndt  cover  the  air- 
line industry. 
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By  Stephen  Baker 


OUTSOURCING  ALONE  WONT  SAVE  NOKIA'S  RIVALS 


Funny  it  took  them  so  long. 
Years  after  the  auto  and 
computer  industries 
shipped  out  much  of  their 
factory  work,  mobile-phone 
makers  stuck  to  piecing  to- 
gether handsets  in  compa- 
ny-owned plants  from 
Stockholm  to  Harvard,  111. 
Now  their  old-fashioned 
ways  are  rapidly  ending. 

Battered  by  Finland's  Nokia,  Swe- 
den's Ericsson  threw  in  the  towel,  an- 
nouncing on  Jan.  26  that  it  was  aban- 
doning manufacturing.  It  turned  the 
works — including  six  factories        | 
and  4,200  workers — over  to  con- 
tract manufacturer  Flextronics 
International  Ltd.  Ericsson's  re- 
treat came  only  a  month  after 
Motorola  Inc.  said  it  would  out- 
source much  of  its  production. 
Nokia  says  it,  too,  will  boost  its 
use  of  low-cost  outsiders  to  15% 
of  its  handset  production.  In 
fact,  80%  of  this  work  will  be 
done  by  contract  labor  in  a  few 
years,  predicts  Flextronics  ceo 
Michael  E.  Marks. 

The  cost-cutting  couldn't  come 
a  moment  too  soon.  An  abrupt 
slowdown  is  on  the  way.  Nokia 
Chairman  Jorma  Ollila  predicted 
on  Jan.  30  that  phone  sales,  pro- 
jected earlier  to  grow  30%  in 
2001,  to  560  million  units,  may 
come  in  closer  to  500  million. 
LEVERAGE.  But  is  shipping  out 
manufacturing  the  best  way  to 
gird  for  rough  times?  Nokia  in- 
sists it  will  keep  most  of  its  fac- 
tory work  in-house.  Ollila  main- 
tains that  producing  its  own  phones 
constitutes  one  of  Nokia's  key  advan- 
tages over  its  rivals.  In  fact,  he's 
counting  on  Nokia's  manufacturing 
edge  to  produce  at  the  lowest  costs  in 
the  industry,  enabling  the  company  to 
drive  down  prices.  "We'll  add  to  our 
share,"  he  says,  which  now  top 
of  the  global  market. 

So  who's  right,  the  outsourcing 
Swedes  and  Americans,  or  the  do-it- 
yourself  Finns?  The  answer  may  I 

..    has  been  Nokia's 
strength.  With  its  explosive  growth  in 
the  past  two  years,  the  company  now 
er  its  rivals,  producing  more 


phones  than  No.  2  Motorola  and  No.  3 
Ericsson  combined.  This  gives  Nokia 
a  crucial  edge  in  scale,  along  with 
leverage  over  suppliers,  especially 
makers  of  computer  chips  that  power 
these  handsets. 

Indeed,  it  is  to  take  on  this  behe- 
moth that  Ericsson  is  in  effect  creat- 
ing another  manufacturing  giant  by 
allying  with  Flextronics.  The 
$13  billion  company,  run  from  San 
Jose,  Calif.,  may  well  become  the  oth- 
er caller  that  chipmakers  can't  put  on 
hold.  "When  it  comes  to  scale,  our 
partner  is  very,  very  big,"  points  out 


NOKIA  PULLS  AHEAD 
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Jan  Ahrenbring,  Ericsson's  vice-presi- 
dent for  marketing.  Outsourcing 
should  also  go  a  long  way  in  helping 
the  laggards  cut  costs.  Motorola's 
margins  on  phones  have  shrunk  to  a 
measly  3%.  Ericsson's  are  even  worse, 
posting  a  punishing  yearend  loss  of 
$1.7  billion  in  its  cell-phone  unit.  With 
the  outsourcing  deal,  the  Swedes  "are 
looking  for  hundreds  of  millions  of 
savings  per  year,"  says  Marks. 
UGLY  PHONES.  But  outsourcing  alone 
won't  save  the  day.  What's  required 
in  this  market  is  snazzy  design,  pow- 
erful marketing  and,  above  all,  teams 
that  can  anticipate  consumer 
tastes — skills  that  are  glaringly 
absent  at  Motorola  and  Ericsson. 
And  ominously,  while  they're 
handing  off  more  assembly  work, 
they're  both  continuing  to  do  de- 
sign, engineering,  and  marketing 
internally.  "If  they  make  ugly 
phones  that  no  one  wants,  lower 
costs  won't  help  much,"  asserts 
Tim  Sheedy,  a  wireless  analyst  at 
International  Data  Corp. 

Still,  nimble  manufacturing 
has  been  a  key  to  Nokia's  suc- 
cess. The  company,  which  was 
nearly  bankrupt  nine  years 
ago,  restructured  for  the  global 
economy  in  the  early  '90s. 
"We  didn't  have  factories 
in  every  country,  like  our 
competitors,"  says  Ollila. 
Benefiting  from  stream- 
lined design  and  manufac- 
turing, Nokia  produces  two 
dozen  new 
COSTLY:  Er-    phones  each 
lesson  is  get-   year,  a  regi- 
ting  out  of         men  rivals 
handset  assembly         can't  match. 

But  Nokia 

can't  rest.  Boutique  manufacturers  in 
Europe  and  America  now  envision 
disposable  mobile  phones  with  an 
hour  of  talk  time  to  be  sold  for  $10  in 
vending  machines.  When  the  cell 
phone,  once  a  symbol  of  wealth  and 
privilege,  descends  into  the  throw- 
away  bin,  even  giants  cant  cut  costs 
fast  enough. 

Baker  covers  technology  from 
Paris,  Additional  reporting  by  Pets 
Engardio  in  New  York. 
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OVERCAPACITY 

Amazon  is 
closing  one  of 
12  distribution 
centers  and 
mothballing 
another 
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iMAZON'S 
0-GO  GROWTH? 
■ONE 

ow  it  looks  a  lot  more  like 
traditional  retailer 


■  ver  since  Jeffrey  P.  Bezos  started 

■  Amazon.com   Inc.  in  a  suburban 

■  Seattle  garage  back  in  1994,  the  e- 
iler  has  denned  the  motto  of  the  New 
?onomy:  Get  big  fast.  Now,  the  hy- 
rkinetic  ceo  has  suddenly  slammed 

the  brakes — raising  troubling  new 
estions  about  not  only  the  Internet 
llwether  but  also  the  ultimate  poten- 
tl  of  e-commerce  itself. 
In  a  stunning  turnaround  from  its 
ars  of  go-go  growth,  Amazon  on  Jan. 

said  sales  growth  this  year  will  fall 
en  more  than  analysts  expected,  to 
at  20%  to  30%,  or  about  $3.4  billion, 
lat's  a  deep  drop  from  the  already 
^appointing  44%  sales  growth  in  the 
irth  quarter — and  the  43%  growth 
a  company  projected  as  recently  as 
•tober.  Even  more  disturbing,  its  core 
oks,  music,  and  video  sales  rose  just 
%  in  the  fourth  quarter.  As  a  result, 
nazon  will  lay  off  up  to  1,300  workers, 

15%  of  its  staff,  closing  one  of  its  12 
itribution  centers,  mothballing  anoth- 

until  the  2001  holidays,  and  shutter- 
l  one  of  nine  customer  service  centers. 
Amid  the  gloomy  news,  Bezos  finally 
swered  one  of  the  most  persistent 
estions  about  Amazon:  When  will  it 
ike  a  profit?  After  years  of  refusing 
provide  a  date  for  Amazon  to  turn  an 
erating  profit,  Bezos  circled  one  in 


thick  black  ink:  Dec.  31,  2001.  He  didn't 
have  much  choice,  says  Mary  G.  Meeker, 
an  analyst  with  Morgan  Stanley  Dean 
Witter.  Without  a  firm  date,  she  thinks 
remaining  investors  would  have  fled  the 
stock — perhaps  forcing  Amazon  to  seek  a 
buyout.  Says  Meeker:  "They  had  to  draw 
a  line  in  the  sand."  Still,  investors  were 
hardly  overjoyed.  Amazon's  stock  fell  9%, 
to  lTXo,  on  Jan.  31.  It  is  down  more  than 
80%  from  its  Dec,  1999,  high  of  113. 

Indeed,  Bezos  raised  a  lot  more  ques- 
tions than  he  answered.  With  the  un- 
expected slowdown  in  Amazon's  busi- 
ness, investors  not  only  question  Bezos' 
forecast  but  his  business  model. 
Amazon  raised  billions  on  the 
promise  that  surging  e-commerce 
demand  would  eventually  produce 
returns  far  superior  to  those  of  tra- 
ditional retailers,  thanks  to  its  cen- 
tralized distribution  and  ease 
of  reaching  customers  over  the 
Web.  But  now  it  looks  as  if  | 
Bezos  will  have  a  tough  time 
delivering  either  the  magni- 
tude of  growth  or  the  level 
of  profits  that  investors 
have  come  to  expect. 

One  harsh  reality  is  not 
in  question:  Amazon,  it 
turns  out,  faces  many  of 


COMING  DOWN  TO  EARTH 


Data:  Company  reports 


the  same  challenges  as 
traditional  retailers. 
Its  sales  are  now 
skewed  heavily  to  the 
fourth  quarter,  a  clas- 
sic retailing  conun- 
drum. Some  critical 
costs,  meantime,  have 
been  rising.  Incentives, 
such  as  free  shipping, 
have  been  especially  burdensome.  Says 
Mark  J.  Rowen  of  Prudential  Volpe 
Technology  Group:  "We're  not  convinced 
that  Amazon  is  going  to  be  able  to  grow 
revenues  rapidly  at  the  same  time  they 
improve  the  economics  of  the  business." 
Even  more  worrisome,  Amazon  had 
counted  on  sustained  growth  in  e-com- 
merce. The  bet  was  to  reap  big 
economies  of  scale  from  the  hundreds  of 
millions  of  dollars  it  sank  into  fixed 
costs,  such  as  distribution  centers.  But 
clearly,  it  overbuilt.  Now,  even  longtime 
e-commerce  boosters  are  questioning 
growth  assumptions.  Merrill  Lynch  & 
Co.  analyst  Henry  Blodget,  for  one, 
wonders  if  e-commerce  will  ever  cap- 
ture more  than  5%  to  10%  of  all  retail- 
ing revenue,  not  the  10%  to  15%  he 
had  expected  earlier. 

As  the  economy  levels  yet  another 
whammy  on  Amazon,  investors  are 
casting  a  cold  eye  on  Bezos'  grand  plan 
to  make  Amazon  the  place  to  buy  al- 
most anything.  Bezos  isn't  backing  away 
from  that  dream.  Indeed,  he's  depend- 
ing on  new  categories  such  as  electron- 
ics and  kitchen  gear  to  restore 
growth — in  some  cases  by  allying 
with  brick-and-mortar  partners  to 
handle  merchandising  and  inventory, 
as  it  did  with  Toys  'R'  Us  Inc.  last 
year.  But  in  a  zero-growth 
^  economy — with  brick-and- 
mortar  rivals  such  as  Wal- 
Mart  Stores  Inc.  and  Cir- 
cuit City  Stores  Inc.  now 
gaining  ground  online — 
that  will  prove  tougher 
than  ever. 

Bezos  is  steadfastly 
optimistic.  He  points 
out  that  35%  of  cus- 
tomers  bought    some- 
thing other  than  media 
products  in  the  fourth 
quarter.  "A  lot  of  the  very 
best  categories  are  on  our 
Web     site     today,     and 
there's     a     tremendous 
amount    to    add    inside 
each  category."  But  with 
growth  stalling  and  little 
clarity   over  how   prof- 
itable Amazon  can  even- 
tually be,  investors  are 
nowhere  near  as  upbeat. 
By  Robert  D.  Hof  in 
San  Mateo 
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News:  Analysis  &  Commentary 


CARS 


PUTTING  THE  EXPLORER 
UNDER  THE  MICROSCOPE 

Ford  is  going  all-out  to  ensure  the  revamped  SUV  is  glitch-free 


2002  MODEL 
Ford  is  betting 
its  new  scrutiny 
will  pay  off 
in  reduced 
warranty  claims 


America's  best-selling  sport-utility  ve- 
hicle, the  Ford  Explorer,  went  into 
a  skid  last  fall  as  a  federal  investi- 
gation of  faulty  Firestone  tires  prompt- 
ed even  more  troubling  questions  about 
whether  the  Explorer  itself  was  unsafe. 
Although  Ford  Motor  Co.  vigorously 
defended  the  suv's  safety  record,  sales 
dropped  18%  in  the  fourth  quarter.  Yet 
as  the  bad  publicity  swirled,  Ford  deal- 
ers could  take  heart  knowing  that  a 
much-improved  Explorer  was  soon  to 
be  launched.  The  new  model — the  first 
complete  overhaul  since  the  Explorer's 
debut  in  1990 — would  be  far  more  stable 
and  offer  a  host  of  new  safety  features, 
including  rollover  protection. 

So  how  come  three  months  after  the 
redesigned  Explorer  began  rolling  off 
the  assembly  line,  not  a  single  one  of 
the  5,000  built  so  far  _____ 
has  landed  in  dealer 
showrooms?  Instead, 
they're  parked  out- 
side factories  in  St. 
Louis  and  Louisville 
while  Ford  engineers 
pore  over  them  look- 
ing for  defects.  As 
eager  as  Ford  execs 
are  to  erase  the  stig- 
ma of  the  Firestone 
a  id  fight  off  a 
nt  of  new  corn- 
it  h  the  re- 


designed Explorer,  the  company  cannot 
afford  another  launch  marred  by  quality 
problems  and  subsequent  recalls. 

For  a  company  whose  mantra  is  "cus- 
tomer satisfaction,"  the  past  year  has 
been  admittedly  disastrous.  Ford's  new 
compact  car,  the  Focus,  has  been  re- 
called four  times  in  its  first  year,  while 
its  new  suv,  the  Escape,  on  sale  only 
since  September,  has  been  recalled  five 
times.  "If  you  look  at  our 
launch  performance,  I  am  to 
tally  pissed  off  with  it," 
Ford  Chief  Exec- 
utive Jacques 
A.  Nasser 
told  analysts 
on  Jan.  11. 
Rather  than 
take         any 


The  New  Ford  Explorer 

ON  SALE  March,  2001  PRICE  $24,620 -$32,690 

MAJOR  IMPROVEMENTS 


•  Independent  rear  suspen- 
sion for  improved  stability 

•  Optional  advanced  safety 
features,  including  side 
airbag  curtains,  rollover 
sensors,  and  electronic 
stability  control 


•  Electronic  tire-pressure 
monitor 

•  Optional  third-row 
seating 

•  New  aluminum  4.6-liter 
V-8  engine  option 


chances  of  a  repeat,  Nasser  has  ordered  I 
factory  managers  to  hold  off  on  ship-l 
ping  new  Explorers  until  engineers  have| 
caught  any  problems. 

It's  an  expensive  way  to  run  a  com- 
pany. The  defects  and  resulting  pro- 
duction delays  cost  Ford  a  bundle  in 
lost  profits  over  the  past  year.  "Pick  a 
number.  It's  over  $1  billion,"  Nasser 
told  the  analysts.  But  Ford  executives 
say  the  cost  of  fixing  warranty  claims 
later  would  be  far  higher.  And  in  the 
case  of  the  Explorer,  Ford  says,  risks 
of  having  glitches 
pop  up  in  customers' 
driveways  are  un 
tenable.  "Clearly,  we 
are  under  the  micro 
scope  because  of  the 
Firestone  issue,' 
says  Gurminder  S 
Bedi,  Ford's  vice- 
president  for  North 
American  truck  operations.  "Our  in- 
tegrity's on  the  line." 
SWITCH  GLITCH.  Like  every  auto  maker, 
Ford  tests  prototype  components 
throughout  the  two-  or  three-year  de 
velopment  process.  While  parts  passed 
these  initial  inspections,  Ford  execu 
fives  admit  they  were  more  concerned 
with  getting  the  vehicles  out  to  dealers 
than  scrutinizing  how  components  would 
work  together  after  the  car  left  the  fac- 
tory. Now,  Ford  has  pulled  100  Explor- 
ers aside  to  put  them  through  months  of 
round-the-clock  road  tests  under  intense 
driving  conditions  to  uncover  defects 

The  auto  maker  found  plenty.  Most 
were  only  irritants,  like  rust  on  a  tow- 
hitch.  But  other  problems  had  the  po- 
tential to  lead  to 
V  "~Y    Vv  big-time  safety  re- 

\     \\  calls,  such  as  an 

l^^ak-**1  internal  steering- 

I  column  switch 
that  would  have 
enabled  motorists, 
to  start  the  en- 
gine in  the  "drive' 
position.  Tracking 
down  the  root  cause  gets 
tricky  since  many  components  arc 
now  put  together  by  suppliers  at 
their  own  facilities  from  parts  made  by 
many  smaller  vendors.  In  the  case  o 
the  steering-column  switch,  the  prob- 
lem was  traced  to  a  supplier  using  toe 
much  solder  on  a  $1  circuit  board 
"When  you  get  to  the  bottom  of  it,  the_\ 
are  that  trivial,"  says  Bed]  of  BUCJ 
glitches.  "But  when  you  Id  them  el 

cape,   they're  just    huge."   And    hugely 

embarrassing  I'm'  a  company  living  t( 
rebuild  its  reputal  ton. 

By  Joann  Muller  in  Dearborn,  Mich 
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mall  foot  print,  big  kick. 


§=  hp  e-pc  P2765T 

®  Designed  for  increased  reliability 
and  manageability 

®  One  quarter  the  size  of  a  standard  PC 

®  Intel'  Pentium®  III  Processor 

®  Windows®  2000  Professional,  the  most 
reliable  Windows  ever.  All  business. 
All  the  time. 

To  save  up  to  $150  on  an  hp  e-pc 

call  1-800-613-2222  or  visit 
www.hp.com/go/businesspromo5  Hp  recommends  Windows  2000  Professional 

for  business. 

'rice  is  estimated  street  price.  Actual  price  may  vary.  Intel,  the  Intel  Inside  Logo  and  Pentium  are  registered  trademarks  of  Intel  Corporation.  Microsoft,  Windows  and  the  Windows  logo  are 
ivVAme2'S ,  „'  ,  eTJ?"  or  ,rademarl«  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  Complete  program  details  available  at  www  hp.com/qo/businesspromo 
9^001  Hewlett-Packard  Company.  All  rights  reserved. 
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News:  Analysis  &  Commentary 


FOOTBALL 


SEX!  VIOLENCE!  BUT  WILL 
FOLKS  KEEP  WATCHING? 

Once  the  novelty  fades,  the  XFL  may  be  hurting  for  fans 


For  10  months,  World  Wrestling  Fed- 
eration Entertainment  Inc.  Chair- 
man Vince  McMahon  has  basked  in  a 
hail  of  publicity  about  his  bold  move  to 
form  a  new  professional  football  league, 
the  XFL,  in  partnership  with  NBC.  The 
xfl  is  set  for  a  Feb.  3  launch,  and  fans 
are  expected  to  tune  in — if  not  out  of 
post-Super  Bowl  boredom,  then  for  such 
smash-mouth  rule  changes  as  bagging 
the  "fair  catch."  A  kick-returner  getting 
his  head  bashed  in  is  exactly  the  action 
McMahon  is  betting  will  set  the  XFL 
apart  from  today's  penalty-stifled  games. 
McMahon  says  he  launched  the  XFL 
because  the  National  Football  League 
has  grown  stale  and  folks  want  more 
rock-'em,  sock-'em  football.  But  the  odds 
are  just  as  likely  that  the  xfl  will  be  the 
one  carted  from  the  field.  That  turf  is 
already  littered  with  NFL 
wannabe  failures,  in 
eluding  the  nfl's  own 
World  League  in  the 
early  1990s.  With 
its  eight  teams 
stocked  with  sec- 
ond-tier players, 
the  xfl  will  likely 
be  anything  but 
quality  play.  And  if 
it  is  as  graphic  as 
the  wwf  slug 
fests,  adver- 
tisers 


seem  ready  to  bolt.  "If  [viewers]  come 
back  a  third  time,  it  has  hope,"  says  Tom 
DeCabia,  executive  vice-president  of  me- 
dia buying  firm  Shulman/Advanswers. 
"My  gut  tells  me  they  won't." 

A  big  score  on  the  gridiron  would  give 
McMahon's  World  Wrest- 

ling    Federation    some  F0URTH  AND  LONG 

welcome  diversification.  ™  ,.        „        .    , 

The  company  still  sells  ™ree  frlwr  atte™Vts  to 

tons  of  tickets  for  its  launch  new  Pro  lea9ues  ers  have  an  out  in  their 


ing  audiences  every- 
where, are  no  doubt  won- 
dering how  McMahon  will  create 
entertaining  football  on  a  shoestring.  To 
keep  costs  down,  the  new  xfl  is  paying 
players  $45,000  a  year,  giving  them  a 
chance  to  split  $100,000  bonuses  for  each 
victory.  In  all,  wwf  and  nbc  figure  tc 
spend  $100  million  to  launch  the  league — 
roughly  the  payroll  last  year  of  the 
Washington  Redskins.  And  any  xfl  costs 
are  still  less  for  nbc  than  what  it  pays 
for  its  Saturday  night  movies. 
CHEAP  SPOTS.  McMahon,  on  the  other 
hand,  has  to  make  ends  meet,  and  ticket 
sales  are  spotty  in  places  like  Los  Ange- 
les and  Chicago.  Ads  are  going  for  as 
little  as  $50,000  for  30  seconds— a  pit- 
tance compared  with 
the  $500,000  that  ABC's 
Monday  Night  Football 
attracts — and  advertis 


200-plus  wrestling  events 
a  year,  and  its  weekly 
UPN  Smackdoum!  show 
lures  plenty  of  male 
teens,  who  are  coveted 
by  advertisers.  But 
there  are  signs  the  com- 
pany is  in  a  headlock, 
even  though  revenues 


WORLD  FOOTBALL 
LEAGUE  Founded  in  1974, 
the  12-team  league  folded  in 
its  second  year. 

U.S.  FOOTBALL  LEAGUE 

Launched  in  1983,  the 
league  lost  $200  million, 
lasting  just  three  years 


have  increased  by  30%     .desPAe  .a.con.tr.a?.t^iAh.A.B.C:.     and  says  he  h 


in  its  most  recent  six 
months.  Ratings  for 
its  Monday  night 
Raw  is  War  are 
down  by   14%  a 
year    after    Mc- 
Mahon won  a  le- 
gal battle  to  move  the  show  from 
usa  to  the  tnn  channel.  And  operat- 
ing margins  have  started  to  slip,  ac- 
cording to  wwf's  most  recent  filings. 
The  XFL  has  rejuvenated  its  stock,  up 
more  than  30%  since  Jan.  1.  But,  trading 
in  the  $20  range,  it's  only  $3  above  its 
1999  IPO  price. 

Wall  Street,  and  football-lov- 


WORLD  LEAGUE  OF 
AMERICAN  FOOTBALL 

The  NFL  tried  to  extend  its 
brand  globally  in  1991.  Now 
it's  only  NFL  Europe. 

Data:  BusinessWeek 


contracts  if  play  gets 
too  violent.   "It's  like 
Roman  gladiator  times,; 
says  L.  Brent  Bozell 
founder  of  the  Parents 
Television    Council 
watchdog  group.  Bozell 
led  a  boycott  against  vi- 
olence on  WW's  shows 
as  per- 
suaded  42   companies 
not    to    advertise    or 
Smackdoum!  McMahor 
has  sued  Bozell  for  slan 
der,  but  Bozell  says  he 
may  still  target  the  XFL. 
TV  executives  report 
that  NBC  affiliates  are  finding  it  difficult 
to  sell  local  spots  for  the  XFL.  Don't  tel 
that  to  McMahon,  who  is  gearing  up 
for  a  Wrestlemania-style  show.  Taunting 
players  will  be  shown  on  giant  Jum 
botron  screens  behind  one  end  zone 
while  bodacious  cheerleaders  will  cavort 
with  fans  and  players  alike.  And  there 
will  be  plenty  of  head-snapping  violence 
"I  think  they've  got  a  real  shot,"  say:- 
Don  Ohlmeyer,  executive  producer  o] 
A  He's  Monday  Night  Football..  "And  i 
they  fail,  the-y  haven't  spent  that  much 
have  they?"  Ohlmeyer  figures  he'll  tune 
in.  But  getting  his  buddies  to  watel 
with  him  might  be  tougher  than  trying 
to  wipe  the  smirk  off  the  face  of  ont 
of  McMahon's  300-pound  wrest  Ins. 

By  Ronald  drover  in  Los  Angelm 
a  ml  Tom  Loii'ni  in  Ncii'  York 


BusinessWeek  online 


For  another  take  on  the  XFL,  go  to 

the  Feb.  2  Daily  Briefing 

at  www.businessweek.com. 
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^  hp  netserver  e800 

®  Simple  setup,  backup  and  troubleshooting 

®  Easily  expandable  for  future  needs 

®  One  button  disaster  recovery 

®  Up  to  two  Intel®  Pentium*  III  Processors  at  933, 
866,  800  or  733  MHz 

®  Windows®  2000  Server,  the  most  reliable 
Windows  ever. 

Visit  www.hp.com/go/businesspromo5 

for  full  details  or  call  1-800-613-2222 
to  buy  an  hp  netserver  bundle  for  as  low  as  $1969. 

HP  recommends  Microsoft  Windows  2000  Server. 
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In  Business  This  Week 
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SCHWAB:  THANK  GOD 
ITS  JUST  FRIDAY 

CHARLES  SCHWAB  PUT  A  NEW 
spin  on  corporate  belt-tight- 
ening this  week  when  it  said 
it  will  ask  26,000  employees 
to  take  three  Fridays  off  in 
February  to  help  cut  costs. 
The  move  is  Schwab's  latest 
attempt  to  spend  less,  with- 
out resorting  to  handing  out 
hundreds  of  pink  slips  like 
many  of  its  competitors. 
Ameritrade,  Credit  Suisse, 
and  J.  P.  Morgan  Chase, 
among  others,  have  an- 
nounced they  will  cut  staff. 
The  layoffs  have  sparked  a 
panic  among  financial-services 
employees,  say  headhunters. 
Schwab  said  in  December  it 
would  temporarily  trim  staff 
salaries,  starting  at  the  top. 
Co-ceos  Charles  Schwab  and 


CLOSING    BELL 


ADOBE  CRUMBLES 

The  mighty  continue  to  fall  in 
Silicon  Valley.  Venerable 
Adobe  Systems  warned  on 
Jan.  30  that  the  slowing 
economy  is  taking  its  toll  on 
the  designer  of  desktop  and 
Internet  publishing  software. 
Adobe  CEO  Bruce  R.  Chizen 
said  first-quarter  revenues 
look  grim  and  that  Adobe  will 
be  hard-pressed  to  hit  its 
promised  25%  revenue 
growth  target.  Wall  Street 
cringed  at  the  forecast, 
pushing  Adobe  shares  down 
$9.06  the  next  day,  to 
$43.69,  a  17.18%  decline. 


David  Pottruck  have  had 
their  paychecks  cut  in  half. 

CHRYSLER  STARTS 
SLICING  AND  DICING 

WITH  THE  DECISION  TO  SLASH 

about  26,000  employees— 20% 
of  its  workforce — and  per- 
manently cut  auto  production 
by  15%,  DaimlerChrysler's 
Chrysler  Group  unveiled  the 
major  initiatives  in  its  turn- 
around plan  for  the  strug- 
gling U.  S.  unit.  Suppliers  are 
asked  to  pare  costs  by  15% 
over  three  years,  and 
Chrysler  dealers  face  $500 
million  to  $600  million  in  con- 
cessions. Insiders  say  the  final 
plan,  to  be  presented  on  Feb. 
26,  will  be  anticlimactic — oth- 
er than  revealing  the  cost  of 
the  turnaround  strategy. 
Chrysler  denies  it  will  scrap 
its  current  engineering  struc- 
ture or  make  other  radical 
structural  changes. 

G0.C0M  IS  A  N0-G0 
FOR  DISNEY 

WALT    DISNEY    GAVE    UP    ITS 

efforts  to  take  on  America 
Online  and  Yahoo!  in  the  por- 
tal wars,  closing  down  its 
Go.com  site  and  taking  $790 
million  in  write-offs.  The  com- 
pany is  also  converting  the 
lackluster  Walt  Disney  Inter- 
net Group  stock  to  Disney 
shares.  It  plans  to  focus  on 
its  still-potent  Disney.com, 
ESPN.com,  and  other  content 
sites.  Wall  Street  analysts  ex- 
pect the  company  to  buy  oth- 
er Internet  properties  down 
the  road,  when  newly  opened 
theme  parks  will  help  add 
$1  billion  annually  to  cash  flow. 

TRENT  DILFER'S 
FIELD  OF  DREAMS 

now  much  is  a  super  BOWL 
win  worth?  For  Baltimore 
Ravens  quarterback  Trent 
Dilfer,  apparently  a  lot.  The 
QB,  whose  performance  was 
acular  during  the  reg- 


HEADLINER:  JOEL  KLEIN 


FACING  THE  MUSIC 


WHEN  JOEL  KLEIN  STEPPED 

down  as  the  U.  S.  Justice 
Dept.'s  antitrust  chief  in 
September,  he  made  one 
thing  clear:  He  did 
not  want  to  be 
thought  of 
merely  as  a 
trust-busting 
lawyer.  He  got 
his  wish  on  Jan. 
31,  when  he  was 
named  head  of  the 
service  arm  of  Ger 
man  media  giant  Bertels- 
mann's North  American 
division. 

About  one-third  of 
Klein's  work  will  draw  on 
his  legal  background.  The 
rest  will  involve  advising 
Bertelsmann  ceo  Thomas 
Middelhoff  on  strategic 
deals  such  as  the  merger 
of  Bertelsmann's  music 


group  with  London's  EMI 
and  helping  to  navigate  the 
company's  relationship  with 
online  music  distributor 
Napster.  "This  is 
fc    the  right  mix  for 
jL     me,"  he  says. 
IA        Klein's  move 
H  may  come  as  a 
'^B  surprise  to 

>many — but  not 
to  those  who 
have  followed  his 
career  zigzags.  Be- 
fore taking  on  Microsoft  at 
the  Justice  Dept.,  Klein 
was  an  advocate  for  the 
mentally  ill,  an  appellate 
specialist,  and  a  deputy 
White  House  counsel.  Most 
recently,  the  New  Econo- 
my has  been  his  focus.  At 
Bertelsmann,  he'll  see  it 
from  the  other  side. 

Dan  Carney 


ular  season,  was  the  point 
man  for  the  Ravens'  34-7  de- 
molition of  the  New  York  Gi- 
ants on  Jan.  28.  The  game's 
Most  Valuable  Player,  Ray 
Lewis,  effectively  ended  his 
promotional  opportunities  af- 
ter being  charged  with  mur- 
der and  assault  last  year  and 
settling  for  a  plea  bargain. 
So  it  was  Dilfer  who  got 
about  $75,000  for  taping  a 
brief  Disney  commercial  dur- 
ing the  postgame,  on-field  eu- 
phoria. The  28-year-old  player 
also  picked  up  a  "Got  Milk?" 
deal  and  a  contract  to  sell  au- 
tographed Super  Bowl  foot- 
balls via  TV  shopping  network 
QVC.  Not  bad  for  a  QB  who 
started  the  season  on  the 
Ravens  bench. 


BACK  IN  THE  SADDLE 
AT  GATEWAY 

IT  WAS  ONLY  A  YEAi;  AGO 
that  Gateway  co-founder 
Theodore  Waitt  handed  the 

CEO    reins    over    to    Jeffrey 


Weitzen.  But  after  Gateway 
2000  earnings  fell  28%,  Wai 
snatched  them  back  on  Ja: 
29.  The  move  surprised  an; 
lysts,  who  struggled  to  fir 
any  errors  by  Weitzen.  H 
goal:  increase  "beyond-th 
box"  sales — financing,  sof 
ware,  and  Web  access.  B 
you  can't  grow  beyond  tl 
box  without  selling  the  box< 
first.  Gateway,  which  sel 
mostly  to  consumers,  saw  i 
share  of  the  U.  S.  comput 
market  drop  to  8.1%  in  tl 
fourth  quarter.  The  pressui 
is  on  Waitt  to  bring  bus 
nesses  to  Gateway  country. 


ETCETERA... 


■  Troubled  game  maker  Sej 
is  ending  production  of  i 
Dreamcast  console. 

■  Nortel  unveiled  equipme 
allowing  networks  to  identi 
Wel»  users  and  zap  (hem  dat 

■  ( 'anadian  National  Kailw 
took  over  Wisconsin  Cent] 
for  $800  million  in  stork. 
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AMSUN 


The  Samsung  Digital  Experience 

We  design  our  products  to  bring  joy  to  your  world.  That's  why  our  phone  includes  an  AAP3  player.  And 
why  our  super-sharp  monitors  and  high-definition  televisions  glow  with  amazing  color  and  clarity.  It's  the 
way  our  YEPP  MP3  player  creates  the  perfect  soundtrack  to  your  life.  And  it's  how  our  fun  features  and 
practical  solutions  will  make  your  day.  Enjoy  your  Samsung  Digital  Experience.  We  made  it  just  for  you. 


Mulli-funclion  monitor. 
The  first  true  TV/computer 
monitor  that  combines 
superior  high-resolution  image 
quality  with  the  contemporary 
beauty  of  sleek  design. 


The  YEPP  portable  MP3 
music  player  allows  you  to 
download  music  and  enjoy  a 
"skip  free"  digital  experience. 


Picture  perfect.  The  ultimate 
HDTV  experience  —  superior 
picture  definition  but  flatter 
and  more  compact  than  a 
standard  big-screen  TV. 


The  world's  first  wireless 

phone  that  allows  you 

to  download  and  play  MP3 


\iaii) 


music  tiles. 


SAMSUNG  DIGIT 

everyone's  invited 

www.samsung.com 


WHY  A 

LOT  OF  X-XEROX 

CUSTOMERS 

ARE  CONNECTING 
WITH  SAVIN. 


(We're  tearing  up  the  competition  one  customer  at  a  time.) 

Why  are  more  and  more  x  you-know-who  customers  turning  to  Savin  for  their  document 
output  needs?  We  think  the  answer  is  that  Savin  has  exactly  what  it  takes  to  win  people  over. 
After  all,  Savin  not  only  has  the  award-winning,  multi-functional  digital  imaging  systems 
today's  networked  offices  require,  we're  just  as  committed  to  becoming  the  fastest,  most  responsive 
name  in  the  business.  With  smart,  energetic,  highly-trained  Savin  professionals  willing  to  do 

^-.- whatever  it  takes  to  give  you  the  satisfaction  and  service  you  deserve. 

*   •#  To  find  out  more  about  Savin's  full  line  of  black  &  white  and  full-color 


digital  imaging  solutions,  as  well  as 

our  unshakable  commitment  to  service, 
i  us  at  1-800-234-1900  or 

savin.com.  We  think  it  will  be     WE,VE  GOT  WHAT IT  TAKES  TO  WIN  YOU  OVER„ 
in  01  a  great  reiationsnip.  savin  corporaiion  issludlowsi  Stamfords 
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'  JOHN  CAREY 


ILOBAL  WARMING:  WHY  TEAM  BUSH 
I0ULD  GENERATE  SOME  HEAT 


■  ver  since  scientists  suggested  that  humans  are  warming 

■  the  earth,  Washington's  response  has  been  mostly  more  hot 
■air.  The  1997  Kyoto  Protocol,  with  its  curbs  on  green- 
use-gas  emissions,  would  devastate  the  U.S.  economy,  op- 
aents  charged.  And  each  time  President  Clinton  tried  to  push 
nate-friendly  technologies  or  emissions  limits,  the  Republican 
ngress  screamed  that  he  was  trying  to  implement  Kyoto 
-ough  the  back  door. 

Now  that  George  W.  Bush  is  President,  Kyoto  is  dead  at  both 
ds  of  Pennsylvania  Avenue.  But  surprisingly,  the  political  cli- 
ite  for  action  on  global  warming  looks 
ghter.  Treasury  Secretary  Paul  O'Neill,  for 
tance,  has  a  long  record  of  pushing  for  ac- 
n.  Other  members  of  the  Bush  team  and 
p  lawmakers  are  working  on  legislation 
it  could  reduce  carbon  emissions  at  home. 
id  on  the  international  front,  many  U.S. 
npanies  are  backing  the  idea  of  negotiat- 
j  a  new  accord  to  replace  Kyoto.  Says 
rry  Bruneel,  lobbyist  for  Wisconsin  Elec- 
c  Power  Co.:  "We're  getting  primed  to 
evaluate  climate  change  initiatives." 
(■RAIN  WRECK."  Part  of  the  reason  is  that  - 
i  case  for  warming  is  mounting.  For  example,  based  on 
w  evidence,  the  U.  N.  panel  on  climate  change  reported  on 
n.  21  that  the  planet  could  heat  up  more  than  previously  es- 
lated — as  much  as  10F  by  2100.  Meanwhile,  business  is  in- 
jasingly  convinced  that  a  global  accord  to  regulate  emissions 
inevitable.  That's  why  a  breakdown  of  the  climate  talks  in 
ie  Hague  last  November  was  a  "train  wreck,  from  the  per- 
ective  of  American  companies,"  says  one  industry  exec, 
isiness  fears  the  provisions  of  Kyoto  it  likes,  such  as  emis- 
ns  trading,  could  be  lost.  And,  execs  add,  Bush  has  a  chance 
do  a  bold  "Nixon-to-China  move." 

Of  course,  Bush  and  the  gop  Congress  aren't  suddenly  going 
join  Greenpeace.  Instead,  their  mantra  is  providing  incen- 
res  to  the  private  sector.  Bush's  coming  energy  plan  is  ex- 


AHEAD:  Overall  emission  caps? 


pected  to  include  tax  credits  and  other  provisions  to  spur  re- 
newable energy  technology,  clean  coal  development,  and  per- 
haps even  nuclear  power.  While  other  parts  of  the  bill,  such  as 
drilling  in  the  Arctic  National  Wildlife  Refuge,  will  be  contro- 
versial, these  provisions  will  get  broad  bipartisan  support, 
predicts  Alden  Meyer  of  the  Union  of  Concerned  Scientists,  a 
nonprofit  science  and  enviro  group. 

Bush  also  made  a  radical,  if  little-noticed,  campaign  pledge  to 
alter  the  way  utilities  are  regulated.  Instead  of  separate  rules 
for  each  major  pollutant — sulfur  dioxide,  nitrogen  oxides,  and 
mercury — he  promised  to  regulate  them 
together,  and  throw  in  carbon  dioxide  as 
well.  And  new  Environmental  Protection 
Agency  Chief  Christine  Todd  Whitman 
has  endorsed  the  plan's  basics:  set  overall 
emissions  caps  and  give  utilities  more  flex- 
ibility to  meet  them,  including  the  ability 
to  trade  emissions.  Bush's  team  will  work 
with  the  Senate  Environment  Committee, 
whose  chair,  Bob  Smith  (R-N.H.),  has  al- 
ready proposed  a  similar  idea.  While  util- 
ities are  split  on  the  plan,  it  has  the  sup- 
~  port  of  major  coal  users  such  as  American 
Electric  Power  Co.  As  for  the  enviros,  "we're  going  to  do 
our  best  to  see  that  it  happens,"  says  Gregory  S.  Wetstone,  leg- 
islative director  of  the  Natural  Resources  Defense  Council. 

If  Washington  fails  to  take  action  at  home,  Bush  will  find 
himself  in  hot  water  abroad.  But  if  he  can  convince  world 
leaders  that  the  U.  S.  will  make  verifiable  emissions  reductions, 
some  countries  hint  that  they  will  do  what  American  business 
has  long  been  urging — scrap  the  Kyoto  targets  and  timetables 
and  negotiate  a  new  protocol. 

It's  too  early  to  know  whether  any  of  this  will  come  to 
pass.  Indeed,  Secretary  of  State  Colin  Powell  has  already 
asked  to  delay  the  next  round  of  international  talks  to  give  him 
more  time  to  develop  a  strategy.  But  at  the  least,  global  warm- 
ing will  jump  to  a  higher  place  on  Washington's  agenda. 


CAPITAL  WRAPUP 


fAUNTING  McCAIN? 


►So  far,  most  of  George  W  Bush's 
Vhite  House  staff  appointments  have 
Irawn  kudos  from  Washington  insid- 
ers. But  one  in  particular — the  naming 
>f  lobbyist  Nick  Calio  as  head  of  the 
congressional  affairs  shop — has  raised 
;yebrows.  Calio,  who  also  served  as 
chief  White  House  lobbyist  for  Bush 
ir.,  was  unusually  vocal  in  his  criticism 
ast  year  of  Senator  John  McCain's  gop 
^residential  bid.  Calio's  dismissal  of 
■he  Arizona  senator  as  a  pol  with  "a 
screw  loose"  still  rankles.  Now,  with 


President  Bush  concerned  that  Mc- 
Cain's early  push  for  campaign-finance 
reform  will  overshadow  other  Admin- 
istration priorities,  McCain's  dim  view 
of  Calio  has  complicated  chances  for  a 
rapprochement.  "McCain  never  for- 
gets," warns  an  associate. 

THWARTING  McCAIN? 

►After  promising  to  reform  the  cam- 
paign-finance system  during  their  2000 
campaigns,  most  Republican  House 
freshmen  seem  to  have  developed  cold 
feet.  Representative  Christopher  Shays 
(R-Conn.)  says  only  2  of  28  new  gop 


representatives  have  agreed  to  co- 
sponsor  the  bipartisan  reform  proposal 
he  has  developed  with  Senator  McCain. 
Several  freshmen  confessed  that  GOP 
leaders  have  warned  them  that  they 
would  have  trouble  raising  money  for 
reelection  races  in  2002  if  they  signed 
on  to  a  ban  on  "soft  money."  Shays 
says  McCain,  who  stumped  for  16  of 
the  freshmen,  will  personally  contact 
them  and  remind  them  of  their  promis- 
es. On  the  Democratic  side,  9  of  14 
House  freshmen  are  co-sponsors  of  the 
plan  authored  by  Shays  and  Represen- 
tative Martin  T.  Meehan  (D-Mass.). 


A 
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MIDDLE  EAST 


SHARON'S 
ISRAEL 

Can  a  tough  guy  calm  things  down? 


On  a  rainy  day  in  late  January, 
Marwan  Barghouti  is  holding 
court  in  his  office  in  a  drab  con- 
crete building  in  Ramallah  in  the 
occupied  West  Bank.  The  leader  of  a 
Palestinian  militia  group,  Barghouti  has 
played  a  prominent  role  in  the  intifada, 
which  started  in  September.  Some  400 
people  have  died  since,  most  of  them 
Palestinian.  Offering  his  visitors  mint 
tea,  Barghouti,  41,  warns  about  the  con- 
sequences if  the  Israeli  public  chooses 
Likud  leader  Ariel  Sharon  as  Prime 


Minister  on  Feb.  6:  "If  Sharon  is  elect- 
ed, the  resistance  will  be  escalated." 

Less  than  an  hour's  drive  away,  on 
the  western  edge  of  Jerusalem,  Eyal 
Shekel  is  no  more  sanguine  about  an 
end  to  the  violence.  The  39-year-old 
founder  of  startup  Chiaro  Networks 
Ltd.  presides  over  a  team  of  scientists 
and  engineers  putting  the  final  touches 
on  an  advanced  telecom-switching  sys- 
tem. Shekel  had  considered  setting  up  a 
plant  in  Ramallah — until  the  violence. 
"I  am  not  even  going  to  think  about  it 
now,"  Shekel  says.  "If  they  saw  me 
walking  on  the  street  with  this 
yarmulke  on,  they  would  kill  me." 

The  warnings  and  worries  of  these 
two  men  reflect  the  distressing  rela- 
tions between  Israelis  and  Palestini- 
ans today.  In  some  ways,  the  two 
peoples  are   tantalizingly  close. 
They  live  cheek  by  jowl,  eat  sim- 
ilar food,  and  speak  Semitic  lan- 
guages that  overlap.  In  recent 
months,  their  respective  lead- 
erships have  narrowed  the 
gaps  toward  an  agreement 
aimed  at  ending  more  than 
five  decades  of  hostilities  be- 
tween them. 

But  just  visit  glitzy  Tel 
Aviv  or  gritty  Ramallah  and 
you'll  find  that  the  differ- 
ences between  ordinary  Is- 
raelis and  Palestinians  arc 
growing  by  the  day.  The 
average  Israeli  is  10  times 
wealthier  than  the  average 
Palestinian.   Now,   the  dis- 


ruptions of  the  intifada — and  the  bloc 
ade  that  the  Israelis  have  imposed 
Palestinian  territories — are  further 
centuating  Palestinian  poverty.  Violen 
between  the  two  is  intensifying.  Pak 
tinians  have  taken  to  murdering  Israe 
they  encounter  in  or  near  their  ares 
Israeli  troops  have  been  assassinati 
local  Palestinian  leaders. 

Such  circumstances  seem  to  make   j 
mockery  of  the  high-level  negotiatio 
that  continued  sporadically  between  t    y 
Israeli  and  Palestinian  leadership  un 
incumbent  Prime  Minister  Ehud  Bar 
broke  them  off  on  Jan.  27  to  prepare  1 
the  elections.  Now,  if  Sharon  wins — 
seems  likely,  since  he  is  ahead  by 
percentage  points  in  opinion  p< tilt- 
peace  process  may  be  stalled  indefini 
ly.  At  the  least,  Sharon  is  expected 
throw  out  the  road  map  for  a  deal  1; 


"' 


NO  COMPREHENSIVE  SETTLEMENT 

Unlike  Ehud  Barak's  sweeping  negotiation 
Sharon  wants  a  step-by-step  approach  tha 
would  involve  pulling  back  from  Palestine 
areas  to  allow  Palestinians  greater  control 
their  own  affairs. 


■ 


mar 


t  in  the  Oslo  accords  of  1993.  While  it 

possible  for  Barak  to  step  aside  as  a 
ndidate  at  the  last  minute  and  allow 
e  more  popular  former  Prime  Minister 
limon  Peres  to  run  in  his  place,  Barak 
ys  he  won't  give  way. 

If  he  is  elected,  Sharon's  victory  may 
^nal  a  bigger  change  in  Israel.  After 
>ars  of  unsuccessfully  pursuing  talks 
ith  the  Palestinians,  Israelis  are  trying 

disengage  from  their  neighbors.  Many 
raelis  see  themselves  as  closer  to  their 
ading  partners  in  the  U.S.  or  Europe. 
he  Palestinians  are  a  headache  that 
iey  would  rather  ignore  or  seal  off. 

But  whether  Israel  can  escape  the 
fiuence  of  its  neighborhood  is  open  to 
lestion.  While  it  would  be  relatively 
isy  to  close  off  Gaza,  the  West  Bank 
ould  present  a  bigger  challenge  be- 
iuse  it  has  so  many  links  to  Israel. 


Even  if  the  West  Bank  were  closed  off, 
the  Israelis  would  still  have  to  contend 
with  some  200,000  Palestinian  residents 
of  Jerusalem  and  1.2  million  Arabs  of  Is- 
raeli citizenship.  Sharon  himself  dis- 
misses the  idea  of  separation,  which 
Barak  has  threatened,  as  a  "slogan." 
NO  ISLAND.  High-tech  and  global  as 
their  economy  may  be,  the  Israelis  have 
to  worry  about  tensions  with  the  Pales- 
tinians once  again  turning  the  entire 
region  against  them.  Egyptian  Presi- 
dent Hosni  Mubarak  has  made  clear  his 
skepticism  about  Sharon.  The  big  fear  is 
that  Sharon  will  inflame  an  already 
volatile  mix.  That  could  be  devastating 
for  the  Palestinians  and  hurt  Israelis 
more  than  they  believe. 

It  also  could  force  international  in- 
tervention led  by  the  U.S.  That  might 
frustrate  the  Bush  Administration's  in- 


IMPROMISE  ON  JERUSALEM 


n  will  set  aside  talks  on 
lalem  and  the  Palestinian  demand 
e  right  for  refugees  to  return  to 
.  Jerusalem  must  remain  under 
i  sovereignty. 


NO  NEGOTIATIONS  UNDER  FIRE 

If  violence  continues,  Sharon 
would  suspend  all  peace  talks  and 
would  likely  retaliate  against  the  Pales- 
tinians with  substantial 
firepower. 


PHOTO  OP:  Palestinians  bum 
a  coffin  labeled  peace  process 

tention  to  back  away  from  the 
Arab-Israeli  question  and  im- 
prove relations  with  such  players 
as  Saudi  Arabia  and  Egypt. 
Arab-Israeli  violence  plays  into 
the  hands  of  Iraq's  Saddam  Hus- 
sein, whose  baleful  influence  has 
been  on  the  increase.  A  stale- 
mated peace  process  makes  Arab 
moderates  wary  of  cooperating 
with  the  U.S.  on  issues  ranging 
from  security  to  oil  production. 
For  the  Arabs,  there  is  prob- 
ably no  more  provocative  Israeli 
politician  than  the  headstrong, 
72-year-old  Sharon.  Indeed,  his 
September  visit  to  Islamic  holy 
places  in  Jerusalem  helped  trig- 
ger the  intifada.  That  such  a 
controversial  figure  is  leading 
Barak  by  so  much  shows  the 
level  of  disappointment  in  the 
peace  process.  "People  thought 
the  way  to  solve  problems  with 
the  Palestinians  was  through  the 
peace  process,"  says  Amiram 
Sivan,  ceo  of  Israel's  Bank 
Hapoalim.  "Most  now  believe 
you  have  to  use  force  to  keep 
what  we  need  for  the  future." 

Since  Barak's  Dec.  9  decision 
to  resign  and  call  prime  ministe- 
rial elections  gave  him  an  unex- 
pected break,  Sharon  has  restrained  his 
usual  blunt  manner  and  sketched  out 
his  own  strategy  for  dealing  with  the 
Palestinians  (table).  He  wants  to  back 
away  from  talks  for  a  final  settlement. 
Instead,  he  proposes  a  "step-by-step" 
pullback  from  Palestinian  areas  that 
would  give  Palestinians  more  control  of 
their  affairs.  But  Palestinian  leader  Yas- 
sir  Arafat  is  unlikely  to  accept  a  roll- 
back of  Barak's  and  ex-President  Bill 
Clinton's  proposals.  Barak  was  willing  to 
give  the  Palestinians  control  of  much 
of  east  Jerusalem  and  was  ready  to  take 
Israeli  forces  out  of  Gaza  and  most  of 
the  West  Bank. 

What  Sharon  can  actually  do  after 
the  election  will  depend  heavily  on  the 
sort  of  government  he  manages  to  pull 
together.  He  wants  to  form  a  so-called 
national  unity  government  with  Labor. 
If  he  succeeds,  the  two  political  parties 
might  team  up  to  restart  negotiations 
with  the  Palestinians.  But  Labor  may 
not  agree  to  such  an  arrangement.  And 
even  Sharon's  own  associates  don't  think 
he  will  last  long  as  Prime  Minister  if  he 
is  forced  to  form  a  narrow  coalition  in- 
corporating the  religious  parties  and  the 
far  Right.  So  the  political  paralysis  that 
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has  beset  Israel  will  likely  continue. 
And  that  means  more  Palestinian  vio- 
lence and  further  harsh  Israeli  reprisals. 

The  past  few  months  have  certainly 
exacted  a  harsh  toll  on  the  3  million 
residents  of  the  West  Bank  and  Gaza. 
According  to  the  Palestinian  Authority, 
the  fledgling  economy,  which  grew  by  a 
promising  6%  to  7%  in  1999,  to  about 
$4.7  billion,  likely  fell  by  as  much  as 
50%  in  the  fourth  quarter  of  2000 — and 
13%  for  the  year  as  a  whole.  The  chief 
culprit  is  the  Israeli  system  of  closure, 
which  inhibits  traffic  between  the  Pales- 
tinian areas  and  Israel.  These  blockades 
have  reduced  Palestinian  exports — in 
1999,  $800  million— by  as  much  as  85%, 
the  Palestinian  Authority  says. 
LABOR  SHORTAGE.  The  troubles  have 
set  back  years  of  efforts  to  build  ties  be- 
tween Israeli  and  Palestinian  businesses. 
For  instance,  stone  quarried  and  worked 
in  the  West  Bank  was  the  Palestinians' 
largest  export  to  Israel.  But  such  ship- 
ments have  been  slashed,  partly  because 
of  the  blockade  but  also  because  the  Is- 
raeli construction  industry,  which  em- 
ployed some  70,000  Palestinian  labor- 
ers, suffers  from  a  shortage  of  hands. 
As  a  result,  some  140  small  stone  work- 
shops in  the  Hebron  area  have  shut 
down,  says  Samir  Holelis,  marketing 
manager  at  the  largest  Palestinian  stone 
works,  Nassar  Investments.  The  blow  to 
business  confidence  is  devastating.  "This 
will  be  felt  for  years  to  come  in  rev- 
enues, job  creation,  and  general 
economic  development,"  he  says. 

If  the  intifada  continues, 
Palestinians  seem  doomed  to  real 
hardship.  Joblessness  and  busi- 
ness failures  will  soar,  and  food 
shortages  are  possible.  How  much 
the  Israeli  economy  will  be  hurt 
is  harder  to  predict.  The  strife 
trimmed  about  two  percentage 
points  off  Israeli  gross  domestic 
product  at  the  end  of  last  year, 
holding  growth  to  6%.  But  the 
damage  was  limited  to  sectors 
such  as  tourism,  which  is  down 
about  40%,  and  construction.  All 
told,  says  Avi  Ben-Bassat,  the  Fi- 
nance Ministry's  director  general, 
the  troubles  only  affect  industries 
amounting  to  5%  of  the  $100  bil- 
lion Israeli  economy. 

That    relatively    modest    hit 


STUMPING:  Barak  is 
now  a  long  shot 

toward  peace  with  the 
Palestinians  eased  in- 
vestors' fears  and 
opened  up  markets 
such  as  China  to  Is- 
raeli trade.  In  1993,  di- 
rect foreign  invest- 
ment was  only  $400 
million;  last  year,  it 
kicked  up  to  $5  billion. 
Some  $3.1  billion  in 
foreign  venture  capital 
flooded  into  Israeli 
know-how  last  year 
alone.  With  high-tech 
exports  rising  by  46%  in  2000,  these  in- 
dustries accounted  for  two-thirds  of  Is- 
rael's economic  growth,  says  Ptahiya 
Bar-Shavit,  Hapoalim's  chief  economist. 
So  it  is  no  surprise  that  the  collapse 
of  the  Nasdaq  has  sent  shudders 
through  the  Israeli  business  community. 
Venture-capital  spending  is  expected 
to  decline  by  some  20%  this  year.  As 
many  as  two-thirds  of  Israel's  3,000 
startups  could  disappear,  says  Zeev 
Bregman,  ceo  of  Comverse  Network 
Systems  Inc.,  a  unit  of  Comverse  Tech- 
nologies Inc.,  a  Nasdaq-listed  telecom- 
services  company.  "What  has  been  re- 
ally  important   is   the  

Nasdaq,"     he     argues.   WEST  BANK: 
"There  has  been  no  im-   Grim  times 
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pact  from  the  security  situation 

Yet  there  are  some  cracks  in  th< 
wall  of  denial  that  Israeli  business  wil 
be  hurt  by  political  problems.  Nearlj 
all  Israeli  tech  companies,  including 
Comverse  and  Chiaro,  have  their  head 
quarters  in  the  U.  S.  There  are  manj 
reasons  for  this:  The  market  for  Israel 
high-tech  goods  is  largely  in  the  U.  S 
and  Europe.  And  Israel  imposes 
punitive  50%  levy  on  stock  sales  b 
entrepreneurs. 

Up  to  now,  most  Israeli-Americai 
hybrids  have  based  their  marketinj 
and  finance  units  in  the  U.S.  whilt 

keeping  research  in  Israel.  Sorw 

high-tech  insiders  worry  tha 
companies  will  feel  compelled  t 
locate  more  of  their  activitie 
outside  of  Israel.  Says  Chem; 
Peres,  managing  director  of  Po 
laris  Venture  Capital  in  Tel  Aviv 
"It's  a  terrifying  picture.  [High 
tech]  companies  are  going  to  b 
a  smaller  part  of  the  Israel 
economy." 

To  help  keep  entrepreneurs 
home,  Israel  needs  financial  re 
forms.  Political  paralysis  pre 
vented  Barak  from  pushing 
tax-reform  package  through  th 
Knesset  last  year.  Sharon  is  als 
unlikely  to  improve  the  econorr 
ic  picture.  In  previous  positions 
he  has  compiled  a  track  record  ( 
wasteful  spending.  "He  believe 
that  government  can  do  everj 
thing,"  says  a  top  Israe 
executive. 


But  Sharon  isn't  leading  in  th 

owes  much  to  the  transformation  ?...5*f.!.If. .(?????         ^l7'549. f1'.364*  polls  for  his  economic  skills,  h 
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500  Stocks.  11  Industries.  One  way  to  see  them  all. 


Now  you  can  get  a  complete 
overview  of  the  market,  stock 
by  stock  and  sector  by  sec- 
tor. Fidelity.com  now  features 
SmartMoney.com's  Map  of 
the  Market.  It's  color  coded, 
to  show  you  what  the  market 
thinks  is  hot,  cold  or  somewhere 
in  between.  Then  with  one  click, 
you    can    access    information 


about  each  stock  —  breaking 
news,  rating  changes,  quotes, 
earnings  estimates  —  you 
name  it. 

Map  of  the  Market  is  just  one 
more  innovative  way  we  help 
guide  you  to  smarter  trading 
decisions.  For  more  information, 
visit  Fidelity.com/research  today 
and  see  yourself  succeeding. 
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TOKYO'S  OWN 
COMEBACK  KID? 

Once-reviled  Ryutaro  Hashimoto  could  become  Premier  again 


Japanese  Prime  Minister  Yoshiro 
Mori  couldn't  be  much  less  popular 
than  this:  The  latest  polls  give 
Mori's  cabinet  a  rating  of  around  20%. 
Scandals  in  the  government,  a  weak 
economy,  policy  gridlock — there's  not 
much  to  like  about  the  62-year-old 
politician's  rule.  So  it's  no  surprise  that 
Tokyo's  political  cognoscenti  give  the 
Mori  government  just  a  few  more 
months  of  life. 

So  who  might  be  waiting  in  the 
wings?  None  other  than  Ryutaro 
Hashimoto,  63,  Japan's  Prime 
Minister  from  1996  to  1998. 
Hashimoto,  now  a  star  of  Mori's  I 
Cabinet,  seems  to  be  in  a  leading  I 
position  to  succeed  his  boss.  A  *! 
second  Hashimoto  term  would 
mark  one  of  the  great  comebacks 
in  Japanese  politics.  It  might  also  I 
mean  some  intelligent  policy- 
making— provided  Hashimoto  has 
learned  from  his  mistakes. 

Hashimoto  has  had  to  dig  him-  | 
self  out  of  a  deep  hole:  He  re-  I 
signed  in  disgrace  after  voters 
pummeled  his  party  in  a  legisla- 
tive election.  Ordinary  Japanese 
blamed  Hashimoto  for  driving 
Japan's  seemingly  recovering 
economy  back  into  a  sinkhole  by 
raising  consumption  and  social 
taxes.  "I  never  expected  him  to 
revive,"  says  independent  politi- 
cal analyst  Minora  Morita.  "He 
made  major  mistakes.  He  caused 
the  recession." 

But  Hashimoto  has  survived, 
and  thrived.  His  seniority  in  the 
Diet  took  him  to  the  top  titular 
post  of  the  ruling  Liberal  Demo- 
cratic Party's  leading  faction. 
From  there,  he  made  a  surpris- 
ingly easy  jump  into  the  new 
Cabinet  that  Mori  named  in  De- 
cember. He  now  holds  the  pres- 
tigious post  of  State  Minister  for 
Administrative  Reform.  He  also 


to.  "Maximum  diplomatic  negotiations 
are  under  way." 

A  lifetime  of  making  connections  in- 
side the  LDP  assisted  Hashimoto's  come- 
back. His  benefactors  are  the  handful  of 
genro,  or  elder  statesmen,  who  really 
pull  the  political  strings  in  Japan.  His 
chief  sponsor  is  former  Prime  Minister 

Yasuhiro  Nakasone.  Hashimo-  

to's  popularity  with  voters  has   DEEP  HOLE: 
also  undergone  a  renaissance;   Hashimoto  was 
he  scored  among  the  top  four   blamed  for 
politicians  in  a  mid-December  economic  woes 


SUPPORT 


The  handful  of  elder 


handles  delicate  negotiations  over 

the  continued  presence  of  us.  statesmen  who  really  pull  the 

troops  on  Okinawa  and  Russia's  , 

world  war  ii  occupation  of  Bev-  political  strings  in  Japan  are 

eral  northern  Japanese  islands.  ,  , 

-This  is  the  biggest  remaining  Hashimoto  s  main  benefactors 

postwar  problem,"  says  Hashimo- 


poll.  Despite  his  disastrous  handling  of 
the  1997  tax  hike,  Hashimoto's  other 
achievements  stand  out  in  contrast  to 
the  ineptitude  of  the  Mori  administra- 
tion. Hashimoto  gets  full  credit  for  push- 
ing through  Japan's  groundbreaking  Big 
Bang  financial  reform  and  for  engineer- 
ing recent  cutbacks  in  the  government 
bureaucracy. 

Administrative  reform  is  still  the 
former  P.  M.'s  passion.  "This  year  will  be 
the  showdown,"  he  says.  "By  summer  I 
want  to  realign  our  basic  concepts."  His 
new  job  also  makes  him  the  point  man 
for  deregulation,  a  top  priority  of  foreign, 
companies  and  governments. 

Hashimoto — or  "Hashiryu"  as  the 
Japanese  call  him — emphatically  denies 

any  interest  in  being  Premier 

again.  But  one  of  his  closest  po-l 
litical  confidantes,  LDP  Deputj 
Secretary-General  Akihiko  Ku-| 
mashiro,  says  he  is  the  first 
choice  of  the  genro,  and  his  pre 
motion  is  mainly  a  matter  o| 
timing.  "He  has  to  wait  for  the 
right  chance,"  says  Kumashiro] 
That  chance  almost  certainly 
will  be  in  September,  when  theH 
LDP  holds  its  biennial  electior 
for  president,  and  thus  Prime 
Minister.  The  choice  is  expectec 
to  come  down  to  Hashimotc 
and  Junichiro  Koizumi,  a  for- 
mer head  of  the  heavyweight 
ministries  of  health  and  welfare 
and  posts  and  communications. 
UNKNOWN.   Yet   Koizumi  is 
leader  of  Mori's  own  faction 
and  probably  would  not  stanc   I 
for  reasons  of  honor.  In  anj   | 
event,  "he's  an  unknown  quan 
tity,"  says  a  Western  diploma' 
in  Tokyo.  At  the  same  time 
"Hashimoto  is  the  smartest  gtr 
in  the  Cabinet,"  adds  the  en 
voy.  His  ascension  would  pleas* 
U.S.  officials,  since  Hashimoti 
buys  into  the  latest  proposal 
for    bilateral    security    deals 
deregulation,  and  the  need  for 
stronger  Prime  Minister. 

A  renascent  Hashimoto  couli 
revive  bad  memories  in  th 
markets.  "We  have  an  allerg; 
toward  Hashimoto,"  says  a  fum 
manager,  recalling  the  tax  hik 
that  killed  the  recovery.  "If  he' 
elected,  the  yen  and  Nikkei  ] in 
dex|  are  bound  to  fall."  Maybe 
Bui    I  he  consensus  in  the  go\ 

ernmenl  and  business  eliti 

thai     Japan     needs     B     stroll 
leader.    Ityutaro    llashiinott 
as  close  as  I  hey  can  come. 

By  Robert  Nefj  in  Toky 
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Think  of  Kyocera  as  a  maker  of 


dot  components. 


com 


There's  a  lot  more  to  the  Internet  than 
dot  com.  Capacitors,  oscillators,  fiber  optic 
components,  semiconductor  fabrication 
parts  and  ceramic  IC  packages  for  a  start. 
Clamorous?  No,  but  they  are  essential  to 
the  technologies  that  make  the  Internet  so 
powerful.  As  a  world-leading  manufacturer 
of  these  components,  the  Kyocera  Croup 
has  helped  fuel  the  exponential  growth 
enjoyed  by  e-businesses  and  service 
providers.  By  supporting  those  businesses, 
our  components  help  make  the  Internet 
exciting  for  everyone. 


Our  components  are  marketed  under  the  Kyocera, 
AVX  and  Elco  brands. 

Pictured  are  Kyocera's  temperature-compensated  crystal 
oscillators  (TCXOs)  —  indispensable  timing  devices  for  CDMA 
and  W-CDMA  phones  and  other  wireless  applications. 
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GERMANY:  FOR  SCHRODER, 
ITS  REFORM  OR  BUST 


It  has  been  a  difficult  few  weeks  for  German  Chancellor 
Gerhard  Schroder.  Two  Cabinet  members  were  forced  to 
resign  in  January  after  mishandling  the  government's  re- 
ponse  to  public  fears  over  mad  cow  disease.  The  conservative 
•pposition  is  demanding  that  Foreign  Minister  Joschka  Fis- 
her, once  a  radical  activist,  follow  suit  after  news  broke 
hat  he  wounded  a  policeman  during  a  street  demonstration  in 
he  early  1970s.  Finance  Minister  Hans  Eichel  is  under  attack 
or  allegedly  using  official  planes  for  private  trips.  As  if  that 
vere  not  enough,  Labor  Minister  Walter 
tiester  is  facing  criticism  for  his  lackluster 
>erformance  in  recent  debates  in  parliament. 

Are  all  these  mishaps  putting  Schroder  on 
he  defensive?  Not  at  all.  In  fact,  his  govern- 
nent's  political  woes  have  spurred  him  to 
aunch  a  blitzkrieg  of  reforms — many  of  them 
tontroversial.  In  recent  weeks,  his  Social  De- 
nocrat-Green  coalition  has  pushed  through  the 
ower  house  of  parliament  the  biggest  over- 
laul  of  the  country's  generous  pension  system 
or  120  years — shrinking  the  state  burden  and 
;ncouraging  private  pensions  for  the  first  time, 
rhe  government  has  also  unveiled  plans  to 
nerge  the  three  agencies  that  regulate  the  fi- 
lancial  markets  and  to  streamline  and  cut  jobs 
it  Deutsche  Bundesbank,  the  once  mighty  cen- 
ral  bank  whose  power  has  shrunk  following 
,he  creation  of  the  European  Central  Bank. 
■'ASTER  PACE.  Schroder  is  even  going  after  the  arcane  dis- 
:ount  law,  which  limits  the  freedom  of  shops  to  cut  prices, 
^.nd  he  wants  to  slim  down  and  restructure  the  army,  a 
nove  that  could  cost  25,000  jobs.  Says  Finance  Minister 
Eichel:  "We['re]  deflecting]  the  opposition's  attacks  on  us 
mth  forward-looking  policies." 

There  is  more  to  Schroder's  moves  than  political  maneu- 
vering. The  Chancellor  is  eager  to  go  down  in  history  as  a  re- 
former. But  since  the  next  general  election  must  be  held  by 


SCHRODER:  Spread  too  thin; 


the  fall  of  2002,  he  doesn't  have  much  more  than  a  year  to  ram 
through  major  legislation.  So  Schroder  is  stepping  up  the 
pace  to  get  reforms  on  the  books  before  running  for  reelection 
and  leading  his  party  in  a  push  for  more  seats  in  parliament. 
Schroder  is  also  hurrying  to  take  advantage  of  disarray  in 
the  opposition  Christian  Democratic  Union  (cdu),  still  re- 
covering from  a  campaign  finance  scandal.  With  a  41%  popu- 
larity rating  compared  with  cdu  leader  Angela  Merkel's  38%, 
Schroder  is  seen  by  most  analysts  as  likely  to  win  a  second 
term.  Big  tax  cuts  coming  this  year  and  next 
should  further  bolster  his  rating.  "[Schroder]  is 
in  a  good  position  to  force  through  change," 
says  Johannes  Reich,  head  of  equity  research  at 
Bank  Metzler  in  Frankfurt.  By  pushing  market- 
friendly  reforms,  Schroder  is  making  it  harder 
for  the  cdu  to  fashion  its  own  platform. 

Of  course,  the  wily,  56-year-old  Chancellor 
will  still  have  to  use  all  of  his  political  skills  to 
get  his  proposals  turned  into  law.  Some  Ger- 
man states  oppose  his  planned  Bundesbank  re- 
form because  it  will  reduce  the  influence  of 
the  nine  regional  central  banks  on  the  bank's 
governing  council.  Schroder  may  have  to  make 
concessions.  And  he  may  have  to  throw  a  bone 
to  Bavaria,  which  will  be  hurt  most  by  cut- 
backs in  Army  garrisons.  But  Schroder  has 
shown  he  can  cut  backroom  deals.  He  won  la- 
~  bor  union  support  for  pension  reform  by  pri- 
vately promising  he  wouldn't  touch  laws  that  make  it  hard  to 
hire  and  fire  workers.  Some  analysts,  though,  think  Schroder 
may  be  saving  labor  deregulation  for  his  second  term — espe- 
cially if  unemployment,  now  8.8%,  continues  to  decline. 

In  his  bid  to  become  known  as  a  great  reformer,  Schroder 
may  yet  stumble.  By  attempting  many  initiatives  at  once,  he 
risks  stretching  his  government  too  thin.  But  Schroder  clear- 
ly has  decided  it's  better  to  try  and  fail  than  play  it  safe. 

By  David  Fairlamb  in  Frankfurt 


GLOBAL  WRAPUP 


RUSSIAN  DEBT  DEAL? 

►  After  weeks  of  arguing,  Russian  and 
Western  officials  are  moving  closer  to 
an  agreement  on  restructuring  $38.7 
billion  in  Soviet-era  debts  owed  to  the 
Paris  Club  of  sovereign  lenders.  Russ- 
ian officials  had  claimed  the  government 
could  not  pay  $3.8  billion  it  owes  this 
year  to  service  the  debt — despite  a  $60 
billion  balance-of-payment  surplus  due 
to  strong  oil  sales.  Russia  paid  only  $37 
million  of  $357  million  owed  in  January. 
That  sparked  a  furious  response  from 
Germany,  which  is  owed  some  $20  bil- 


lion. Now,  Western  sources  say  the 
Paris  Club  may  consider  reducing 
amounts  due  by  as  much  as  50%  annu- 
ally over  the  next  25  years.  Russia  can 
pay  this  year,  a  French  government  of- 
ficial says,  "but  it  might  be  more  diffi- 
cult next  year  if  the  price  of  oil  falls." 
Before  a  restructuring  deal  can  be  final- 
ized, the  International  Monetary  Fund 
must  O.  K.  Russia's  economic  program. 
An  IMF  mission  opened  talks  with 
Moscow  officials  on  Jan.  31. 

MEXICAN  HELP  FOR  CALIFORNIA 

►  Energy  will  be  a  top  item  on  the 


agenda  when  President  Bush  meets 
Mexican  President  Vicente  Fox  on 
Feb.  16  at  Fox's  ranch.  Mexico  has  be- 
gun selling  electricity  to  power-starved 
California,  a  move  that  could  lead  to 
further  cooperation.  Fox  will  send  an 
ambitious  electricity  reform  bill  to  Mex- 
ico's Congress  in  March  that  aims  to 
encourage  foreign  investment  in  gener- 
ation and  distribution.  Approval  could 
be  the  first  step  toward  a  free  flow  of 
electricity  across  national  borders.  But 
Fox  has  no  plans  to  open  the  state  oil 
industry  to  foreign  investment — as  U.  S. 
oil  companies  would  like. 
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RETAILING 


CAN  AN  OUTSIDER 
FIX  J.  C.  PENNEY? 

New  CEO  Allen  Questrom  faces  a  retailing  nightmare 


When  a  group  of  J.  C.  Penney 
Co.  Inc.  retirees  extended  an 
invitation  to  the  retailer's  new 
chief  executive  to  attend  their 
Florida  convention  in  September,  they 
figured  he  wouldn't  show.  After  all,  he 
had  been  on  the  job  only  two  weeks, 
Penney  had  been  mired  in  trouble  for 
nearly  a  decade,  and  its  stock,  which 
many  of  the  former  employees  rely  on 
to  get  by,  had  been  falling  for  years. 
Who  would  want  to  face  such  a  cantan- 
kerous crowd?  Allen  I.  Questrom  would. 
Indeed,  Questrom  gave  what  was  by 
most  accounts  a  passionate  speech  about 
rejuvenating  Penney,  the  nation's  largest 
department  store  chain.  Those  40  min- 
utes of  encouragement  earned  plenty  of 
goodwill  with  the  frustrated  retirees. 
"We  left  feeling  pretty  confident  that 
he  will  bring  us  into  the  21st  century 
right  on  target,"  says  Wallace  J.  Pa- 
procki,  head  of  the  2,000-member  group. 
TOO  BIG?  The  performance  was  quin- 
tessential Questrom.  The  veteran  re- 
tailing executive  has  been  charming  em- 
ployees, customers,  and  creditors  for 
years,  mostly  with  his  flair  for  turning 
around  prestigious  stores  gone  wrong. 
Questrom  brought  Federated  Depart- 
ment Stores  out  of  bankruptcy  in  the 
1990s  and  revived  luxury  emporiums 
Neiman  Marcus  and  Barneys  New  York. 
Now  the  60-year-old  merchant  prince 
has  taken  on  the  biggest  challenge  of  his 
career,  and  it's  in  Piano,  Tex.,  of  all 
places.  Penney,  once  the  department 
store  of  choice  for  Middle  America,  is 


trapped  in  a  no-man's-land.  It's  been 
struggling  for  years  to  fend  off  dis- 
counters such  as  Wal-Mart  and  Target 
on  one  side  and  moderately  priced 
chains  like  Macy's  and  Kohl's  (page  62) 
on  the  other.  But  its  fashions  are  tired, 
its  prices  unreasonable.  Penney  has  lost 
its  cachet  with  its  shoppers — not  to 
mention  its  credibility  with  in 
vestors.  Its  stock  has  fallen 
80%  over  the  past  two 
years,  to  about  $13 
"The  company  is  se- 
verely challenged," 
says  analyst  Rich- 
ard L.  Church  of  j 
Salomon  Smith 
Barney.  "The  ques- 
tion is:  Is  this  too 
big  even  for  an 
Allen  Questrom?" 

It  may  be.  After 
relocating  to  Texas, 
Questrom  took  a  few 
months  to  acquaint  him- 
self with  Middle  America. 
Then,  on  Jan.  25,  he  made 
his  first  move:  Among  other 
things,  he  closed  44  of  Penney's 
1,000  stores  and  laid  off  some 
5,000  staff,  taking  a  restructuring 
charge  of  $275  million. 

Cutting  costs  alone  won't  save 
Penney,  though.  Questrom  has 
to  give  people,  especially 
younger  people,  a  rea 
son  to  shop  there 
again.  Plus,  he 


has  to  do  so  in  the  midst  of  a  slowing 
economy.  He's  counting  on  a  new  cen 
tralized  buying  system  (introduced  by 
his  predecessor)  to  keep  fresh  mer- 
chandise on  the  shelves  and  help  lower 
the  company's  cost  structure,  which  is 
far  higher  than  average.  Like  ceos  be 
fore  him,  Questrom  is  redesigning  Pen- 
ney's aging,  cluttered  stores.  But  un 
like  any  other  executive,  he  wants  to 
recruit  more  outsiders  to  the  top  ranks. 
Penney  is  known  for  its  unresponsive, 
some  call  it  stodgy,  corporate  culture. 
Questrom,  in  fact,  is  the  first  outsider  to 
run  the  company  in  its  99-year  history. 
In  many  ways,  Questrom  is  an  odd 
fit  with  Penney.  After  all,  this  is  a  man 
who  once  modeled  in  a  Neiman  Marcus 
catalog  and  posed  in  a  Bloomingdales 
window.  The  tall,  lanky  fitness  buff  con- 
cedes that  he  has  yet  to  don  a  Penney's 
private-label  Stafford  suit,  the  uniform 
for  most  senior  managers.  "I  can't 
buy  all  new  clothes.  I  just  got 
here,"  he  jokes.  Give 
the  magnitude  of  hi 
task,  you  might  t' 
he'd  be  a  little  un- 
easy. But  no.  "I've 
been  involvec 
most  of  my  lift 
in  turnarounc 
situations,"  Que 
strom  says.  "] 
look    at    this    a; 


QUESTR0MS 
RESCUE  PLAN 


►  Radically  rethink  merchandise  and 
better  market  the  company  brand 

►  Improve  store  presentations 

►  Slash  costs,  including  closing  44  stores 
and  cutting  some  5,000  jobs 

■'-Overhaul  management  ranks,  including 
siting  more  outsiders 
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another  mountain  to  climb." 

Questrom  earned  his  repu- 
tation at  Federated  with 
smart  financial  restructuring. 
The  stores  were  doing  well, 
but  the  company  was  bur- 
dened by  debt.  By  cutting 
costs,  improving  inventory 
discipline,  and  streamlining 
its  far-flung  buying  opera- 
tions, Questrom  and  his  team 
led  Federated  out  of  bank- 
ruptcy in  1993.  Two  years  lat- 
er, he  engineered  the  $4  bil- 
lion hostile  takeover  of  its 
chief  rival,  R.H.  Macy  &  Co., 
which  helped  transform  Federated  into 
one  of  the  nation's  largest  department 
store  chains. 

But  Penney  is  no  Federated.  Its  trou- 
bles are  not  of  the  balance  sheet  variety; 
it  is  nowhere  near  bankruptcy.  Its  prob- 
lem— poor  performance — is  harder  to  fix. 
And  there  are  no  obvious  acquisitions 
or  buyers  to  bail  Penney  out  either.  For 
fiscal  2000,  which  ended  Jan.  31,  analyst 
L.  Wayne  Hood  of  Prudential  Securities 
Research  figures  Penney's  net  income 
will  plunge  85%,  to  $50  million,  on  flat 
sales  of  $32.7  billion.  Next  year's  sales 
are  estimated  at  $32.6  billion.  Plus,  the 
company  owns  the  ailing  $13  billion  Eck- 
erd  drugstore  chain.  "I  believe  Penney  is 
a  tougher  challenge  for  Questrom  than 
Federated  was,"  says  Robert  F. 
Buchanan  of  A.  G.  Edwards  &  Sons  Inc. 

So  what  does  Questrom  have  going 
for  him?  Penney  at  least  knows  what 
market  it  should  be  in,  the  "broad  mid- 
dle," as  Questrom  calls  it.  That's  where 
the  bulk  of  the  consumers  are.  Besides, 
Penney  doesn't  have  the  status  to  move 
upmarket — it  tried  and  failed  in  the  ear- 
ly 1990s — or  the  moxie  to  go  downmar- 
ket against  Wal-Mart.  It  also  has  a  na- 
tional presence  and  a  track  record 
selling  through  catalogs  and  online. 
UNHAPPY  MANAGERS.  But  Penney  lacks 
a  clear  image.  At  Neiman  Marcus  and 
Barneys,  Questrom  didn't  have  to  worry 
about  making  good  impressions.  Both 
stores  were  suffering  from  poor  man- 
agement, not  poor  images.  At  Penney, 
"his  main  task  is  to  redefine  what  the 
brand  is  all  about,"  says  Alan  Berg- 
strom,  head  of  The  Brand  Consultancy 
in  Atlanta. 

For  now,  Questrom  is  hoping  better 

selection  will  bring  customers  back.  Its 

new  buying  program,  implemented  over 

the  past  year  by  Chief  Operating  Officer 

<  'astagna,  reverses  a  long- 

ing  system  that  gave  store  man- 

complete  purchasing  dis- 

old  way  slowed  delivery 

eft  a  lot  of  last  season's  fash- 
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ALLEN  I.  QUESTROM 

BORN  Apr.  13,  1940,  Waltham, 
Mass. 

EDUCATION  BS,  finance,  Boston 
University,  1964 

CURRENT  JOB  Chairman  and  CEO, 
J.C.  Penney  Co. 

RETAIL  RESUME  Built  reputation  as 
a  turnaround  artist  at  Rich's  and 
Bullock's  of  Federated  Department 
Stores,  Neiman  Marcus,  and  Barneys 

CAREER  BREAKS  Twice  he  has 
taken  sabbaticals  to  bike  and  ski  in 
places  such  as  France  and  the 
Andes 

AFTER-HOURS  Enjoys  ballroom 
dancing  with  his  wife 

MANAGEMENT  CREDO  FOCUS  on  a 
few  big  priorities  and  everything  else 
falls  into  place 

MESSY  GOOD-BYES  Sued  Federated 
in  '98,  claiming  his  $16  million  pay 
over  five  years  was  short  $47  million 
based  on  company's  rising  stock 
price;  a  judge  threw  it  out 

FAMILY  Lives  in  Dallas 
with  wife  of  33  years,  Kelli 
(right),  a  former  exec  at 
Ralph  Lauren;  no  children 

ions  on  store  shelves.  Not 
surprisingly,  many  managers 
have  resisted  the  change.  But 
Questrom  says  a  little  suc- 
cess should  help  them  get  over  that. 

The  style  maven  also  wants  to  give 
Penney  an  edge  by  developing  more 
private  labels.  He  believes  that  any  de- 
partment store  without  strong  house 
brands  won't  be  able  to  hold  out 
against  specialty  stores  such  as  Old 
Navy  for  long.  But  Penney's  last  big  hit 
was  The  Original  Arizona  Jean  Co.,  and 


EXTENSIVE  RESUME 

Questrom  (right)  in  1981 
with  Rich's  President 
James  Zimmerman 

that  was  in  the  early  1990s 
And,  of  course,  at  a  tim 
when  stores  of  all  kinds  boas  | 
everything  from  coffee  kiosk  | 
to  exercise  rooms,  Penney  has  to 
least  get  rid  of  the  bad  lighting.  Fo 
now,  remodeled  stores  (there  are  abou 
250  in  various  stages)  have  wider  aisle:  I 
fewer  walls,  and  less  clutter.  One  pre  y 
totype  even  boasts  play  stations  fc  [ 
kids,  large-screen  televisions  broadcasi  | 
ing  teen  shows,  and  a  "comfort  zone  | 
complete  with  Internet  access. 

As  for  Eckerd,  the  idea  is  to  rein 
the  chain,  which  expanded  somewhs 
recklessly  in  the  late  1990s.  Questroi  | 
isn't  saying  so,  but  most  analysts  b( 
lieve  he'll  eventually  spin  off  the  unit 
Questrom  says  he'll  need  two  to  fi\ 
years  to  remedy  all  that's  wrong  wit 
Penney.  If  he  succeeds,  he'll  be  pa: 
handsomely  for  his  efforts.  On  top 
his  $1.25  million  annual  salary,  he  ge 
stock  options  valued  at  nearly  $60  m: 
lion  that  will  vest  at  20%  a  year  durir 
his  five-year  contract. 

Such  riches  are  a  far  cry  from  Qu 
strom's  modest  upbringing  in  blue-coll; 
Waltham,  Mass.,  where  his  father  owna 
a  machine  shop.  After  graduating  froj 
Boston  University,  Questrom  joine^ 
Federated's  Abraham  &  Straus  divisiq 
as  a  management  trainee  in  1965. 
worked  his  way  up,  transforming  boj 
Atlanta-based  Rich's  and  the  glitzy  Bi[ 
lock's  of  Los  Angeles. 

Still,  his  career  path  hasil 
been  as  straightforward  asl 
looks.  In  1984,  he  left  Fe| 
erated  on  a  sabbatical 
travel  around  the  world  wi| 
his  wife,  Kelli.  Then 
abruptly  retired  in  May,  19iJ 
a  year  early,  and  shocked  ci 
leagues  by  suing  Federatj 
for  $47  million  in  back  pay.  He  lost.  I'l 
now,  Questrom  seems  to  be  settling  inT 
Texas.  He  has  bought  a  townhoUBe  iij 
tony  Dallas  suburb.  He  probably  WOl 
he  wearing  Stafford  suits  anytime  soil 
though.  And  that  may  mean  he's  jij 
what  J.C.  Penney  needs. 

By   Stephanie    Aiidersiii/    FOTMi 
Piano,  Tex. 
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Fly  Like  an  Eagle1. 


Ship  with  Global 
Priority  Mail8  to 
over  50  countries. 
Starting  at  just  $4. 

Those  inviting  foreign 
markets  are  a  lot  closer  than 
you  think.  Western  Europe, 
for  instance,  is  just  $5  away. 
That's  all  it  costs  to  ship 
packages  or  documents  with 
Global  Priority  Mail. 
Canada's  even  closer:  just  $4. 
In  fact,  you'll  save  up  to  75%* 
shipping  to  over  50  countries. 
And  for  packages  up  to  70  lbs., 
you  can  ship  to  over  180 
destinations  worldwide  with 
Express  Mail  International, 

?and  save  up  to  50%*  over 
competitive  services.  For  an 
affordable  way  to  conquer 
overseas  markets,  you 
don't  have  to  look  very  far. 
Just  your  local  Post  Office. 
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Today's  business  needs  the  reliability  of  Microsoft*  Windows"  2000  Professii 
If  you  want  your  people  to  work  faster.  Work  mobile.  Work  smarter.  They  ne< 
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DON'T  TELL  KOHLS 
THERE'S  A  SLOWDOWN 

Despite  a  cooling  economy,  the  chain  is  expanding  like  crazy 

Consumers  may  be 
retrenching,  but 
Adrianne  Erwin 
says  the  great  deals  and 
ease  of  shopping  at  the 
year-old  Kohl's  stores  in 
Dallas  keep  her  coming 
back.  At  Christmas,  she 
dropped  $500  there  on 
clothing,  shoes,  and 
housewares.  "Since  I've 
found  Kohl's,  it's  the  only 
place  I  shop,"  says  the 
28-year-old  quality  as- 
surance manager,  who 
used  to  patronize  J.  C. 
Penney  and  Foley's.  "I 
can't  help  it." 

A  growing  legion  of 
converts  like  Erwin 
helped  Kohl's  Corp., 
based  in  Menomonee  Falls,  Wis.,  to 
score  nearly  15%  annual  growth  in 
same-store  sales  during  the  holidays, 
when  most  retailers  were  grateful  to 
stay  even.  By  hawking  department-store 
brands  at  discount  prices,  the  $6  billion 
Kohl's  has  become  one  of  retailing's  few 
stars.  "Quite  simply,  Kohl's  executes 
better  than  anyone,"  says  Steve  Hay- 
ward,  senior  vice-president  at  Stein  Roe 
Capital  Opportunities  Fund,  which  owns 
about  350,000  Kohl's  shares. 
MOMENTUM.  The  question  is,  can  the 
chain  keep  it  up?  The  chilly  retail  cli- 
mate is  sure  to  test  both  Kohl's  disci- 
pline and  its  ability  to  generate  excite- 
ment in  what  many  had  written  off  as 
the  played-out  middle  tier  of  retailing. 
Kohl's  has  carved  out  a  lucrative  niche 
between  mall  department  stores,  such 
as  Penney  and  Sears,  and  discounters 
like  Wal-Mart  and  Target.  Robertson 
Stephens  Inc.  analyst  Bill  A.  Dreher 
estimates  that  Kohl's  net  income  will 
rise  40%,  to  $362.3  million,  for  the  12 
months  ending  Jan.  31,  on  33%  higher 
sales.  Its  stock  has  climbed  90%  over 
the  past  year,  to  about  70.  But  now,  in 
the  face  of  a  slowing  economy,  Kohl's  is 
continuing  with  an  aggressive  expan- 
'  to  such  competitive  markets  as 
ifork,  Dallas,  and  Atlanta, 
nake  sure  the  momentum  doesn't. 


slow,  Kohl's  is  revving  up  its  marketing 
machine.  Lighthearted  ads  that  broke 
during  the  holiday  season  showed  busy 
friends  and  families  dodging  visiting  in- 
laws or  wrapping  gifts.  The  tag  line, 
"That's  more  like  it,"  attempted  to  make 
a  virtue  of  what  could  have  been  a  lim- 
itation: Kohl's  may  not  carry  as  many 
items  as  mass-merchant  rivals,  but  it 

FORMULA  FOR  SUCCESS 


SMALLER  STORES 


Competitors  have  more  square  footage, 
but  the  Kohl's  layout  capitalizes  on 
multiple  entrances  and  open  store  views 
to  let  shoppers  get  in,  find  what  they 
want,  and  get  out  quickly 


NATIONAL  BRANDS 


While  mass  merchants  rely  heavily  on 
private  brands,  Kohl's  offers  a  carefully 
chosen  array  of  discounted  national 
brands  in  lots  of  colors  and  sizes 


LESS  IS  MORE 


Choosing  to  make  a  virtue  of  its 
narrower  selection,  the  chain  uses 
television  ads  promising  "more"  of 
what  shoppers  really  want 


has  more  of  the  national  brands  that 
customers  want.  The  ads  try  to  make 
the  store's  name  stand  for  more  than 
just  a  hot  jeans  label  or  popular  athlet- 
ic shoe.  "The  Kohl's  brand  is  the  one  we 
want  to  develop,"  says  Julie  Gardner, 
senior  vice-president  for  marketing. 
ATTRACTIVE  MIX.  It's  a  brand  that  was 
built  on  a  simple  premise:  Offer  easy-to- 
navigate  stores  in  accessible  locations 
to  time-strapped  middle-class  families. 
Although  it  looks  more  like  a  discounter, 
Kohl's  stocks  depart- 
ment-store brands  such 
as  Nike,  Adidas,  and 
Healthtex  at  prices  that 
are  10%  to  15%  below  its 
competition.  Equally  im- 
portant, analysts  and  in- 
vestors say,  Kohl's  has 
shown  a  knack  for  con 
sistently  getting  right  its 
merchandise  mix,  which 
is  heavily  weighted  to 


KOHLS 


The  retailer's  focus 
on  crowd-pleasing 
items  minimizes  the 
need  to  vary  the  mix 
from  region  to  region 

ward  apparel  with  enough  of  a  fashion 
flair  to  appeal  to  suburban  moms  like 
Erwin.  And  the  chain  prides  itself  on 
having  a  narrow  but  deep  assortment 
featuring  a  well-edited  array  of  prod 
ucts  in  a  variety  of  colors  and  sizes 
The  focus  on  crowd-pleasing  items  min 
imizes  the  need  to  vary  the  mix  frorr 
region  to  region.  The  depth  assures 
moms  their  trips  to  the  store  won't  be 
wasted. 

Getting  that  message  across  will  b^ 
crucial  as  Kohl's  expands  its  square 
footage  by  more  than  20%  annually  ovei 
the  next  five  years.  Currently,  the  com 
pany  operates  320  stores  in  26  states 
with  about  one-third  of  them  in  the 
Midwest.  It  plans  to  add  55  to  60  storei 
this  year,  including  15  in  Atlanta  ir 
March,  says  Kohl's  President  Kevii 
Mansell.  While  it's  a  cold  winter  indeec 
for  other  retailers,  Kohl's  execs  insis 
they  can  weather  any  storm.  They  sa\ 
their  midtier  niche  helps  them  attrae 
consumers  trading  up  from  discounter] 
during  boom  times  and  depart  men 
store  shoppers  trading  down  during  re 
cessions.  "In  very  tough  times,  Koh 
has  thrived,"  Mansell  says.  That  recon 
may  soon  lace  its  stillest  lest  yet. 

By    Stephanie    Anderson    Fores 
in  Dallas,  with  Gerry  Khermouch 
New  York 
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msdw.  net/NewGame 

For  companies  and  investors  alike,  the 
market's  a  different  animal. 

In  a  market  that  keeps  changing  its  stripes,  there  are  three 
simple  truths  to  keep  in  mind. 

Seek  real  growth.  Find  genuine  value.  Avoid  empty  promises. 

So,  whether  you're  a  company  looking  for  the  right  investors 
—  or  vice  versa  —  know  this. 

We've  helped  an  extraordinary  list  of  new  companies  to  get 
the  best  start.  And  traditional  companies  to  gain  even  more  value 
for  the  long  run. 

We've  also  matched  the  right  investors  with  the  right  companies. 

Something  solid  to  think  about. 

Network  the  world 


Morgan  Stanley  Dean  Witter 

Institutional  Securities  &  Investment  Banking 
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THE  PARDON  SCANDAL 


THE  MIGHTY  QUINN: 
FIXER  IN  A  FIX 

Jack  Quinn  is  at  the  center  of  the  storm  over  Marc  Rich 


Last  August,  at  the  Democratic  Na- 
tional Convention  in  Los  Angeles, 
Jack  Quinn  was  feeling  on  top  of 
his  game.  He  had  punched  all  the 
right  tickets  in  his  33  years  in  Washing- 
ton: congressional  aide,  campaign  man- 
ager, law  firm  partner,  chief  of  staff  to 
'Vice-President  Al  Gore,  and  finally  White 
House  legal  counsel  to  President  Bill  Clin- 
ton. Now  he  had  his  own  lobbying  and 
strategic  advice  firm,  Quinn  Gil!<  pic  & 
Associates,  with  25  eraployei 
billings  last  year  of  about  $8  million.  And 
he  was  much  in  demand — not  only  is 
one  of  Al  Gore's  top  strategists  but  also 
as  a  Washington  power  player-  who 
resolve  complex  legislative  and  regulato- 
ry issues  for  such  clients  as  Vlacor 
co,  DaimlerChrysler,  and  bet  Hold 


But  there  was  one  unfinished  piece 
of  business  from  his  previous  position 
at  law  firm  Arnold  &  Porter  that  Quinn 
wanted  to  wrap  up.  He  had  become 
consumed  by  the  case  of  Marc  Rich, 
the  commodities  trader  who  fled  the 
country  17  years  ago  rather  than  stand 


Clinton  for  a  pardon.  If 
successful,  Quinn  might 
join   the   ranks   of  such 
legendary  fixers  as  Ed- 
ward Bennett  Williams, 
who  also  had  represent- 
ed Rich. 
Clinton  granted  the  request  on  Jan. 
20,  just  hours  before  leaving  office.  But 
instead  of  relishing  his  triumph,  Quinn  is 
in  the  middle  of  his  worst  nightmare. 
Loyal  Democrats,  including  Senate  Mi- 
nority Leader  Tom  Daschle  (S.  D.),  have 
denounced  the  pardon.  Clinton-appoint- 
ed law  enforcement  officials  who  had 
rejected  previous  Rich  offers — large 
penalties  in  return  for  no  jail  time — are 
outraged.  Legal  experts  on  Bush's  staff 
even  explored  how  they  might  undo  the 
pardon  until  the  Prez  waved  them  off. 
"I'M  SICKENED."  Now,  Quinn,  51,  and  his 
controversial  tactics  have  become  as 
much  a  part  of  the  story  as  Rich  him- 
self. Instead  of  cementing  his  image  as  a 
fixer,  Quinn,  who  declined  to  be  inter 
viewed  for  this  story,  is  fighting  to  sal- 
vage his  reputation  and  save  his  year- 
old  firm  from  the  firestorm's  backdraft. 
"I'm  sickened,"  says  Democratic  Party 
senior  statesman  Bob  Strauss.  "I've  nev 
er  seen  an  act  that  breeds  cynicism  to 
beat  this.  It  hurt  [Clinton]  terribly,  and 
it  hurt  the  Democrats  to  some  extent." 
Accusing  Quinn  of  damaging  his  par- 
ty and  his  President  is  the  ultimate  in 
suit  to  someone  who  specializes  in  pro 
tecting  politicians'  backs.  Quinn  started 
early.  While  an  undergrad  and  law  stu 
dent  at  Georgetown  University  from 
1967  to  1975,  the  Brooklyn-born  Quinr 
worked  as  a  Democratic  National  Com 
mittee  staffer  and  as  a  low-level  aide  tc 
various  congressional  panels,  then  tc 
Senator  Floyd  Haskell  (D-Colo.).  He! 
took  to  politics  like  a  duck  to  the  Po 
tomac.  By  the  time  he  was  26,  he  was 
directing  Democratic  Senator  Mo  Udall's 
Presidential  campaign. 

For  the  next  17  years,  Quinn  usee 
Arnold  &  Porter  as  his  power  base 
picking  up  numerous  corporate  clients 
But  his  first  love  was  advising  Democ 
ratic  Presidential  wannabes — Colorad< 
Senator  Gary  Hart  in  1984  and  Nebras 


Will  Quinn's  lobbying  business — Viacom,  Cisco, 
DaimlerChrysler  are  clients — suffer? 


trial  on  65  counts  of  tax  evasion,  rack- 
eteering, and  trading  with  the  enemy. 
Rich  had  hired  Quinn  a  year  earlier 
Miid  convinced  him  that  lie  had  been 
vrongly  accused  and  would  not  receive 
i  fair  trial  if  he  returned.  After  the 
i  lection,  Quinn  told  Rich,  he  would  ask 


ka  Senator  Bob  Kerrey  in  1992.  Quinn' 
big  break  came  when  he  signed  on  wit] 
Gore's  first  Presidential  run  in  L98& 
The  two  grew  close,  especially  as  Qui 
became  more  comfortable  dispensing  ad 
vice,  and  Gore  learned  to  rely  on  th 
soft-spoken   but    sharp-elbowed   Quiii 


I 
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An  afternoon  sail. 

A  dinner  party  at  sunset. 
Digging  for  the  first  course. 


Koln  LS  |  Luxury  is  more  than  a  hood  ornament.  It's  a  feeling  you  get  when  you're  living  by  your 
vn  rules.  It's  knowing  that  sometimes  the  best  thing  about  a  3.9  litre  32-valve  V8  is  that  it  gets  you 

a  place  where  you  can  slow  down  faster.  For  more  information  or  to  schedule  a  test  drive, 
kit  lincolnvehicles.com  or  call  800-688-8898. 
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DENISE  RICH  AND  FRIENDS:  Huge  donations  and  pricey  gifts;  Rich  and  neiv  wife,  Gisela 


for  everything  from  positioning  on  is- 
sues to  debating  style. 

When  the  Clinton-Gore  team  won  in 
'92,  Gore  named  Quinn  his  counsel  and, 
six  months  later,  chief  of  staff.  In  1995, 
Clinton  needed  a  legal  counsel,  and 
Quinn  got  the  job.  His  four  years  at 
the  White  House  were  stormy  as  Quinn 
manned  the  battle  stations  during  one 
probe  after  another:  Travelgate,  File- 
gate,  and  Whitewater.  A  former  col- 
league sums  up  his  method  this  way: 
"Jack  always  took  the  hard  line.  No  co- 
operation, no  documents,  no  nothing." 

That  confrontational  attitude  often 
got  him  into  hot  water  on  the  Hill.  In 
one  inquiry  into  a  White  House  data- 
base that  Hill  Republicans  alleged  was 
improperly  used  for  political  purposes, 
the  Government  Reform  &  Oversight 
Committee  accused  Quinn  of  "knowing- 
ly and  willfully  obstructing  this  com- 
mittee by  withholding  documents."  The 
same  panel,  chaired  by  the  hyper-parti- 
san Dan  Burton  (R-Ind.),  has  set  a  hear- 
ing on  the  Rich  pardon  for  Feb.  8.  The 
Senate  Judiciary  Committee  also  plans  a 
probe. 

GOP  lawmakers  are  looking  into  what 
current  and  former  prosecutors  believe 
was  a  deliberate  strategy  to  seek  a  par- 
don at  the  last  minute  to  reduce  the 
chance  of  Justice  Dept.  interference.  No 
one  feels  more  burned  than  Morris  Wein- 
berg Jr.,  the  prosecutor  who  brought  the 


1983  case.  "It  smells  so  bad,"  says  Wein- 
berg, a  lifelong  Democrat.  "If  the  De- 
partment of  Justice,  me,  or  the  U.  S.  At- 
torney had  a  chance  to  make  a  case,  it 
would  have  taken  about  a  minute  to  con- 
vince President  Clinton  he  couldn't  par- 
don [Rich]." 

Through  a  spokesman,  Quinn  denies 
that  he  bypassed  Justice.  He  points  to  a 
Nov.  21  conversation  with  Deputy  At- 
torney General  Eric  Holder  to  alert  him 
of  the  pardon  plan.  He  did  not,  however, 
tell  Holder  that  the  pardon  petition 
would  go  directly  to  the  White  House 
and  not  through  Justice's  pardon  attor- 
ney, as  do  the  vast  majority  of  pardon 
requests.  Quinn  also  says  he  sent  Hold- 
er a  copy  of  a  Jan.  10  letter  to  Clinton 
in  which  Quinn  formally  sought  a  par- 
don. The  letter,  however,  went  astray 
because  it  was  sent  to  a  commercial 
building  in  which  some  Justice  offices 
are  housed,  though  not  Holder's.  Be- 
cause of  that,  Justice  officials  did  not 
receive  the  notice  until  Jan.  17 — two 
days  before  Clinton  issued  the  pardon. 

To  support  the  pardon  petition,  Rich's 
charitable  foundation  collected  dozens 
of  letters  testifying  to  his  generosity, 
mainly  in  Israel.  Some  of  the  letter- 
writers  were  not  told  about  the  pardon 
effort,  but  Quinn  says  that  was  not  his 
doing.  And  while  on  the  President's  final 
trip  to  Northern  Ireland,  Quinn  pressed 
Clinton  consigliere  Bruce  Lindsey  to  re- 


view the  Rich  applies 
tion,  which  had  arrive 
at  the  Oval  Office  tw 
days  earlier.  Upon  r« 
turning  to  Washingtor 
a  skeptical  Lindse 
talked  with  a  handfi 
of  advisers — but  not  t 
U.  S.  Attorney  Mary  J 
White,  whose  offic 
brought  the  case. 

Besides  looking  ; 
the  chummy  convers 
tions,  the  congression; 
panels  will  be  examir 
ing  the  role  of  carf 
paign  contributions.  Rich's  ex-wif< 
Denise,  has  given  the  Clintons  and  th 
Democratic  Party  more  than  $1  millio 
since  1992.  She  ingratiated  herself  wit 
Clinton  by  hosting  a  fund-raiser  in  hi 
Fifth  Avenue  penthouse  at  one  of  h 
lowest  periods — just  days  after  Ind< 
pendent  Counsel  Kenneth  Starr  issue 
his  devastating  Monica  Lewinsky  re 
port.  More  recently,  she  gave  the  Clii 
tons  $7,250  worth  of  furniture  for  the 
new  homes,  and  $72,000  to  Hillary  Ro( 
ham  Clinton's  Senate  campaign.  Quiri 
denies  the  contributions  played  any  ro 
in  the  pardon.  Yet  Quinn  personal! 
asked  Denise  Rich  to  write  and  phor 
the  President  in  support  of  the  pardo 
Some  of  Quinn's  ex-colleagues  sa 
they're  not  surprised  by  his  handlir 
of  the  pardon.  "It's  classic  Jack,"  saA 
one.  "He's  extremely  political,  and  he 
ruthless."  And,  at  least  for  a  momen 
he  was  the  Washington  fixer  with  tl 
most  juice.  For  a  fee  of  about  $300,00 
Quinn  did  what  a  string  of  high-price 
lawyers,  including  former  Nixon  couns 
Leonard  Garment  and  Lewis  "Scoote 
Libby,  Vice-President  Dick  Cheney 
chief-of-staff,  tried  but  failed  to  do.  Bi 
Jack  Quinn  may  have  trouble  musterir 
much  enthusiasm  when  he  says:  "We 
come  home,  Mr.  Rich." 

By  Paula  Dwyer  and  Christopher 
Schmitt,  with  Richard  S.  Dunham, 
Washington 


TRAIL  OF  A  PRESIDENTIAL  PARDON 


SEPT.,  '83  Rich  and  Pincus  Green 
are  indicted,  flee  to  Switzerland. 

OCT.,  '84  Two  Rich  companies  pay 
$200  million  in  fines  and  penalties. 

JULY,  '92  Justice  snubs  Rich  deal. 

AUG.,  '98  Denise  Rich  holds  fund- 
raiser for  the  Clintons  days  after 
Starr  report  on  Lewinsky  scandal. 


MAY,  '99  Quinn  first  meets  Rich. 

FEB.,  'OO  U.S.  Attorney  Mary  Jo 
White  rejects  deal  offered  by  Quinn. 

NOV.  21,  'OO  Quinn  informs  Deputy 
Attorney  General  Eric  Holder  of  plan 
to  seek  Presidential  pardon. 

DEC,  'OO  Denise  Rich  writes  and 
calls  Clinton,  asking  for  pardon. 


DEC.  11,  'OO  Quinn  sends  pardon 
application  directly  to  Clinton. 


DEC.  13,  'OO  Quinn  asks  Clinton  ad- 
viser Bruce  Lindsey  to  intercede. 

JAN.  10,  "01  In  a  personal  letter,  Quinn 
beseeches  Clinton  to  pardon  Rich. 

JAN.  20,  '01  Clinton  pardons  Rich 
on  final  day  in  office. 
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Rational  Software  the  company  that  "Wall  Street  analysts  like  best," 
-The  Wall  Street  Journal.  Rational  Software  the  vendor  selected  by  45  of 
the  USA  Today  e-business  50.  Rational  Software  recognized  by  IDC  as  the 


WHAT  DO  49  OF  THE 

FORTUNE  e-50 
HAVE  IN  COMMON? 


RATIONAL  SOFTWARE. 


leader  in  multiple  segments  of  the  software  development  life-cycle 
management  market,  for  four  years  in  a  row1.  Rational  Software  the 
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The  Fortune  e-50®  is  a  virtual  "Who's  Who"  of  the  new  Internet  econ- 
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have  realized  significant  improvements  in  software  development  speed 
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KEY  TALENT 

Paige's  willing- 
ness to  give 
others  credit  may 
prove  invaluable 
in  Washington. 
His  Houston 
successes,  he 
says,  were  "a  big 
team  effort" 


EDUCATION 


RETHINKING  AMERICA'S 
LESSON  PLAN 

Can  Education  Secretary  Paige  forge  a  consensus  on  reform  of  the  nation's  schools? 


When  Rod  Paige  was  appointed 
superintendent  of  Houston's 
schools  in  1994,  the  city's  His- 
panic community  reacted  as  if 
it  had  been  punched  in  the  stomach. 
Outraged  Hispanics,  whose  children 
make  up  more  than  half  of  the  city's 
school  population,  accused  whites  on  the 
board  of  cutting  a  backroom  deal  with 
blacks  to  appoint  Paige  without  their 
input.  Hispanics  subsequently  forced  a 
change  in  the  board's  selection  process, 
but  the  episode  left  Paige  starting  his 
new  job  in  an  atmosphere  even  more 
poisoned  than  it  had  been  before. 

Today,  even  Paige's  most  mistrusting 
antagonists  have  largely  been  won  over 
by  his  adept  political  skills.  In  the  past 
years,  he  has  set  up  a  limited, 
voucherlike  program  that  placated  op- 
ponents by  excluding  religious  schools. 


He  got  the  business  community  on 
board  for  a  school-bond  referendum  that 
passed  handily  in  1998.  And  he  pushed 
through  a  testing  system  used  to  eval- 
uate individual  students  as  well  as  en- 
tire schools  and  districts. 

Houston's  school  board  remains  po- 
larized: Hispanics  were  angered  yet 
again  last  fall,  when  the  board  replaced 
a  Hispanic  member  with  a  candidate 
they  opposed.  But  Paige  himself  still 
gets  credit  as  a  listener  with  a  consen- 
sus management  style.  "He  doesn't  force 
anything  on  us  but  keeps  working  on  it 
until  he  gets  our  support,"  says  Esther 
Campos,  who  joined  Houston's  school 
board  as  a  representative  from  the 
largely  Mexican-American  community 
shortly  after  Paige  took  over.  Adds 
Paige:  "We  increased  public  confidence." 

He  starts  his  new  job  as  President 


George  W.  Bush's  Education  Secretar 
under  far  less  acrimonious  circum, 
stances.  His  appointment  sailed  throug 
the  Senate  on  a  voice  vote.  And  h 
won  endorsements  from  liberal  groups 
such  as  the  National  Education  Assn 
all  the  way  to  conservative  activists 
including  the  Christian  Coalition.  Stil 
the  former  football  coach,  who  servei 


: 


LOOKING  FOR 
COMMON  GROUND 

The  Education  Secretary 
will  need  to  unite  warring  factions 
to  carry  out  President  Bush  s 
ambitious  education  agenda, 
Some  of  the  lint  button  items: 


W 


B8 
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the  dean  of  the  College  of  Education 
Texas  Southern  University  from 
<4  to  1994,  may  need  a  while  to  feel 
nfortable  in  the  thicket  of  national 
»te.  During  a  week  of  trooping  in 
nt  of  the  cameras,  Paige  appeared 
•asy  in  the  spotlight  and  struggled 
spit  out  prepped  sound  bites. 
)tn  trait  of  Paige's  may  prove  in- 
uable  when  it  comes  to  juggling  all 
•  egos  in  town:  his  reputation  for  gen- 
iusly  assigning  credit  to  others.  In 
interview  in  his  still  bare  office, 
ige  interrupts  a  question  about  his 
uston  successes  to  say:  "I'm  un- 
nfortable  with  the  'I.'  It  was  a  big 
im  effort.  So  I  don't  want  to  be 
'ceived  as  [if]  I  rode  in  there  on  a 
lite  horse  and  waved  a  flag  and 
srybody  lined  up.  It  didn't  work 
e  that." 

P  infighting.  The  67-year-old  Mis- 
sippi  native  will  need  all  the  polit- 
.1  acumen  he  can  muster.  Bush 
jse  education  as  his  first  major 
licy  push  in  part  because  it's  an 
ue  on  which  much  common  ground 
i  be  found  among  warring  De- 
•crats  and  Republicans.  But  there's 
11  plenty  of  sharp  ideological  dis- 
reement  (table).  "There  is  a  reason- 
iy  strong  consensus  on  much  of  what  is 
ing  proposed,  but  you  can  get  knocked 
'  track  on  a  few  hot  issues,"  warns  Ed- 
ird  B.  Rust  Jr.,  ceo  of  State  Farm  In- 
rance  Cos.  and  head  of  The  Business 
>undtable's  education  task  force.  Paige 
sms  undaunted:  "I  believe  the  areas 
[agreement]  are  stronger  than  the  ar- 
s  of  disagreement." 
His  first  task  will  be  to  forge  unity 
the  Republican  side  of  the  school- 
use.  The  gop  revolutionaries  who 
rept  to  power  with  Newt  Gingrich  in 
94  wanted  to  fix  America's  schools 
'  abolishing  the  Education  Dept.  In 
s  campaign,  Bush  pushed  hard  to 
Drph  the  gop  into  the  party  of  literacy 
d  tougher  standards.  Yet  plenty  of 
nservatives  haven't  abandoned  their 
rmer  attitudes,  and  many  don't  agree 
ith  the  entire  Bush  agenda. 
Standardized  testing  is  one  subject 
at  divides  the  right  as  much  as  the 


left.  All  50  states  administer  some  stan- 
dardized tests,  but  only  16  test  every 
year  in  grades  3  through  8,  as  required 
under  Bush's  plan.  Conservatives  warn 
that  this  would  lead  to  a  de  facto  na- 
tional curriculum.  "Conservatives  are 
opposed  to  anything  with  the  word  'na- 
tional' in  it,  and  liberals  are  opposed 
to  anything  with  the  word  'testing'  in 
it,"  says  ex-Education  Secretary  William 
Bennett. 

Surprisingly,  vouchers  may  prove  less 
incendiary  than  ex- 


UI  believe  the  areas  of 
[agreement]  are  stronger  than 
the  areas  of  disagreement" 

PAIGE  (KNEELING)  WITH  FELLOW  COACHES  IN  '73 


pected.  Teachers'  unions  and  liberal 
groups  dislike  the  idea  of  giving  public 
funds  to  private  schools.  And  on  Jan. 
27,  Bush  indicated  in  a  radio  address 
that  he  may  not  pursue  the  issue.  Fur- 
ther, some  conservatives  privately  ad- 
mit that  they  may  have  already  lost  that 
battle.  "Supporters  of  Bush  are  going 
to  be  forgiving  on  a  lot  of  things  be- 
cause they're  so  happy  it's  not  a  Gore 
Administration,"  says  Darcy  Olsen,  edu- 
cation director  at  Cato  Institute,  a  lib- 
ertarian group  in  Washington. 

Paige's  experience  in  Houston  could 


help  forge  a  compromise  on  vouchers.  In 
1996,  under  his  leadership,  the  school 
board  instituted  a  limited  program  to 
allow  private  schools  to  use  public  funds. 
The  motivation  was  mostly  pragmatic: 
The  public  schools  simply  couldn't  ac- 
commodate all  of  the  city's  children.  But 
to  defuse  a  potential  outcry  from  anti- 
voucher  groups,  which  saw  the  plan  as  a 
way  to  put  public  money  into  the  Reli- 
gious Right's  hands,  Paige  agreed  to 
exclude  religious  schools.  The  city  also 
required  private  schools  to  certify  their 
teachers  and  administra- 
tors with  the  same 
tests  as  public  ones.  To- 
day, there's  little  fighting 
about  the  program. 

When    it    comes    to 
spending,     Paige     will 
need    to    be    creative. 
Bush's    proposal   would 
add  some  $50  billion  to 
federal    school    outlays 
over    five     years.     But 
Democrats  will  challenge 
his  plan  to  give   states 
more  flexibility  in  spend- 
ing the  funds.  An  alterna- 
tive plan  put  forth  by  Sen- 
ator Joseph  I.  Lieberman 
(D-Conn.)  and  other  mod- 
erate Dems  would  punish 
failing  schools  by  withhold- 
ing federal  money.  But  crit- 
ics don't  buy  it.  "The  gov- 
ernment would  never  cut 
off  the  federal  dollars  to  a 
state,"  scoffs  Susan  Mus- 
kett,  legislative-affairs  di- 
rector for  the  Christian  Coalition. 

The  White  House  hopes  to  get  a 
comprehensive  bill  passed  this  spring. 
That's  a  stretch  given  all  the  hurdles. 
But  Paige  thinks  the  various  interest 
groups  will  get  on  board.  "Organiza- 
tions [that]  hold  fixed  views  about  the 
status  quo  are  in  for  change,"  he  says. 
His  persuasion  worked  in  Houston. 
Now,  the  new  education  czar  must 
make  the  same  lesson  plan  work  in  a 
much  larger  classroom. 

By  Lorraine  WoeUert,  with  Alexandra 
Starr,  in  Washington 


VOUCHERS  Bush  and 
many  conservatives  want  to 
let  parents  use  public  money 
for  private  schools.  The  idea 
thema  to  many  Democrats, 
won  over  voucher  opponents  in 
on  when  he  excluded  religious 
is  from  a  voucherlike  program 
he  was  superintendent. 


I  TESTING  Bush  wants  state 
v/     I  standardized  tests  to  force 
N*B*i»l  greater  accountability. 
Liberals  oppose  tests  as  a  measure  of 
progress,  and  conservatives  and  some 
state  pols  see  the  plan  as  federal 
meddling.  Paige  got  support  in  Hous- 
ton by  using  tests  to  assess  teachers 
and  administrators  as  well  as  kids. 


SPENDING  Bush  plans  to 
give  states  flexibility  to  spend 
federal  education  dollars.  But 
teachers  and  many  Democrats  want  to 
focus  federal  spending  to  reduce  class 
sizes,  hire  more  teachers,  and  improve 
infrastructure.  In  Houston,  Paige  tied 
spending  to  student  performance, 
which  helped  to  lift  reading  scores. 
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n  this  cold  January  day  in  Houston, 
Enron  President  Jeffrey  K.  Skilling 
could  easily  play  the  pirate  that  C_1 
fornia  consumer  groups  are  cast 
him  as  these  days.  After  two  weeks  of 
sailing  with  his  three  children  in  the 
Virgin  Islands,  Skilling's  face  is  slightly  sun- 
burned, and  he  sports 
a  rakish  post-vacation    (my»f\n     tVlP 
beard.  But  the  ceo-    LllIull>  lllc 
elect  isn't  buying  the    natiOIl'S 
buccaneer  image  that    , 

some  have  slapped  on    laFgeSl  6I16r§y 
his      company.      He    Tr,prpV1r,T1f 
clearly  thinks  Califor-    HW/iHWIltj 

mans       »h°uM       be    WOIl't  let 

thanking  Lnron,  not  t 

castigating  it,  for  its  California 

role  in  trying  to  push       ,  i   •       • , 

open  the  states  pow-    StailQ  111  ltS  Way 

er   markets.    "We're 

on  the  side  of  angels,"  he  says.  "We're  taking  on 
the  entrenched  monopolies.  In  every  business 
e  beeivjn,  we're  the  good  guys." 

-ion's  largest  energy    pRES|DENT 
•tiering  no  such  acco-    shilling  <left) 
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Enron  hotly  DENIES  accusations  of  market  manipulator 

from  consumers.  Meanwhil 
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lation  experiment.  Soaring  power  prices  have  pushed  the 
state's  utilities  to  the  brink  of  bankruptcy  and  forced  Third 
World-style  blackouts  across  the  world's  sixth-largest  econo- 
my. Enron  and  other  electricity  marketers  and  generators  are 
being  investigated  by  the  state  attorney  general  and  sued  by 
consumers  amid  accusations  of  profiteering  and  market  ma- 
nipulation. "Every  trading  company  in  the  country  has  been 
feasting  on  California,  and  Enron  is  the  shrewdest  of  them  all. 
They  are  like  sharks  in  a  feeding  frenzy,"  says  Michael 
Shames,  executive  director  of  the  Utility  Consumers'  Ac- 
tion Network  in  San  Diego.  Enron,  an  early  critic  of  Califor- 
nia's deregulation  plan,  hotly  denies  those  charges. 
FRICTIONLESS?  The  glaring  spotlight  on  California's  botched 
attempt  at  deregulation  casts  Enron  in  the  uncomfortable  role 
of  defending  its  radical  business  model.  Though  often  grouped 

with  utilities,  Enron 
produces  little  power 
itself  and  owns  rela- 
tively little  in  the  way 
of  hard  assets.  Instead  it  has  pioneered  the  financialization  of 
energy,  making  the  company  more  akin  to  Goldman  Sachs 
than  Consolidated  Edison.  Its  impressive  profits  stream  is 
squeezed  out  of  a  torrent  of  often  low-margin  trades,  in 
which  it  buys  and  sells  a  dazzling  variety  of  contracts.  The 
more  buyers  and  sellers,  the  better  for  Enron,  which  is  now 
twice  the  size  of  its  nearest  competitor. 

Enron  executives  paint  this  as  nothing  less  than  a  holy 
war  on  inefficiency.  When  the  power  giants  are  busted  up, 
scrappy  Enron  believes  it  can  thrive  by  delivering  just  the 
products  and  services  particular  customers  want  most.  And 
they're  thinking  way  beyond  just  energy.  Skilling,  a  former 
McKinsey  &  Co.  director  (page  80),  is  now  applying  the  mod- 
el to  a  slew  of  new  markets,  including  data  storage,  steel, 
even  advertising  space.  He  believes  the  company  can  thrive  as 
a  market  maker.  "Whether  it's  Enron  or  not  is  almost  irrele- 
vant;7 Uing.  "It's  going  to  happen." 

now,  though,  California's  crisis  has  abruptly  slammed 

is  on  efforts  to  deregulate  U.S.  retail  electricity 

lich  are  under  way  in  nearly  25  other  states.  More- 
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over,  that  mess  may  prove  to  be  the  death  knell  for  industry 
hopes  that  retail  deregulation  would  spread  far  beyond  tb 
20%  of  U.  S.  businesses  and  homeowners  who  now  can  nami 
their  own  electricity  supplier.  "Deregulation  has  lost  a  lot  o 
momentum,"  says  Kemm  C.  Farney,  vice-president  for  electri 
power  at  consulting  firm  wefa  Inc.  "It's  hard  to  argue  tha 
this  has  resulted  in  lower  bills."  Even  in  overseas  markets 
where  Enron  is  counting  on  huge  future  gains,  supporters  ar 
watching  nervously.  Big  utilities,  particularly  in  the  sout 
of  Europe,  "want  to  use  California  to  slow  down  liberalizs 
tion,"  says  Jan  van  Aken,  secretary  general  of  the  Eurc 
pean  Federation  of  Energy  Traders. 

It's  not  hard  to  see  why.  Sure,  the  old  regulated  syster 
was  expensive,  but  at  least  we  knew  the  lights  would  turn  o 
when  we  flipped  the  switch.  However,  Skilling  and  others  a 
gue  that  the  battle  in  California  has  obscured  the  reasons  fc 
pushing  deregulation  in  the  first  place.  The  old  utilities,  h 
says,  "were  incredibly  expensive  and  provided  horrible  servic 
to  their  customers."  Under  the  regulated  model  where  util 
ties  could  simply  pass  on  costs  to  customers,  they  lacke 
incentives  to  utilize  capacity  more  efficiently  or  to  offer  ii 
novative  services.  In  California,  for  instance,  business  leadei 
pushed  for  deregulation  because  they  were  paying  50%  moi 
for  power  than  their  counterparts  in  other  parts  of  the  coui 
try.  At  the  same  time,  the  utilities  themselves  were  operatir 
high-cost  plants  with  little  access  to  capital  to  fix  their  pro 
lems,  says  Farney.  The  upside  of  deregulation?  "We  have 
tremendous  amount  of  new  construction.  It's  a  direct  result 
the  industry  having  new  access  to  capital  markets,"  he  say 

One  of  the  biggest  problems  now  is  that  the  nation  is  in 
muddled  state  between  regulation  and  deregulation.  For  i 
stance,  freezing  retail  prices  for  consumers  and  businesses 
California  while  deregulating  the  wholesale  market  whe 
utilities  shop  left  the  power  companies  unable  to  cover  t  h« 
skyrocketing  energy  costs  and  pushed  them  near  the  brink 
financial  collapse.  Paul  W.  MacAvoy,  a  professor  at  the  v.- 


THE  ENRON  WAY 


ftm  makes  money  by  trading  commodities  and 
other  contracts.  Here's  how  it  works: 


ENERGY  DEALS 


Enron  has  a  contract  to  provide  an  aluminum  smelter 

with  electricity  at  a  fixed  price  for  three  years.  Enron 

aluminum  from  the  smelter. 

Prices  move  down  for  aluminum  and  up  for  electricity. 

Enron  pays  the  smelter  to  shut  down  temporarily, 

ig  cheaper  aluminum  in  the  market  to  meet  the 

er's  commitments. 

Enron  then  sells  the  electricity  elsewhere  at  a  higher 

market  price. 


RISK  MANAGEMENT 


A  small  clothing  cataloger  asks  Enron  to  create  a 
derivative  to  protect  against  hot  weather  that  might- 
sales  of  winter  clothes. 

For  every  degree  above  normal  over  some  period,  Enron 
must  pay  the  retailer  a  certain  amount;  for  every  degree 
|tr,  the  retailer  pays  Enron. 

Enron  lays  off  its  risk  through  a  deal  with  a  soft  drink 
maker  who  benefits  from  hot  weather. 


fourth  quarter,  Enron's  core  wholesale  trading  and  services 
business  reported  income  of  $777  million  before  interest  and 
taxes,  nearly  triple  that  of  a  year  earlier.  Enron's  total  net  in- 
come excluding  nonrecurring  items  shot  up  32%  for  all  of  last 
year,  to  $1.27  billion,  on  sales  of  $100.8  billion,  up  150%. 
Physical  volumes  of  gas  and  electricity  delivered  jumped 
59%,  boosted  in  part  by  EnronOnline,  the  company's  year-old 
Web-based  trading  operation. 

POWERFUL  ALLIES.  Under  a  new  Republican  Administra- 
tion and  a  President  with  strong  ties  to  Lay  (page  78), 
Washington  isn't  likely  to  derail  deregulation.  If  anything, 
Enron  will  be  using  the  crisis  to  push  for  more  favorable 
federal  rules  for  moving  electricity  from  state  to  state, 
which  could  boost  its  flexibility  and  trading  options.  Cer- 
tainly, Curt  L.  Hebert,  the  new  chairman  of  the  Federal  En- 
ergy Regulatory  Commission  (ferc),  is  a  free-market  ad- 
vocate friendly  to  Enron's  views.  "I  don't  think  California  is 
going  to  be  any  lesson  that  stops  America  from  wanting 
choice.  It's  going  to  be  a  lesson  that  allows  America  to 
learn  what  not  to  do,"  he  says. 

Still,  Skilling  and  Lay  will  have  to  spend  precious  time 
and  energy  on  a  deregulation  battle  that  Enron  seemed 
well  on  its  way  to  winning.  Already,  Oregon,  Arkansas, 
and  Nevada  are  considering  a  slowdown  in  their  deregula- 
tion plans,  while  northeastern  states  have  put  in  place 
wholesale  price  caps.  Some  Western  governors  want  Con- 
gress to  force  regional  price  caps  on  the  wholesale  electric- 
ity market.  And  Representative  Peter  A.  DeFazio  (D-Ore.) 
is  ready  to  introduce  an  "energy  re-regulation"  bill  that 


PQTIftATinN 


of  electricity  marketers  is  under  way 


<hool  of  Management,  compares  that  to  the  blunder  that  reg- 
lators  made  in  the  1970s  with  the  savings  and  loan  industry. 
Tie  S&Ls  were  restricted  to  investing  in  long-term  assets,  like 
lortgages,  while  paying  volatile  market  rates  on  shorter-term 
[posits.  "There's  a  widespread  opinion  in  the  academic  world 
hat  regulation  is  bad,  but  partial  and  phased-in  deregulation 
3  much  worse,"  says  MacAvoy. 

Skilling  argues  that  Enron's  exposure  to  fallout  from  Cal- 
fornia  is  minimal.  Its  biggest  business  is  in  the  wholesale 
riarket,  serving  utilities  and  big  industrial  customers  who  un- 
er  federal  law  already  have  the  right  to  choose  their  elec- 
ricity  suppliers.  And  wholesale  markets  in  Europe  and  Japan 
re  rapidly  opening  their  doors.  That  explains  why  most  ob- 
ervers  believe  that  Enron  will  emerge  with  its  earnings 
ngine  intact.  "We  do  not  expect  the  California  situation  to 
tave  any  significant  impact  on  Enron's  financial  outlook," 
ays  Skilling,  who  is  set  to  take  over  the  ceo  title  from  En- 
on  Chairman  and  ceo  Kenneth  L.  Lay  on  Feb.  12.  In  the 


would  overturn  the  1992  U.S.  Energy  Policy  Act.  "Elec- 
tricity is  not  a  commodity  fit  for  the  competitive  market- 
place. Private  investors  don't  have  public  safety  in  mind," 
says  Doug  Heller,  consumer  advocate  with  the  Foundation 
for  Taxpayer  &  Consumer  Rights  in  Santa  Monica,  Calif., 
which  is  pushing  for  a  referendum  to  have  California  take 
over  much  of  the  power  system. 

If  that  kind  of  radical  sentiment  spreads  beyond  the  Cali- 
fornia border,  Enron  could  find  its  growth  prospects,  even  in 
the  $220  billion  wholesale  market,  sharply  curtailed.  And  it 
would  surely  be  bad  news  for  Enron's  latest  effort  to  crack 
the  retail  market:  a  separately  owned  company  formed  last 
May  with  then-America  Online  Inc.  and  IBM  called  the  New 
Power  Co.  Enron  tried  four  years  ago  to  enter  the  residential 
market  in  California  but  quickly  backed  out  when  it  found  the 
state's  new  rules  wouldn't  let  it  turn  a  profit. 

The  hyperconfident  Skilling  is  unrepentant  about  his  com- 
pany's long  role  as  a  deregulation  crusader.  Enron  benefits 
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from  volatility,  not  high  prices,  he  says.  In  Califor- 
nia, where  Enron  doesn't  own  power  plants,  the 
company  insists  it  is  dealing  in  thin  margins.  "De- 
pending how  markets  are  swinging  around  day 
to  day,  we're  either  making  a  little  money  or  losing 

a  little  mon- 
ey on  that," 
says  Lay,  al- 
though he 
won't  break  out  specific  figures  for  California.  If 
anything,  says  analyst  Donato  J.  Eassey  of  Merrill 
Lynch  &  Co.,  operating  margins  are  getting  thin- 
ner— in  the  entire  wholesale  business  they  were 
2.4%  last  year,  vs.  3.7%  in  '99  and  3.6%  in  '98. 
That's  O.K.,  says  Eassey:  "I'll  take  that  margin 
pressure  with  a  72%  earnings  growth  rate  on  that 
[wholesale]  business." 

In  its  gleaming  Houston  office  tower,  Enron  has 
seven  floors  of  some  1,500  traders  making  markets  in 
gas,  electricity,  metals,  bandwidth,  and  other  products. 
Enron,  for  example,  posts  prices  for  an  array  of  en- 
ergy contracts.  With  the  click  of  a  mouse,  utilities 
caught  short  on  supply  can  make  a  deal. 
Likewise,  generators  with  excess  capaci- 
ty can  find  prices  Enron  is  willing  to  pay. 
Enron  pockets  a  spread  on  the  deal.  The 
traders  are  supported  by  a  back-office 
team  that  schedules  pipeline  and  trans- 
mission capacity  to  actually  deliver  gas 
and  electricity,  checks  credit,  and  han- 
dles billing.  Each  desk  of  two  or  three 
traders  used  to  handle  about  100  trans- 
actions a  day  when  doing  their  business 
by  phone.  Now  a  desk  handles  800  to  900,  mostly  on 
EnronOnline. 

Enron's  success  has  not  gone  unnoticed,  but  it 
has  a  few  advantages  that  competitors  would  be 
hard  pressed  to  match.  First  is  its  expertise;  it  pio- 
neered the  model.  It  has  dozens  of  PhDs  in  mathe- 
matics, physics,  and  other  disciplines,  and  even  hired 
a  former  shuttle  astronaut  to  schedule  satellite  time. 
Enron  also  has  built  a  huge  network  of  buyers  and 
sellers  with  a  wide  range  of  commodities  to  trade. 
With  its  deep  pockets  Enron  has  plenty  of  capital  to 
keep  its  markets  liquid. 

A  big  part  of  the  value  Enron  provides  is  helping 
companies  manage  risk,  especially  the  risk  of  big 
price  swings  or  delivery  snafus.  One  example:  In  1999,  Peo- 
ples Gas,  Light  &  Coke  Co.  of  Chicago,  a  local  distribution 
company,  signed  a  five-year  gas  procurement  deal  with  Enron. 
Enron  took  over  Peoples'  scheduling  of  gas  pipelines  and 
storage,  assets  that  Enron  then  could  use  to  meet  commit- 
ments for  a  broad  array  of  other  customers.  In  the  meantime, 
it  procures  gas  daily  as  Peoples  needs  it,  provides  working 
capital,  handles  accounts  receivable  and  payable,  manages 
storage,  and  finances  the  gas  in  storage.  "This  is  our  distinc- 
tive competence — bringing  the  whole  thing  to  the  table," 
says  Skilling.  "No  one's  our  equal  in  that."  And  Enron  has  pi- 
oneered contracts  to  manage  other  kinds  of  risk  too,  including 
weather. 

Enron's  deregulation  roots  reach  back  to  the  early  '70s, 
when  Lay,  an  economist  by  training,  began  promoting  opening 
gas  markets  as  an  Under  Secretary  of  the  Interior  in  the 
Nixon  Administration.  In  1986,  Lay  took  over  Enron,  the 
product  of  a  merger  between  two  pipeline  companies.  He 
warned  federal  regulators  that  pipelines  like  his  were  in  danger 
iking  under  rules  that  crippled  their  ability  to  compete 
with  low-priced  oil.  The  PERC  finally  changed  the  rales  starting 
in  1985,  freeing  utilities  to  shop  for  gas  and  the  pipelines  to 


IS  THERE  ANYTHING  THEY  CAN'T  TRADE? 

Enron  still  makes  most  of  its  money  trading  energy.  Its  earnings 

from  sales  to  utilities  and  other  wholesale  customers  should  grow  at 

a  35%  to  40%  annual  pace  for  at  least  several  years,  it  says.  However, 

the  company  is  also  branching  out  into  entirely  new  markets: 


RETAIL  ENERGY 


Enron  signed  new  contracts  worth  $16  billion  last  year  to  manage 
energy  needs  for  big  business  customers. 


BROADBAND 


It  projects  a  $450  billion  worldwide 
market  for  communications  band- 
width trading  and  services  by  2005. 
It  has  begun  distributing  video-on- 
demand  and  other  content  over  its 
own  high-speed  fiber  network  to 
customers  like  Blockbuster. 


PAPER,  PULP,  AND  LUMBER 


Enron  launched  a  specialized  Web  site,  Click- 
paper.com,  tailored  to  the  $330  billion  wood- 
products  market,  and  bought  newsprint  mak- 
er Garden  State  Paper  Co.  for  $72  million 
last  October  to  ensure  access  to  supplies. 


MEDIA 


The  plan  is  to  create  a  market  for  trading 
advertising  time  and  space  in  TV,  radio,  and  print.  That  includes 
offering  advertisers,  TV  networks,  and 
publishers  ways  to  hedge  risks,  such 
as  long-term,  fixed-priced  contracts. 


The  company's  first  target  is  a  $22 
billion  segment  of  the  commodity 
steel  business.  Enron  plans  to  lease  a 
network  of  regional  distribution 
centers  to  ensure  reliable  deliveries. 


search  for  customers.  Enron  embraced  the  changes  with  gustc 
rapidly  becoming  the  largest  buyer  and  seller  of  gas  in  Nortl 
America.  It  then  pushed  just  as  aggressively  to  open  wholesal 
and  retail  electricity  markets,  to  the  chagrin  of  the  nation's  en 
trenched  utilities.  In  Ohio,  it  offered  consumers  coupons  for  fre 
electricity  to  build  political  support  for  deregulation.  In  Cali 
fornia,  it  fielded  an  army  of  regulatory  attorneys  to  battle  th 
state's  utilities  over  the  rules  of  engagement. 
SERIOUS  FLAWS.  The  seeds  of  California's  energy  debacl 
were  planted  long  before  deregulation  set  in,  though.  Thank 
to  environmental  concerns,  poor  planning,  and  uncertain! 
about  the  rules  of  deregulation,  California's  power  supply  i 
recent  years  has  been  growing  Ear  slower  than  demani 
which  was  driven  by  an  expanding  population  and  its  in 
creasing  use  of  energy-sucking  technology.  The  badly  llawe 
1996  deregulation  scheme — some  terms  of  which  Enron  BO 
others  fought  from  the  start — only  exacerbated  the  prol 
lems.  It  included  a  pricing  system  thai  prevented  utilitie 
from  locking  in  long-term  supplies  at  fixed  prices  and  frOl 
passing  on  higher  fuel  costs  to  customers.  Without  risin 
prices,  consumers  had  no  incentive  to  reduce  demand  and  uti 

[ties  couldn't    pay  their  soaring  wholesale  power  bills.  Thu 
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scaicd  away  some  power  suppliers  and  created  the  financial 
crisis  from  which  the  state  is  still  trying  to  dig  out. 

By  now  there  is  nearly  universal  agreement  that  the  biggest 
flaw  in  California's  deregulation  plan  was  the  decision  to  force 

utilities  to  buy  all  of 
their  power  needs  one 
day  in  advance  from  a 
newly  formed  entity 
called  the  California  I'owei  Rxchange.  The  theory  was  that  the 
exchange  would  provide  the  most  transparent  prices,  since 
every  buyer  and  seller  had  to  operate  through  it.  Whatever 
power  didn't  get  bought  through  the  exchange  would  be  pur- 
chased on  a  last-minute  basis  the  following  day  by  another  en- 
tity called  the  Independent  System  Operator  (iso). 

But  many  observers  believe  this  two-step  setup  encour- 


ENRON'S  HOUSTON 
TRADING  FLOOR: 
THIN  MARGINS  AND 
GROWING  VOLUMES 


phased  out.  Enron  applauds  that  move.  And  even  some  c 
the  hardest-hit  power  users  in  California  haven't  given  up  o 
deregulation.  California  Steel  Industries  Inc.,  a  Fontan 
(Calif.)-based  steel  producer,  lost  power  14  times  in  Januarj 
costing  it  millions  of  dollars.  Yet  Lourenco  Goncalves,  i 
president  and  ceo,  is  not  advocating  a  return  to  regulatio 
"Deregulation  is  a  good  idea,"  he  says.  "We  just  need 
treat  this  like  a  business  and  fix  what  went  wrong." 

The  energy  crisis  comes  just  as  Enron  is  vigorously  pus 
ing  its  promise  of  efficiency  and  lower  prices  into  a  slew 
new  commodities.  "Look  at  pulp  and  paper.  Look  at 
those  salesmen  who  play  golf  all  da 
For  a  commodity,  for  crying  out  lou 
You  don't  need  to  play  golf  to  sell 
commodity,"  blurts  Skilling  in  his  t 
ically  blunt  style.  In  these  ne 
arenas,  Enron  won't  face  the  ki 
of  regulatory  obstacles  it  mu 
eliminate  in  energy.  But  it's 
wonder  that  many  players  will  r 
sist  what  they  see  as  an  arroga: 
and  menacing  middleman.  The  C; 
ifornia  experience  gives  them  ne 
ammunition.    Enron    and    oth 
traders  "sure  as  hell  haven't  do 
a  very  good  job  of  protecting  t 
American  public  from  the  risi: 
price  of  natural  gas  or  electricity, 
don't  see  that  they  bring  any  n 
value  to  the  steel  marketplac 
says  Daniel  R.  DiMicco,  ceo 
Nucor  Corp.,  one  of  the  natio 
leading  steelmakers. 

In  one  of  his  first  big  bets  01— 
side  of  the  energy  patch,  Skilli; 
is  attacking  the  telecommunic 
tions  industry.  In  the  past  ye; 
Enron  has  spent  nearly  $500  m 
lion  to  create  its  own  high-spe 
fiber  network.  But  the  goal  is  n 
to  be  a  traditional  telecom  playil 
Instead,  Enron  wants  to  create! 


The  company's  recent  ?  V  7  T  i  ?  is  sure 


to  make  its  competition  more  aggressive 


aged  generators  to  offer  less  pow- 
er to  the  exchange  and  instead 
to  wait  until  the  last  minute  to 
sell  power  to  the  ISO,  which  out  of  desperation  would  have 
to  pay  higher  prices.  In  three  lawsuits,  consumer  groups, 
municipal  water  districts,  and  the  City  of  San  Francisco 
allege  that  Enron  and  other  electricity  marketers  engaged  in 
unlawful  market  manipulation.  Several  investigations  so  far 
have  failed  to  prove  collusion  by  Enron  or  others.  But  one 
study  said  that  the  soaring  prices  couldn't  be  explained  by 
such  factors  as  high  demand  and  rising  fuel  and  environ- 
mental costs.  "We  concluded  that  power  was  being  withheld 
inexplicably,  at  the  exact  time  at  which  prices  were  most 
vulnerable  to  manipulation,"  says  Edward  Kahn  of  the 
Analysis  Group/Economics,  a  co-author  of  one  study  backed 
by  the  parent  of  utility  Southern  California  Edison.  Adds  co- 
author Paul  L.  Joskow,  a  professor  of  economics  at  Massa- 
chusetts Institute  of  Technology:  "It  was  bad  regulation,  bad 
market  design,  bad  luck,  and  greed." 

NOT  ROLLING  OVER.  Enron  dismisses  the  study  as  flawed  and 

slanted  to  favor  the  utility  that  paid  for  it.  Meanwhile,  the 

attorney  general's  office,  state  Public  Utility  Commission, 

and  FERi    are  all  continuing  to  investigate.  California's  cur- 

o  fix  the  problem  involve  the  state  becoming  the 

I  hrough  long-term  contracts  that  take  the  un- 

d   of  pricing.  The  Power  Exchange  is  being 


vast  spot  market  for  high-speed  communications  capaci 
and  ultimately  a  futures  market.  Consider  its  deal  w: 
Blockbuster  Inc.  The  two  signed  a  20-year  pact  for  Enron 
deliver  movies-on-demand  to  Blockbuster  customers,  a  Si 
vice  that's  now  in  four  test  markets.  Instead  of  having 
build  its  own  network  and  coordinate  a  multitude  of  agr 
ments  with  local  high-speed  communications  provid 
Blockbuster  turned  the  whole  thing  over  to  Enron.  It  p 
Enron  per  movie,  getting  only  the  capacity  it  needs,  wh 
needs  it.  For  now,  those  movies  are  moving  mostly  on 
ron's  13,500-mile  fiber  network.  But  as  a  robust  market 
trading  bandwidth  develops,  Enron  could  pluck  the  capac 
it  needs  from  other  communications  companies.  It  may  e\  * 
sell  its  fiber  network  when  it  no  longer  needs  the  physi  1 
capacity  to  ensure  delivery  to  its  customers.  "The  minut  D 
don't  need  it,  it's  gone,"  says  Skilling. 

Indeed,  Enron's  new  CEO  has  already  demonstrated  tl 
he  doesn't  linger  over  troubled  assets.  To  help  fund  its  v 
ambitions,  Enron  expects  to  shed  more  than  $2  billion 
plants  and  other  properties  around  the  world  this  year, 
eluding  a  gas  production  plant  in  India  and  a  wind  po\ 
company  in  California.  In  the  fourth  quarter,  the  compi 
took  a  $.'{20  million  aftertax  charge  to  cover  problems 
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Azurix  Corp.,  its  failed  water  business  that's  likely  to 
be  busted  up.  Under  Skilling,  Enron  is  essentially  aban- 
doning its  once-ambitious  plan  to  build  power  plants, 
pipelines,  and  other  facilities  around  the  globe. 

Now,  Enron  will 
build  assets  where 
they  clearly  support 
the  trading  opera- 
tions, including  places  like  Spain  and  Japan.  Rival  energy 
marketer  and  producer  Dynegy  Inc.  of  Houston  questions 
just  how  competitive  Enron  can  be  without  a  significant 
physical  presence  in  its  new  commodities  "to  give  you  that 
incremental  intelligence,"  says  ceo  Chuck  Watson.  Without 
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that,  "you  don't  really  have  a  competitive  advantage."  Bui 
investors  don't  seem  worried.  Indeed,  Enron's  stock  is  u{ 
about  175%  in  the  past  two  years.  "One  thing  about  Enror 
is  they're  incredibly  well  managed,  very  smart,  and  entre 
preneurial,"  says  portfolio  manager  Robert  L.  Shoss  o 
shareholder  aim  Capital  Management  Inc.  "They've  prover 
they  deserve  the  benefit  of  the  doubt." 

As  Enron  gets  bigger,  maintaining  its  entrepreneuria 
culture  and  stiff  risk-management  controls  will  surely  provt 
a  bigger  challenge.  And  more  competition  from  strong  rivals 
like  Dynegy,  means  "a  lot  of  the  margins  are  going  to  g( 
away,"  says  one  utility  analyst.  "Early  entrants  get  generous 
margins  that  attract  other  competitors."  One  of  the  bigges 


ENRON'S  BIG  WHEEL  HAS  A  HEAVY  TREAD 


Texas  business  has  always  prided 
itself  on  its  "can-do"  attitude.  But 
when  it  comes  to  prodding  gov- 
ernment policymakers  to  action,  no- 
body comes  close  to  Enron  Corp.  ceo 
Kenneth  L.  Lay.  "In  recent  years, 
that  has  become  Ken-do,"  says  Chase 
Untermeyer,  director  of  government 
affairs  at  Compaq  Computer  Corp. 
and  chairman  of  the  Texas  State 
Board  of  Education. 

So  what  has  Ken  done?  In  Hous- 
ton, Lay  led  the  fight  for  a  new  base- 
ball stadium,  which  opened  last  April 
under  the  Enron  name  and  with  $100 
million  of  its  funding.  As  chairman  of 
the  Governor's  Business  Council  un- 
der former  Governor  George  W  Bush, 
Lay  pushed  for  and  won  state  educa- 
tion reform,  litigation  curbs,  and  tax 


Lay  was 


cuts.  In  Washington,  Lay's  army  of 
lobbyists  has  sought  everything  from 
electricity  deregulation  to  tax  breaks. 

Now,  with  Bush  in  the  White 
House,  Lay  stands  to  become  one  of 
the  most  influential  corporate  players 
in  the  country.  With  the  public  furor 
over  California's  power  crisis,  he'll 
work  to  stave  off  cries  for  reregula- 
tion  of  electricity.  Says  Craig  McDon- 
ald, executive  director  of  Texans  for 
Public  Justice,  a  liberal  consumer  ad- 
vocacy group:  "Enron  is  at  the  top  of 
the  top  group  of  corporations  that  has 
the  ear  of  George  W  Bush." 
"PIONEER."  Indeed,  the  ties  between 
the  Texans  run  deep.  They  share  a 
background  in  the  energy  business 
and  a  free-market  worldview.  Lay 
was  a  big  backer  of  the  first  Presi- 
dent Bush,  whose  Secretary  of  State 
James  A.  Baker  III  and  Commerce 
Secretary  Robert  A.  Mosbacher  were 
hired  as  Enron  consultants  after 
Bush's  '92  defeat.  Enron  wa>  the 


KEN  LAY  AT  THE  OPEN- 
ING OF  ENRON  FIELD 
WITH  PRESIDENTS  BUSH, 
FORMER  AND  CURRENT 

High  on  Enron's  list  of 
priorities  is  federal  au- 
thority to  approve  inter- 
state electricity  transmis- 
sion lines.  Lay  says  he 
was  willing  to  serve  in  a 
key  Bush  Cabinet  post 
but  didn't  lobby  for  a  job, 
and  no  offer  came:  "I've 
got  a  job,  and  I  can  sup- 
port President  Bush  in  a 
lot  of  other  ways,  just 
like  I  did  his  father." 
Beyond  the  White 
House,  Enron  has  a  vast 
lobbying  operation  that 
pushes  issues  such  as 
deregulation,  tax  breaks, 
telecom,  trade,  and  envi- 


I  RUSH'S  leading 

patron  during  his  years  in  Austin 


younger  Bush's  leading  patron  in 
Austin,  donating  more  than  $550,000 
to  the  governor,  according  to  the 
Center  for  Public  Integrity,  a  Wash- 
ington watchdog  group.  When  Bush 
set  his  sights  on  the  White  House, 
Lay  was  one  of  212  "pioneers"  who 
raised  more  than  $100,000,  and  En- 
ron was  the  campaign's  top  supplier 
of  corporate  jets.  Enron  donated 
$250,000  for  the  Republican  national 
convention.  In  addition,  Lay  sent  the 
maximum  $5,000  to  the  Florida  re- 
count legal  fund,  and  gave  $100,000 
to  the  inaugural  committee. 

Lay,  who  steps  down  as  Enron's 
ceo  this  month  but  will  remain  chair- 
man, intends  to  stay  plugged  in.  Dur- 
ing the  Presidential  campaign,  he 
was  a  key  Bush  adviser  on  energy. 
He  has  since  been  named  a  "transi- 
tion adviser"  to  the  Energy  Dept. 


ronmental  quality.  While  Enron  tilts 
toward  Republicans,  it  gives  generous- 
ly to  both  parties.  In  the  2000  election, 
the  company  and  its  top  execs  fun- 
neled  $1,095,350  in  soft  money  to  Re- 
publican Party  committees  and  $519,565 
to  Democrats,  says  the  nonpartisan 
Center  for  Responsive  Politics. 

Those  who  have  been  subjected  to 
Enron's  lobbying  efforts  say  the  com- 
pany is  persistent  but  not  overbearing 
in  pushing  its  agenda.  "They  are  force- 
ful and  they  are  persuasive,"  says  for- 
mer Hill  staffer  David  M.  Nemtzow, 
now  president  of  the  Alliance  to  Save 
Energy,  a  nonprofit  coalition  of  compa 
nies  and  government  officials.  With 
friends  in  high  places,  the  next  few 
months  will  determine  just  how  much 
Houston's  Ken-do  can  do. 

By  Riciuird  S.  Dunham  and 
Laura  Colin  in  Wasliint/lim 
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risks  is  that  Enron  simply  can't  create  the  open  markets  it 
needs.  California  Stands  as  a  stark  reminder  of  that.  If  the 
state  goes  back  to  a  "cost  of-service"  utility  model,  where 
utilities  simply  pass  through  their  costs  to  consumers,  "that 

would  cause  us  trou- 
ble," says  Skilling. 

But  Skilling  and 
other  industry  players 
don't  think  that's  likely  to  happen,  as  other  states  such  as 
Pennsylvania  prove  their  deregulation  models- can  work.  In- 
deed, some  believe  that  the  nation's  muddled  effort  to  move 
toward  deregulation  is  the  best  of  all  worlds  for  Enron.  "If 
the  market  were  really  open  and  very,  very  efficient,  there 
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isn't  a  lot  of  need  for  these  trading  intermediaries,"  sa\ 
Lawrence  J.  Makovich,  a  senior  director  of  electric  power  rl 
search  for  Cambridge  Energy  Research  Associates.  LuckiJ 
for  Skilling  and  Enron,  that's  one  vision  that's  likely  to  remaj 
a  pipe  dream  for  some  time. 

By  Wendy  Zellner  in  Houston,  with  Christopher  Palmt 
in  Los  Angeles,  Peter  Coy  in  New  York,  and  Laura  Cohn 
Washington,  D.  C. 
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For  an  interview  with  Skilling,  go  to  the  Feb.  12  issue  online  at 
www.businessweek.com 


DERRING-DO  IN  THE  CORNER  OFFICE 


Ask  Jeffrey  K.  Skilling's  friends 
about  the  soon-to-be  chief  of  En- 
ron Corp.,  and  you're  likely  to 
hear  some  tale  about  his  adventure- 
seeking.  Like  the  time  he  led  some 
executives  and  customers  on  a  1,000- 
mile  dirt-bike  trip  through  Mexico, 
returning  home  black  and  blue.  Or 
how  in  planning  for  a  coming  African 
safari  he  wished  for  the  kind  of  out- 
ing "where  someone  could  actually 
get  killed,"  says  Kenneth  D.  Rice, 
head  of  Enron's  new  broadband-ser- 
vices business. 

For  a  man  who  spends  his  life 
managing  risk  at  the  nation's  largest 
energy  merchant,  Skilling's  out-of- 
the-office  pursuits  might  seem  per- 
plexing. But  Enron  executives  insist 
that  CEO-elect  Skilling,  47,  combines 
an  odd  mixture  of  tight  risk-manage- 
ment controls  with  a  freewheeling 
entrepreneurial  style  that  has  helped 
boost  Enron  from  $4  billion  to  more 
than  $100  billion  in  revenues  since  he 
joined  in  1990.  "He's  the  most  innov- 
ative guy  I've  ever  been  around," 
says  Richard  A.  Causey,  chief  ac- 
counting officer. 

BOY  WONDER.  From  an  early  age, 
Skilling,  the  son  of  a  sales  manager 
for  an  Illinois  valve  company,  showed 
the  same  kind  of  supreme  self-confi- 
dence and  derring-do  that  are  his 
trademarks  now.  Consider  his  first 
full-time  job  at  age  13,  as  chief  pro- 
duction director  at  a  startup  Aurora 
(111.)  'iv  station.  Skilling's  first  duties 
were  to  paint  walls  at  the  station, 
but  he  quickly  learned  how  to  oper- 
ate every  piece  of  equipment  in  the 
place.  When  the  older  production  di- 
rector quit  in  a  huff  on  opening  day 
Skilling  was  the  only  one  qualified  to 
take  the  job.  The  station  went  on  the 

ach  day  at  4  p.m.,  when 
Skilling's  mother  could  drop  him  off 
after  school.  "I  liked  being  successful 
when  I  was  wor]  I  was 


smart,"  says  Skilling,  with  no  trace 
of  modesty. 

After  graduating  with  a  degree  in 
applied  science  from  Southern 
Methodist  University  in  Dallas, 
Skilling  went  to  work  for  two  years 
for  First  City  National  Bank  of  Hous- 

JEFFREY  K.  SKILLING 

BORN  Nov.  25,  1953,  Pittsburgh 

EDUCATION  B.S.,  applied  science, 
Southern  Methodist  Univ.,  1973;  Har- 
vard MBA,  1979 

CURRENT  JOB 

President  and 
COO,  Enron 
Corp.;  becomes 
CEO  on  Feb.  12 

FIRST  JOB  At 

13,  was  chief 
production  direc- 
tor for  an  Aurora 
(III.)  TV  station 

INTRODUCTION 
TO  ENRON 

Joined  McKinsey 
&  Co.  after  Har- 
vard and  worked 

with  Enron  in  '87  to  create  the  first 
forward  market  for  natural  gas 

HOW  HE'LL  CHANGE  AS  CEO  "I'll 
probably  have  to  be  a  little  less  blunt" 

BROKEN  BONES  Eight,  including  at 
least  one  from  rock  climbing.  Broke 
his  back  while  working  one  summer 
on  an  Illinois  highway,  which  helped 
him  avoid  the  Vietnam  draft 

SELF-EVALUATION  "I've  never  not 
been  successful  in  business  or  work, 
ever" 


FAMILY  Divorced;  one  daugh'<  r,  16, 
and  two  sons,  15  and  10 


ton,  first  in  operations  and  then  in  as- 
set and  liability  management.  After 
he  left,  the  bank  went  bust  when  oil 
and  real  estate  crashed,  ruining  the 
lives  of  some  of  Skilling's  former  col- 
leagues. He  credits  that  experience  in 
part  for  his  intense  focus  on  risk  con- 
trols at  Enron.  The  bank  "had 
taken  this  enormous  concentrat- 
ed risk  and  wasn't  able  to  lay  it 
off,"  he  says. 

After  graduating  in  the  top 
5%  of  his  Harvard  MBA  class  in 
1979,  Skilling  joined 
McKinsey  &  Co.  in 
Houston.  He  alerted 
executives  at  one  of 
his  energy  clients, 
an  Omaha-based 
pipeline  company 
called  InterNorth, 
to  looming  problems 
with  overpriced  gas 
contracts.  With  his 
help,  they  created 
one  of  the  first  U.  S. 
gas-marketing 
organizations. 

When  InterNorth 
and  Houston  Natural 
Gas  merged  to  form 
Enron  in  1985,  CEO 
Kenneth  L.  Lay  hired  McKinsey 
and  Skilling  to  help  rev  up  new 
products.  In  1987,  Skilling  led 
the  creation  of  the  first  forward 
contracts  in  the  gas  business, 
which  producers  could  use  to  se- 
cure financing.  When  Lay  ottered 
him  a  job  in  the  fledgling  trading 
business,  he  took  it.  He  rose  to 
('Moby  outperforming  Enron's  as- 
set-development group,  which 
delivered  smaller  returns  on 
costly  overseas  power  plants. 

Slutting  lias  never  looked  back. 
"I   knew  this  was  big,"  lie  says. 
And  getting  bigger  all  the  time. 
By  Wendy  Zellner  in  Houston 
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It  is  perhaps  the  most  valuable  asset  an  online 
broker  can  offer  its  clients.  Help.  And  no  online 
broker  offers  more  ways  to 
ask  for  it  than  NDB. 

Just  click  on  our  new  Help 
Center  and  it's  all  there,  24 
hours  a  day,  seven  days  a  week 

Looking  for  instant  help? 
NDB's  /Answer  is  a  real-time 
help  desk  that  lets  you  com- 
municate live,  one-on-one, 
with  a  real  person.  Just  type 
in  your  question  and  within 
moments  you'll  see  your 
answer  on  the  screen. 

More  comfortable  talking  to  someone  on  the 
phone?  Just  call  one  of  our  local  or  toll-free 


r»  Help  Center 


NDB's  Help  Center 


JUST  TYPC  IN  YOUR  QUESTION  AND  CLICK     FIND 


Q2b 


Explore 

our  Site  Map 


Get  Forms 

you  need 


Chat 

with  a  LIVE 

NOB  fb-preienutive 


numbers  and  an  NDB  representative  will  be  on  the 

phone  to  assist  you. 

If  you  prefer  to  help  your- 
self, we  have  an  entire 
section  filled  with  answers  to 
the  most  frequently  asked 
questions.  We  even  have  an 
area  devoted  to  nothing  but 
forms,  just  to  make  the 
application  process  as  con- 
venient as  possible. 

As  you  can  clearly  see,  taking 
you  under  our  wing  is  some- 
thing we  take  very  seriously. 
For  more  information,  visit 

our  web  site  or  call  1-800-4-1 -PRICE.  Naturally, 

we'd  be  glad  to  help  you. 


I  NOB  Phone  Numbers 
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Securities  products  and  services  are  offered  through  NDB.  and  not  through  a  bank.  System  availability,  trade  execution  and 
reporting  times  may  vary  due  to  market  volatility,  volume,  system  performance  and  other  factors.  NDB  does  not  provide  tax, 
legal  or  investment  advice.  NDB  has  relationships  with  various  independent  research  and  market  data  vendors.  Other  than 
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We  take  you  under  our  wing. 
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TEB  HOSTING 
HE  MENSA  WAY. 


(©  business  hosting 


IBM   E-BUSINESS   HOSTING™   DOESN'T  JUST  BRING   MORE   EXPERTISE  TO  WEB 

HOSTING,   IT  BRINGS   MORE   INTELLIGENCE.  WE   PROVIDE  THE   SKILLS   OF   ETHICAL 

HACKERS,   EXPERTS  WHO   CAN  TEST  YOUR   SITE'S   SUSCEPTIBILITY  TO   UNETHICAL 

HACKERS.  WE  OFFER   BEST-OF-BREED  ANALYTICAL  TOOLS  TO   HELP  OPTIMIZE 

YOUR   SITE'S   PERFORMANCE  AND  CUSTOMER   EXPERIENCE.  AND  WE  GIVE  YOU 

THE   COLLECTIVE   KNOWLEDGE   OF  OVER   20,000   E-BUSINESS   SPECIALISTS. 

..„■„..,  E-BUSINESS   HOSTING.  ONLY  FROM   IBM. 


Call  1  800  IBM  7080,  ask  for  host  or  visit  ibm.com/e-business/hosting 
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EXECUTIVE  SUITE 


MORGAN  STANLEY: 
LIFE  AFTER  MACK 


The  power  struggle  is  over. 
Here's  what  winner  Phil 
Purcell  has  to  do  to  prove 
he  deserved  victory 


One  of  the  longest  running  shows 
on  Broadway  ended  abruptly  on 
Jan.  24.  But  the  final  curtain  call 
was  not  for  actors  in  cat  cos- 
tumes. It  was  for  one  of  Wall  Street's 
fiercest  gladiators,  Mack  the  Knife,  Mor- 
gan Stanley  Dean  Witter's  charismatic 
president  and  chief  operating  officer, 
John  J.  Mack,  55.  He  had  challenged 
reserved  Chairman  and  Chief  Execu- 
tive Philip  J.  Purcell  for  the  bank's  top 
job  for  years  before  caving  in  suddenly. 

Hundreds  of  managing  directors  gath- 
ered on  Jan.  24  at  2  p.m.  on  the  fourth 
floor  of  the  firm's  headquarters  on  the 
edge  of  New  York's  Times  Square  to 
hear  the  news.  The  atmosphere  was 
tense,  but  on  stage,  a  magnanimous  Pur- 
cell praised  his  colleague  and  how  he  had 
"touched"  so  many  executives  in  the 
room  during  his  28-year  career.  Mack, 
as  smooth  as  ever,  couldn't  resist  a  part- 
ing wisecrack:  "I  was  just  thinking  that 
many  of  you  probably  wish  I  would  have 
never  touched  you."  After  his  valedictory, 
he  got  a  lengthy  standing  ovation,  ac- 
cording to  an  employee  who  was  there. 

Mack  owned  the  crowd  that  day.  But 
it's  Purcell  who  has  finally  won  undis- 
puted control  of  the  bank.  As  the  then- 
boss  of  Dean  Witter,  Purcell  bought 
Morgan  Stanley  for  $10  billion  in  1997 
with  the  idea  of  harnessing  his  retail 
brokerage  machine  to  sell  the  invest- 
ment bank's  array  of  products  from 
stock  and  bond  issues  to  research.  The 
deal  was  promoted  as  a  merger  of 
equals,  but  Mack's  flashy  shock  troops 
consistently  racked  up  revenues  and 
earnings  much  faster  than  the  Dean 
Witter  retail  businesses.  By  2000,  the 
securities  division  was  making  three- 
quarters  of  the  firm's  overall  $5.5  billion 
net  profit  on  $26  billion  of  revenues. 

That  statistic  was  the  key  plank  in 
Mack's  case  that  he  should  be  chief  ex- 


ecutive. Insiders  say  he  repeatedly  chal- 
lenged Purcell  for  the  title.  "Purcell 
didn't  only  feel  threatened.   He  was 
threatened,"  says  a  senior  Wall  Street 
executive  familiar  with  the  firm's  inner 
workings.  But  Mack  failed  to  win  board 
backing  to  dethrone  Purcell,  partly  be- 
cause he  concentrated  on  running  the 
investment  bank,  leaving  Purcell  to  han- 
dle board  members,  insiders  say. 
BIG  STAKE.  Despite  Mack's  departure, 
both  he  and  Purcell  are  behaving 
graciously  in  public.  Mack  has  told 
executives  he  counts  on  them  to 
protect  his  legacy — his  share- 
holdings in  Morgan  Stanley,  now 
worth  about  $488  million.  Mean- 
time, Purcell  appointed  a  Morgan 
Stanley  veteran,  and 
the  firm's  chief  finan- 
cial officer,  Robert 
G.  Scott  to  replace 
Mack.   And   he  is 
dropping  the  Dean 
Witter         name. 
From  now  on,  the 
firm  will  be  known 
simply   as   Morgan 
Stanley. 

The  key  issue  Pur- 
cell now  faces  is  get- 
ting the  old  Dean  Wit- 
ter     parts      of     the 
business  fully  up  to 
speed,     while     but- 
tressing one  of  Wall 
Street's  top  invest- 
ment banking  fran- 
chises and  ensuring 
that  the  two  parts 
of     a     sprawling 
empire        with 
65,600  employees 
work      together. 

GOOD  STUDENT? 

Now  that  Mack 
is  gone,  Purcell 
must  show  that 
he  has  mastered 
investment 
banking 
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"Our  No.  1  challenge  is  to  see 

that  we  are  the  first  financial 

services  company  to  become 

truly  customer-focused  rather 

than    product-focused,"    he 

says. 

Purcell's  most  urgent  task, 
as  he  sees  it,  is  to  build  up 
truly  global  retail  asset  man- 
agement and  credit-card  ser- 
vices. He  also  wants  to  in- 
crease the  firm's  market 
share  across  all  business  lines. 
That's  no  small  feat  given  that 
Morgan  Stanley  has  13.8%  of 
the  global  market  for  bond  and 
stock  issuances,  second  only  to 
Goldman,  Sachs  &  Co.  And  it  han- 
dled 38%  of  all  mergers  and  acqui- 
sitions worldwide  last  year,  accord- 
ing to  Thomson  Financial  Securities 
Data  Corp. 

Achieving  his  goals  without 
Mack  is  going  to  be  tough.  With  a 
stable  of  research  stars  such  as 
Internet  diva  Mary  Meeker  and 
an  army  of  tech  bankers  at  his 
beck  and  call,  Mack  built  an  im- 


THE  STORY  TILL  NOW 

FEBRUARY,  1993  Dean  Witter  goes 
public,  advised  by  Morgan  Stanley. 


OCTOBER,  1996  Morgan 
Stanley  says  Mack  will 
succeed  Richard  Fisher 
as  CEO  in  June,  1997. 


FEBRUARY.  1997  Dean 
Witter  buys  Morgan  Stan- 
1  ley  Group  tor  $10  billron. 
Purcell  becomes  chairman  and  CEO  ot 
Morgan  Stanley  Dean  Witter,  with  Mack 
as  president  and  COO. 


JANUARY,  199!'  Mack  loyalist  James 
Allwin,  head  of  institutional  investment, 
resigns  after  an  MSDW  hedge  fund 
loses  about  $300  million. 


Another 
Mack  supporter,  Peter 
Karches,  head  of  invest- 
ment banking,  leaves 
after  the  firm  reveals 
heavy  losses  in  junk 

Is.  Several  other  top     i 
execs  follow. 


JANUARY,  2001  Mack  resigns.  CF0 
Robert  Scott  is  named  as  his  successor. 

DATA:  Morgan  Stanley  Dean  Witter,  BusinessWeek 


pressive  New  Economy  dealmaking 
team  that  won  business  from  the  likes 
of  America  Online,  Martha  Stewart  Liv- 
ing Omnimedia,  and  Amazon.com.  And 
he  inspired  fierce  loyalty.  "[Mack]  is  one 
of  the  finest  leaders  in  business,"  says 
Meeker.  "He  leads  by  example.  He's  like 
a  great  coach." 

NOSEDIVE.  However,  no  Hall  of  Famer 
ever  has  a  perfect  score.  And  Mack  cer- 
tainly didn't.  After  Nasdaq's  meltdown 
in  spring,  2000,  Morgan  Stanley 
missed — for  the  first  time  since  the 
merger — the  Street's  earnings  estimates 
two  quarters  in  a  row,  even  as  rivals 
such  as  Goldman  Sachs  and  Lehman 
Brothers  Inc.  made  theirs. 

Mack's  operations  could  hardly  be 
faulted  for  the  dearth  of  lucrative  ipos 
and  debt  issues  that  followed  Nasdaq's 
45%  nosedive.  But  in  the  fourth  quarter 
through  November,  the  firm  was  230- 
per-share  adrift  on  earnings.  That  fol- 
lowed an  80  miss  in  the  third  quarter 
caused  partly  by  an  estimated  $90  mil- 
lion in  losses  on  trading  in  junk  bonds 
in  Mack's  part  of  the  shop.  Shortly  after 
that,  Peter  F.  Karches,  a  Mack  sup- 


porter and  head  of  the  department  en- 
gaged in  selling  securities  to  institu- 
tions such  as  pension  funds,  resigned. 

Purcell  faces  a  big  challenge  in  keep- 
ing the  firm  running  smoothly  with  a 
new  team.  "In  the  last  two  years,  the 
heads  of  every  business  line  have 
changed,"  says  James  Mitchell,  securities 
industry  analyst  at  Putnam  Lovell  Se- 
curities. "It's  a  bit  of  a  concern."  It  cer- 
tainly worried  investors:  Morgan  Stan- 
ley's stock  price  has  fallen  25%,  to  $85 
since  Karches  quit  on  Aug.  29. 

Indeed,  Mack  is  the  latest  in  a  long 
list  of  departures  by  senior  execs  that 
began  in  1998  when  James  M.  Allwin 
resigned  as  head  of  institutional  invest- 
ment management  to  start  his  own 
money  management  firm,  aetos  Capital 
LLC.  Between  Karches'  and  Mack's  de- 
partures, at  least  four  other  top  level 
people  have  left.  "They  were  the  heart 
and  soul  of  the  place,"  says  a  high  rank- 
ing Wall  Street  executive. 

Industry  watchers  say  the  57-year- 
old  Purcell  has  shown  no  desire  to  re- 
tire, so  ambitious  highfliers  see  no 
chance  of  having  a  shot  at  the  top  job 
anytime  soon.  Purcell  insists  that  re- 
cent departures  don't  reflect  dissatis- 
faction inside  the  company.  "It's  not  an 
exodus,"  says  Purcell.  "It's  a  new  gen- 
eration of  management." 

When  he  needs  to  be,  Purcell  can  be 
a  master  of  diplomacy.  After  all,  he  won 
the  backing  of  Morgan  Stanley's  board 
to  thwart  Mack's  challenge  when  the 
rest  of  Wall  Street  was  betting  he'd  fail. 
Now,  he's  using  the  velvet  glove  ap- 
proach to  win  the  hearts  and  minds  of 
his  investment  bankers.  So  far,  it  seems 
to  be  working.  Joseph  Perella,  head  of 
global  investment  banking,  says  he  has 
no  plans  to  leave  the  firm.  And  if  re- 
cently promoted  superstars  such  as 
Vikram  S.  Pandit  and  Stephan  New- 
house,  co-heads  of  global  institutional 
securities,  and  Zoe  Cruz,  nicknamed 
"cruise  missile,"  recently  named  head 
of  fixed  income,  stay,  he'll  have  a  strong 
team. 

All  the  same,  Purcell,  a  McKinsey  & 
Co.  consultant-turned-banker,  has  quick- 
ly put  his  stamp  on  investment  banking. 
Insiders  say  that  although  Scott — a  part 
owner  of  Manhattan's  swank  Gramercy 
Tavern  and  a  fly  fisherman — is  replacing 
Mack  as  president,  the  executives  in 
charge  of  selling  securities  to  institu- 
tions, who  used  to  report  to  Mack,  will 
now  answer  directly  to  Purcell,  insiders 
say. 

If  there's  anywhere  Purcell  may  need 
to  wield  the  ax,  it  could  be  the  firm's 
Discover  credit-card  unit.  Executives 
from  rival  card  shops  say  Morgan  Stan- 
ley has  been  quietly  shopping  Discover, 
which  analysts  figure  could  fetch  as 
much  as  $14  billion.  Purcell  denies  that 
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Discover  is  for  sale.  In  the  short  term, 
he'll  have  to  find  a  way  to  improve  its 
growth,  despite  higher  loss  and  delin- 
quency rates  expected  this  year  because 
of  the  economic  slowdown.  And  further 
out  he  needs  to  solve  the  ongoing  prob- 
lem that  selling  Morgan  Stanley's  up- 
market asset-management  products  to 
Discover's  generally  lower-income,  less 
financially  savvy  clients  is  an  uphill 
struggle. 

People  who  know  him  well  say  that 
he  is  used  to  having  his  wishes  exe- 
cuted without  argument:  the  iron  fist 
inside  his  velvet  glove.  Insiders  recall 
that  Purcell  used  to  joke  after  the 
merger  that  when  he  told  Dean  Witter 
people  to  turn  left,  they  would  imme- 
diately follow  orders.  But  when  he  told 
Morgan  Stanley  employees  to  turn  left, 
he  would  need  to  explain  the  reasoning 
behind  his  request  before  they'd 
comply. 

Obviously,  that  approach  could  ruffle 
feathers  if  Purcell  needs  to  bridge  cul- 
tural differences  between  class  act  Mor- 
gan Stanley  and  mass  retailer  Dean 
Witter.  Purcell  insists  that's  one  thing  he 
doesn't  have  to  worry  about  any  more. 
"That's  behind  us,"  he  says.  However, 
some  insiders  believe  he  may  need  to 


The  merger  may  be 
better  off  under 
Purcell  solo.  "The 
onlyproblemwas 
the  two-heads 


analyst 


break  down  some  walls 
that  still  separate  Mor- 
gan Stanley  and  Dean 
Witter.  Although  Mor- 
gan Stanley  is  common- 
ly cited  by  financial  ser- 
vices executives  as  the 
world's  most  successful 
financial  merger,  the  op- 
erations of  Dean  Witter 
and    Morgan    Stanley 

have  largely  remained     problem,"  SaVS  an 
two  distinct  kingdoms 
with  separate  payrolls, 
intranet  systems,  and 
sets  of  titles. 

All  the  same,  some  argue  that  Mor- 
gan Stanley  will  be  better  off  in  the 
long  run  with  Purcell.  "[The  merger] 
has  been  a  huge  home  run,"  says  Guy 
Moszkowski,  securities  industry  ana- 
lyst at  Salomon  Smith  Barney.  "The 
only  problem  was  the  two-heads 
problem." 

Although  it  was  his  head  that  rolled 
in  the  end,  Mack  has  many  options. 
Some  of  his  friends  say  he  may  decide 
just  to  play  golf  for  a  while.  But  prob- 
ably not  for  long:  He's  on  the  list  of 
candidates  to  head  the  Securities  & 
Exchange  Commission.  And  he  could 


choose  to  position  him 
self  to  succeed  another 
Wall  Street  mogul  such 
as  Citigroup's  Sanforc 
I.  (Sandy)  Weill  or 
Merrill  Lynch's  Davie 
H.  Komansky.  He  coulc 
also  fill  the  shoes  o: 
Deutsche  Bank's  Edsor 
Mitchell,  who  died  in  i 
plane  crash  on  Dec.  22 
Mack  could  also  start 
up  his  own  outfit  witl 
some  of  his  former  lieu 
tenants.  Morgan  Stan 
ley  has  told  analysts 
that  Mack  is  not  banned  from  raiding 
the  firm  for  talent. 

The  bottom  line  is  that  in  the  pasl 
several  years  Mack  has  made  enougl 
money  to  do  as  he  likes.  "These  guy; 
are  as  rich  as  God,"  says  a  former  ex 
ecutive  at  the  firm.  How  well  Morgar 
Stanley  manages  to  keep  such  master: 
of  the  universe  in  the  future  may  de 
termine  whether  it  can  maintain  it{ 
leading  position  in  global  finance. 

By  Emily  Thornton,  with  Heathe 
Timmons  and  Steve  Hamm  in  Nei 
York,  and  Mark  L.  Clifford  in  Horn  | 
Kong 


Get  your  business 

online  or  this  might         >$& 

as  well  say  "Bye  Now." 


No  matter  what  business  you're  in,  no  matter  how 
big  your  company  is,  becoming  "e"  is  essential  to 
staying  competitive  and  quite  soon,  staying  in 
business.  But  how  do  you  take  your  company  from 
brick  and  mortar  to  the  Web?  It's  not  as  difficult  as 
you  might  think.  Navision  Web  Shop,  the  e- 
business  tool  from  Navision  Software,  integrates 
your  back  office  processing  with  Web  ordering— 
the  first  step  in  getting  your  company  on  line. 

Web  Shop  lets  you  set  up  and  maintain  your 
storefront  directly  from  Navision  Financials, 
Navision's  proven  business  management  solution 
for  mid-market  businesses.  No  need  to  call  in  a 
team  of  technical  experts  every  time  you  want  to 
add  a  new  service  or  change  a  price.  No  need  to  re- 
enter information  from  your  web  orders  to  your 
order  processing  system.  Navision  Web  Shop  gives 
you  an  affordable,  fast  way  to  go  on  line. 

Navision  Web  Shop.  Fast,  affordable, 
integrated  "e". 

Navision  Software  US,  Inc. 

1-800-552-8478 

.  www.navision-us.com 
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CLOSED-END  FUNDS: 
UPSTAGING  A  DOWN  MARKET 

Unloved  for  years,  suddenly  they're  winners.  Can  they  stay  that  way? 


Every  wallflower  eventually  gets 
dance.  Closed-end  funds  stood  < 
the  sidelines  for  years,  snubbed  \ 
investors.  Although  they  advertis 
a  choice  selection  of  stocks  at  cut-ra 
prices,  who  wanted  to  save  money  bu 
ing  lackluster  returns? 

That's  all  changed.  Closed-end  func 
which  trade  like  stocks,  ran  circl 
around  the  overall  market.  Two  facto 
were  at  play:  The  underlying  asse 
held  by  closed-end  funds  gain< 
ground,  while  savvy  investors  bid 
the  prices  of  closed-ends  even  mor 
The  numbers  tell  the  story:  The  n 
asset  value  (nav)  of  U.  S.  closed-er 
equity  funds  gained  a  neat  7.3%  on  a 
erage  last  year,  but  share  prices  ro 
11.2%,  according  to  the  Kansas  Ci 
(Mo.)-based  Closed-End  Fund  Ass 
Compare  that  wi 
the  9.1%  drop  in  tl 
Standard  &  Pool 
500-stock  index  la 
year.  Closed-er 
funds  also  clobber* 
their  bigger  brot 
ers,  convention 
open-ended  mutu 
funds  that  a 
bought  and  sold 
NAV,  which  lost  3.5 
on  average  la 
year.  And  close 
end  municipal  bonds,  up  an  impress] 
1(5.7%,  beat  open-end  muni-bond  func 
up  11.1%.  Last  year's  jump-start  h 
helped  performance  so  far  in  2001.  ( 
average,  equity  closed-end  funds  a 
up  8.2%  year  to  date,  Lipper  Inc.  r 
ports,  though  some  funds  are  up  evi 
more. 

premiums.  First,  a  closed-end  primi 
These  investments  ad  like  slocks  b 

cause  a  fixed  number  of  shares  t  ra 
on  an  exchange,  mainly  Hie  New    Yo 

Slock  Exchange.  Bui  because  tin 
have  an  underlying  portfolio  of  sloe 
and  bonds,  (hey  also  act  like  muti 
funds,  with  NAVs  that  roll  with  t 
market.    When   the   share    price   is   b 


DISCOVERED 

The  underlying 
assets  of  the 
funds  gained 
ground,  while 
savvy  investors 
bid  up  their 
share  prices 
even  more 
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Once  again,  the  engineers  at  Honda  have 


created  an  automotive  marvel:  a  vehiei 


designed  to  reduce  whining,  screaming 


fidgeting  and  other  forms  of  road-wear' 


crankiness.  Presenting  the 


CHILDREN  ARE    OUR    FUTURE.       its  spacious,  comfortab] 


THEY'RE   ALSO    A    BIG   PAIN    ON    THOSE   LONG   ROAD   TRIPS 


interior-complete  with  room  for  seven 


passengers,  convertible  second-row  seats, 


ige  holders,  a  Satellite-I  .inked 


System;"  a  versatile  fold-down 
third-row  Magic  Seat '  and  a  comforting 
Five-Star  Safety  Rating- the  Odyssey  gets 
fewer  "Are -wc-there -vet's"  per  gallon  than 


The  Odyssey 


(BJHONDA 


just  about  any  vehicle  on  the  road.  Now  if 
it  could  only  learn  how  to  change  a  diaper. 
Wa ,  om  800-33-HONDA  ®2000  American  Honda  Motor  Ca.Inc  'Available  on  EX  model.  ,NHTSA  NCAP  driver's  andpassengei  \  side  frontal-  and  side  impa,  i  collision  tests.  EX  model  shown 
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low  its  nav,  which  it  often  is 
closed-end  funds  are  said  to  sell 
for  a  discount. 

The  result  of  renewed  demand 
is  that  discounts,  which  have  in 
some  cases  persisted  for  years,  are 
foiling.  The  16%  discount  of  the 
average  domestic  equity  closed- 
end  fund's  share  price  to  its  nav 
has  been  lopped  in  half  since  last 
March.  In  a  handful  of  taxable 
bond  funds,  the  discounts  have 
been  wiped  out;  some  have  even 
turned  into  premiums,  as  high  as 
30%,  in  the  past  several  weeks  be- 
cause investors  expect  the  under- 
lying bonds  to  rally.  On  an  im- 
proving stock  market,  the  Bancroft 
Convertible  Fund  is  up  11.44%  as 
its  15.4%  discount  fell  to  a  current 
10%.  The  discount  for  the  Nuveen 
Municipal  Market  Opportunity 
Fund  has  been  whittled  down  to  4%  from 
10%  and  its  share  price  rose  6.4%. 

Do  the  closed-end  funds  have  it  in 
them  to  turn  in  a  solid  performance  again 
this  year?  The  key  is  to  figure  out  what 
will  happen  to  a  particular  portfolio  of 
stocks  or  bonds  and  what  will  happen 
to  that  all-important  discount.  Will  it  con- 
tinue to  narrow,  or  will  it  revert  to  more 
historic  levels? 

Before  the  recent  turnaround,  dis- 
counts had  been  running  at  record  highs. 
Of  518  closed-end  funds,  350  continue  to 
trade  below  net  asset  value,  although 
the  spreads  are  narrowing.  That  spells 
ongoing  opportunity,  particularly  for 
bond-fund  investors:  Closed-end  bond 
funds  pay  higher  yields  because  the  in- 
terest on  the  bonds  is  based  on  the 
share's  lower  nav,  not  the  market  price. 
For  example,  the  yield  on  the  bond  port- 
folio is  8%,  but  because  the  fund  sells  at 
a  10%  discount,  the  yield  jumps  to  8.88%. 
"Closed-end  funds  are  little-loved,  but 
there's  no  other  place  to  get  these 
yields,"  says  John  D.  Maier,  director  of 
equity  research  for  ubs  Warburg.  The 
discounts  in  single-country  and  foreign 
funds  have,  however,  persisted  as  both 
overseas  economies  and  currencies  have 
weakened.  The  average  country  fund 
sells  at  a  discount  of  19.6%,  though  some 
are  higher  yet.  The  Templeton  Dragon 
Fund,  a  fund  that  invests  in  the  China 
region,  sells  for  a  27%  discount.  Analysts 
don't  expect  those  discounts  to  narrow 
over-night. 

"RISK-AVERSE."  Investors  are  discover- 
ing that  closed-end  funds  can  outperform 
conventional  mutual  funds  in  down  mar- 
/hen  the  market  sours,  closed-end 
managers  aren't  forced  to  liquidate  hold- 
1  redemptions.  William 
Fitzgerald,  managing  director  for  Nu- 


A  Strong  Showing 
for  Closed-End  Funds 


FUND  CATEGORY 


2000 
RETURNS 
MARKET         NET  ASSET 
PRICE  VALUE 


5-YEAR  ANNUAUZE0 

RETURNS 

1995-2000 

MARKET      NET  ASSET 

PRICE  VALUE 


EMERGING  MARKETS  DEBT  24.02%  10.55%  12.08%  11.93% 

GENERAL  BOND  18.88  3.43  7.16  5.92 

GEN.  MUNI  DEBT  (LEVERAGED)  16.55  15.08  5.72  5.88 

GROWTH  16.49  5.84  17.33  15.41 


GENERAL  U.S.  GOVT. 
SECTOR  EQUITY 
CONVERTIBLE  SECURITIES 
GROWTH  &  INCOME 


15.86 

13.50 

12.00 

9.44 


11.57 

11.01 

-0.85 

3.68 


8.19 
12.76 

9.75 
16.74 


5.98 
11.50 

9.61 
15.21 


GLOBAL 

WESTERN  EUROPEAN 


-12.13       8.38 
-13.19     -14.93 

Data:  lipper Inc. 


-13.12 
16.65 


7.57 
14.20 


veen  Investment  Management,  points  out 
that  when  equity-obsessed  shareholders 
redeemed  some  $13  billion  from  open- 
ended  muni  funds  last  year,  managers 
had  to  carry  huge  cash  balances.  Since 
the  yield  on  cash  is  far  less  than  the 
yield  on  munis,  returns  suffered.  Also, 
unlike  open-end  bond  funds,  closed-ends 
leverage  their  assets  to  buy  more  bonds. 
That  explains  how  some  have  recently 
sparkled,  as  the  cost  of  borrowing  has 
fallen  along  with  interest  rates.  By  the 
end  of  the  year,  share  prices  were  further 
boosted  by  investors  seeking  safer  in- 
vestments. "Many  investors  have  become 
risk-averse  and  have  moved  out  of  stocks 
into  cash,"  says  Fitzgerald,  whose  firm 


Stocks  and  Bonds 

at  a  Discount 

Closed-end  funds  that  trade  below 

the  value  of  their  assets. 

FUND                                                                          DISCOUNT' 

MERVC  DRAPER  FISHER  FUND  1 

-31.8 

LATIN  AMERICAN  DISCOVERY 

-20.4 

EMERGING  MARKETS  TELECOM 

-18.1 

H&Q  HEALTHCARE  INVESTORS 

-16.7 

LCM  INTERNET  GROWTH 

-15.9 

JOHN  HANCOCK  BANK  &  THRIFT 

-14.0 

R0YCE  MICRO  CAP  TRUST 

-13.9 

CENTRAL  SECURITIES  CORP 

-13.7 

JAPAN  0TC  EQUITY 

-12.5 

SCUDDER  GLOBAL  HIGH  INCOME 

-12.2 

TEMPLETON  EMERGING  MARKETS 

-10.5 

VAN  KAMPEN  MUNI  TRUST 

-11.1 

PETROLEUM  6  RESOURCES 

-10.4 

R0YCE  VALUE  TRUST 

-10.0 

EUROPE  FUND 

-9.9 

ADAMS  EXPRESS  COMPANY 

-9.4 

*As  of  Jan.  26,  2001                                         Data  Lipper  Inc. 

will  add  13  new  closed-end  fund 
to  its  roster  of  64  this  year  in  ar 
ticipation  of  a  surge  in  demanc 
"It's  entirely  possible  that  ir 
vestors  will  look  to  these  fund 
as  a  substitute  for  cash." 

When  it  comes  to  equit 
closed-end  funds,  prolonged  oul 
performance  ultimately  depend 
on  "good  stock-picking,"  says  Pai 
J.  Mazzilli,  a  Morgan  Stanle 
Dean  Witter  closed-end  analys 
Of  the  17  funds  Mazelli  coven 
14  outpaced  the  s&P  500  for  th 
past  three  years.  General  Amer 
can  Investors,  which  trounced  th 
s&P  by  21%  last  year,  is  on  avei 
age  18.6%  ahead  of  the  index  fc 
three  years  running.  Adams  Ei 
press  Co.'s  three-year  return  hs 
outdone  the  s&P  by  more  tha 
7.5%.  The  nice  part  is  that  ii 
vestors  have  owned  the  likes  of  Cisc 
General  Electric,  Wal-Mart,  and  Enron  i 
these  funds  at  a  discount,  while  still  ean 
ing  healthy  annual  dividends. 

If  you're  considering  buying  a  convei 
tional  open-ended  fund,  you  might  chec 
out  a  look-alike  closed-end  fund  insteai 
The  $1.9  billion  Invesco  Health  Science 
fund  saw  a  25.8%  return  in  2000.  N 
bad,  but  the  net  asset  value  of  the  closet 
end  $607  million  Invesco  Global  Healt 
Sciences  Fund  gained  32%,  even  thoug 
it's  run  by  the  same  manager,  John  I 
Schroer.  (He  left  Invesco  earlier  th 
month  to  start  his  own  hedge  fund 
More  than  that,  investors  bid  up  tl 
share  prices  of  the  fund,  so  they  gained 
roaring  46.4%. 

Closed-ends  have  an  advantage  ov< 
open-end  funds  when  it  comes  to  ma: 
agement  fees.  On  average,  closed-end  e< 
uity  funds  have  expense  ratios  that  aj 
about  a  half-percentage  point  less  thi 
open-end  funds  with  similar  categorie 
reports  Mazzilli.  With  the  stock  mark' 
no  longer  delivering  double-digit  returr 
those  fees  start  to  add  up.  And  the  d 
ference  is  especially  significant  when 
comes  to  bond  funds. 

As  word  gets  out,  discounts  will  ke< 
nan-owing.  But  don't  expect  instant  gr 
ification,  warns  Curt  Weil  of  Weil  ( 'apit 
Management  in  Palo  Alto,  Calif.  "Th 
offer  a  way  to  buy  assets  cheaply,  b 
they  require  patience"  for  the  discount 
narrow  and  make  your  return,  he  sa\ 
"Sometimes  it  has  taken  years."  The  $9 
billion  Tri-Continental  fund,  which  i 
vests  in  blue  chips  such  as  GE,  Microso 
and  Intel,  has  traded  at  a  premium  f 
just  two  weeks  since  '96.  Its  three  ye 
average  discount  in  a  market  I'avorh 
large  caps  was  about  18%.  Those  mil 
bers  don't  add  up  for  Daniel  Roe,  a  pri 
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"Financial  security  doesn't 
have  to  be  a  fairy  tale." 

Sdhih  Ferguson 
Schwab  Investor 


It's  about  knowing.  And  planning. 
And  making  smart  decisions. 

Introducing  the  Charles  Schwab  Stock  Explorer. 

It's  an  approach  that  helps  you  carefully  screen  stocks. 
For  potential  investment  ideas.  Online  or  off. 
The  featured  strategies  can  be  used 

as  a  starting  point  to  select  stocks. 
So  you  can  explore  the  potential  of  your  portfolio. 
And  start  planning  for  your  own  happily  ever  after. 

To  sample  the  new  Stock  Explorer,  visit  schwab.com 
and  click  on  'welcome'  or  call  1-800-739-5544. 


call 

1-800-739-5544 

click 

www.schwab.coni 


visit 

384  locations  nationwide 


Charles  Schwab 


101  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE  (1200-1 1321). 
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cipal  with  Budros  &  Ruhlin  Inc.  in 
Columbus,  Ohio.  "Would  we  like  to  buy 
these  companies  at  850  on  the  dollar? 
Absolutely,  if  we  can  sell  them  for  their 
full  value,"  he  says.  "Otherwise,  there  is 
no  bargain." 

There  are  other  risks  with  closed-end 
funds.  While  leverage  has  amplified  re- 


turns, it  could  exaggerate  losses  in  the  fu- 
ture. "Risky  strategies  help  them  move  to 
the  top  of  the  charts,"  says  Gregg  Wolper, 
senior  analyst  with  Chicago's  Morningstar 
Inc.  "But  they  can  run  into  deeper  prob- 
lems when  markets  turn  against  them." 
Leveraged  closed-end  bond  funds,  for  ex- 
ample, tanked  in  1994  worse  than  open- 


ended  bond  funds  as  higher  interest  rat 
ate  into  dividend  yields  and  increased  tl 
cost  of  borrowing. 

It's  not  easy  to  keep  in  step  with  tl 
market.  But  now  that  the  tempo  f 
closed-end  funds  has  picked  up,  it  loo 
like  a  good  time  to  give  them  a  whirl. 
By  Mara  Der  Hovanesian  in  New  Ya 


A  NICE  LITTLE  PLAGE  IN  THE  SUN 


You  might  think  the  epicenter  of  the 
closed-end-fund  world  lies  in  lower 
Manhattan,  near  Broad  and  Wall 
Streets,  where  most  of  them  trade. 
Nope.  You'll  find  it  instead  13  miles 
south  of  Miami  in  a  big,  three-story 
house  behind  a  thick  white  wall  with 
no  sign,  not  even  an  address.  Inside, 
past  a  late-model  Cadillac  and  an  or- 
ange Corvette,  is  the  workaday  lair  of 
Thomas  J.  Herzfeld,  Mr. 
Closed-End  Fund. 

Herzfeld  personifies 
these  eccentric  little  in- 
vestments not  just  by 
virtue  of  his  longevity — 
he  has  been  trading  them 
going  on  33  years — but 
by  his  ubiquity.  One  of 
his  firms  was  the  first 
broker  explicitly  to  focus 
on  closed-ends.  Another 
manages  its  own  closed- 
end,  Herzfeld  Caribbean 
Basin.  A  third  runs  pri- 
vate accounts  (current 
minimum:  $1  million) 
while  also  publishing  a 
newsletter,  the  closed-end 
bible.  It  posts  the 
Herzfeld  Closed-End 
Averages. 

Herzfeld  credits  the 
first  of  his  six  books,  1979's  The  In- 
vestor's Guide  to  Closed-End  Funds, 
with  gaining  him  guru  status.  "When  I 
first  got  started  in  closed-ends,  I  read 
his  book,"  says  Adam  G.  Shapiro,  prin- 
cipal of  Advantage  Capital  Manage- 
ment, a  $65  million  firm  competing 
with  Herzfeld's.  "He's  a  very  smart 
guy."  Herzfeld  himself  isn't  entirely 
sure:  "The  trouble  with  me  personally 
is  that  I'm  an  idiot  savant,"  he  says. 
"This  is  the  only  thing  I  know  how  to 
do." 

SIX  BINDERS.  Not  long  ago,  only  doing 
1 1  funds  seemed  like  a  first- 
icket  straight  to  the  bottom  of 
Okeechobee.  Investors  were  be- 
li  may  at  seeing  their  shares 


persistently  trade  at  discounts,  and 
new  issues  had  all  but  ended.  But 
sticking  to  his  own  little  niche  keeps 
paying  off  for  Herzfeld.  He  has  $100 
million  under  management,  on  which 
he  charges  1%  to  2%  a  year.  Although 
the  $9  million  Caribbean  Basin  Fund 
sank  29%  in  2000,  it's  up  nearly  20%  so 
far  this  year,  and  Morningstar  Inc. 
gives  its  longer-term  record  a  middling 


value,  the  other  for  its  market  price.  If 
the  market  price  is  below  NAV,  the 
fund  trades  at  a  discount.  Steep  dis- 
counts make  Herzfeld's  eyes  zoom  in. 
"To  oversimplify,  buy  when  discounts 
are  wide  and  sell  when  they  narrow," 
he  says.  "If  a  fund  is  worth  $10  and  it 
sells  at  $8,  it  doesn't  take  a  lot  of  com- 
plicated analysis." 

Late  last  year,  Herzfeld  found  just 
such  an  opportunity  in 

MR.  CLOSED-END  FUND       shares  of  mevc  Draper 

Fisher  Jurvetson  Fund 
TITLE  President,  Thomas  J.       L  A  venture-capital 
.H.erzfeld..&.C.0:  portfolio,  it  went  public 


headquarters  Unmarked 
house  in  Kendall,  Fla. 

WEB  SITE  www.herzfeld.com 

AGE  55 

FAMILY  wife,  Rutli;  son, 
Erik,  a  currency-derivatives 
trader;  daughter  Brigitta, 
language  student  in  Tokyo 

HOME  South  Miami  Beach 

TRANSPORTATION  Bright  or- 
ange 1976  Corvette;  two 
boats,  the  19-foot  Bumpy  and 
the  41-foot  Absolutli  Rutli 

Data:  BusinessWeek 


grade.  Last  year,  his  advisory  business 
had  its  best  returns  ever:  The  U.  S. 
equity  portfolio  was  up  nearly  50%,  his 
muni-bond  portfolio  35%. 

How  does  he  operate?  His  trading 
desk,  with  a  trio  of  big  computer 
screens  staring  at  him,  looks  at  first 
like  many  up  north  on  Wall  Street, 
where  he  started  in  1908  as  a  broker- 
trainee.  But  spend  some  time  by  his 
side  and  you'll  see  that  his  method  is 
more  abacus  than  algorithm. 

Each  trading  day,  Herzfeld  works 
his  way  through  six  unwieldy  seven- 
ring  gray  binders,  plotting  by  hand  the 
action  in  each  of  the  more  than  500 
closed-end  funds.  Every  chart  displays 
two  lines,  one  for  the  fund's  net  asset 


in  June  at  $20  a  share 
By  December,  it  had 
sunk  to  less  than  half 
that,  even  though  it  hac 
a  NAV  of  $18.58,  with 
$11.40  in  cash.  Herzfeld 
bought  heavily  at  an 
average  cost  of  $10.81. 
Trading  recently  below 
$13,  a  31.8%  discount  to 
NAV,  it's  still  a  steal  in 
his  view. 

Herzfeld  doesn't 
work  alone.  But  his 
staff  of  five,  including 
Cecilia  L.  Gondor,  an 
associate  of  17  years, 
and  his  wife,  Rutli,  who 
oversees  the  mom-and-pop  shop,  is  un 
usually  small.  That  keeps  the  closely 
held  firm's  costs  down  and  profits  up. 
Herzfeld  betrays  no  interest  in  selling- 
out,  as  open-end  fund  guru  A.  Michael 
Lipper  did,  to  Reuters  Group,  in  1998. 
"Then  we  would  have  to  work  for 
somebody,"  he  says.  "We're  just  real 
happy  the  way  things  are."  With  the 
average  account  up  0.8%  so  far  in 
2001,  clients  must  be,  too. 

/>'//  Itohcrl  llarkcr  in  Kendall,  Fla 


BusinessWeek!  online 


For  a  Q&A  with  Herzfeld,  go  to  barker  online 

at  www.businessweek.com/investor/ 

or  AOL  keyword:  BW  Daily 
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He  can  help  you  choose  between  a  nine  iron 

and  a  wedge.  But  can  he  help  you  choose 

between  a  CD  and  a  money  market  account? 


Some  people  are  just  good  listeners.  Now  one  of  them  can  be  your  banker. 

Not  everyone  whose  game  needs  a  little  help  can  play  a  few  rounds  with  the  course  pro. 
But,  fortunately,  those  who  need  a  little  help  with  their  savings  can  get  the  sound  financial 
guidance  of  an  expert  at  Bay  View  Bank.  That's  right,  at  Bay  View  you  can  still  talk  with 
real,  live  human  beings.  People  who  not  only  listen,  but  offer  invaluable  advice  on  how 
to  invest  your  hard-earned  money.  Leaving  you  to  concentrate  on  more  leisurely  pursuits. 

Call  1-800-BAYVIEW  for  a  branch  near  you  or  visit  www.bayviewbank.com 


Bay  View  Bank. 

Genuine  Interest' 


12000  Bay  View  Capital  Corporation.  Member  FDIC. 
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NOW  IT'S  EASIER,  FASTER  AND  BETTER 
THAN  EVER  TO  FLY  FRONTIER  ON  BUSINESS 


If  you're  serious  about  cutting  business  travel  expenses,  there  are  more  reasons  than  ever  to  fly 
Frontier.  Our  business  plan  is  to  keep  fares  affordable,  especially  for  business  travelers  flying  on 
short  notice. 


Frontier 

Major  Carrier 

One-Way  Fare* 

One-Way  Fare* 

Atlanta  to  San  Francisco 

$515.50 

$1124.00 

Baltimore  to  San  Diego 

$498.25 

$1103.00 

Chicago  to  Los  Angeles 

$451.75 

$1248.00 

Dallas/Ft.  Worth  to  Seattle 

$532.75 

$1089.00 

Minneapolis  to  Salt  Lake  City 

$349.00 

$    737.00 

New  York  to  Denver 

$511.75 

$  1079.00 

Kansas  City  to  Denver 

$335.50 

$    582.00 

'Sample  fares  shown  for  Frontier  are  one-way,  short  notice  reservations  based  on  our  current  Corporate  Savings 
Program  as  of  12/4/00.  Sample  fares  shown  for  Major  Carrier  are  also  based  on  one-way  short  notice  reservations. 
Up  to  $2.75  in  segment  taxes  and  up  to  $12  in  passenger  facilities  charges  also  apply.  A  flight  segment  is  defined  as 
one  take-off  and  one  landing.  Fares  are  subject  to  change  and  other  restrictions  may  apply. 

One-way  fares  to  assure  lowest  round-trip  price 
•  Fewer  restrictions  with  neither  a  Saturday  nor  overnight  stay  required 
•  Advance  seat  assignment 
1  Convenient  electronic  ticketing 
•  Frequent  flyer  miles 
1  New  online  technology: 
-  B2B  Portal  for  access  to  business  account  information 
■  Interactive  Route  Map  and  Calendar  (or  reservations  with  the  click  of  a  mouse 
-  Wireless  Right  Information  for  schedule  and  up-to-date  flight  status  via  Palm  Not™ 
-  Flight  Paging  System  notifies  of  flight  status  via  text-enabled  cell  phone,  pager, 
Palm  Pilot,  or  other  device 
-  Third  Party  Notification  to  inform  others  of  your  itinerary 

And  this  is  just  the  beginning  of  a  host  of  high-tech  services  designed  to  make 
your  Frontier  travel  experience  as  sophisticated  and  enjoyable  as  any  in  the  industry, 

Call  Frontier's  Corporate  Accounts  Desk  at  800-952-7637  about  our  money-saving  business  travel 
programs.  For  general  information  or  flight  reservations,  call  your  travel  agent  or  Frontier,  or  book  online. 


800-432-1359 

www.frontierairlines.com 
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"I  hate  waking  up  in  the  morning. 
But,  at  least  I  get  to  go  to  work!" 

-Ned  Jackson  Lovely,  ATGer  since  1999 


Finding  the  right  place  to  work  isn't  about  having  free  soda,  foosball,  and  a 

pool  table.*  It's  about  discovering  a  place  where  you  can  build  your  career  -  a 

place  that  combines  the  entrepreneurial  spirit  of  a  start-up  with  the  stability 

of  an  Internet  veteran.  That's  ATG.  We've  been  driving  our  industry  for  over 

5  years.  More  than  500  companies  around  the  globe  have  chosen 

ATG  Dynamo®  as  their  platform  for  scenario-driven  personalization, 

e-commerce,  and  online  customer  management. 

Does  your  career  need  a  wake  up  call?  Join  us  for  a  fresh  start.  Discover  the 
exciting  work  that  can  be  accomplished  when  genius  is  given  free  rein. 

Visit  www.atg.com  or  e-mail  your  resume  to  mni@atg.com. 


Cambridge  •  London  •  San  Francisco  •  Chicago  •  Toronto 
Dallas  •  Paris  •  Frankfurt  •  Amsterdam  •  Stockholm  •  Sydney 


'Of  course  ATG  has  all  of  these  things...  a  Ping-Pong  table,  a  big  screen  TV,  and  a  collection  of  comfy  bean  bag  chairs,  too.  And 
every  office  hosts  regular  socials  at  which  you  can  meet  all  of  our  new  faces  -  as  well  as  some  of  our  old  ones.  ©2000,  Art 
Technology  Croup,  Inc.  ATG,  Art  Technology  Group,  the  Techmark,  the  ATG  logo,  and  Dynamo  are  registered  trademarks  of 

Art  Technology  Group,  Inc.  ATG  is  an  equal  opportunity  employer. 


the  distance  between  you 

and  everything  you  care  about 

is  no  greater  than 

the  distance  between  you 

and  your  wireless  phone. 


attws-sf.com 
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WIRELESS  FROM  AT&T. 

YOUR  WORLD.  CLOSE  AT  HAND. 


AT&T 


CELLULAR  ONE  IS  NOW  AT&T  WIRELESS  SERVICES. 


We're  taking 
online  investing 
to  the 
next  stage. 


Introducing  Wells  Fargo  Securities  Online  Brokerage.  Offering  everything  you  expect  from  a  top  online 
brokerage.  Like  real-time  quotes.  Alerts.  Stock  screening  you  can  customize  any  way  you  like.  And  24-hour  customer 
service  seven  days  a  week.  Plus  you  get  the  convenience  of  online  banking  and  online  investing  all  in  one  place.  To  get 
startedJustvisitwellsfargo.com  or  call  I  -800-TRADERS.\NELLS  FARGO  SECURITIES  ONLINE  BROKERAGE 

Get  1 0  free  stock  trades  in  your  first  month. 

Enter  "FREE"  as  the  source  code  when  applying. 


INVESTMENT    PRODUCTS: 


NOT    FDIC    INSURED    •    NO     BANK    GUARANTEE    •    MAY    LOSE    VALUE 


Online  brokerage  accounts  offered  through  Wells  Fargo  Securities,  Inc.  (member  NASD/SIPC),  a  non-bank  affiliate  of  Wells  Fargo  &  Company.  Wells  Fargo  Securities  online  brokerage  accounts 
are  carried  and  cleared  through  Fiserv  Securities,  Inc.  (FSI),  member  NYSE/NASD/SIPC.  FSI  is  not  affiliated  with  Wells  Fargo  Securities,  Inc.,  or  any  affiliate  of  Wells  Fargo  &  Company.  Financial 
Consultants  are  registered  representatives  of  Wells  Fargo  Securities,  Inc.  System  response  times  and  account  access  may  vary  due  to  a  variety  of  factors,  including  market,  system  and  other  conditions. 


ast  year,  we  worried  that  Y2K  meant  the  lights  going 
out  at  the  stroke  of  midnight.  It  didn't  happen  then, 
but  it  did  happen  in  July,  August,  September  and  December. 
And  it  will  happen  again. 


A  strong  economy  and  the  growth  of  the  internet  caused  energy  use  to 
increase  beyond  all  expectations.  Meanwhile,  uncertainty  about  the  future 
had  put  plans  for  new  generating  capacity  on  hold.  New  power  plants  are 
now  in  the  pipeline,  but  these  take  years,  not  months,  to  complete. 

We  can  help.  Capstone  MicroTurbines'"are  available  now. They  produce  reliable,  environmentally 
friendly  electricity  onsite  to  meet  your  business's  needs.  Clean  and  simple. 

The  energy  future  will  be  a  partnership  of  clean,  onsite  power  working  along  with  traditional 
ways  of  generating  and  distributing  power.  To  secure  your  energy  future  today,  call  toll  free  at 
866-4 -CAPSTONE  (866-422-7786),  or  see  our  website  at  www.microturbine.com 


§  Capstone  MicroTurbine 


Power  when  and  where  you  need  It. 
Clean  end  simple. 
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egal  Affairs 


TIGATION 


HE  WIND  SHIFTS 
OR  MICROSOFT 

try  Gates's  courtroom  prospects  are  improving 


||  uring  Microsoft  Corp.'s  landmark 
I  antitrust  trial,  the  company  often 
"  seemed  seriously  out  of  touch  with 
lity.  When  its  witnesses  were  torn  to 
■eds  by  government  lawyers,  chief 
insel  Bill  Neukom  dismissed  the  em- 
rassing  spectacle  as  mere  "courtroom 
;atrics."  When  Judge  Thomas  Pen- 
d  Jackson  ordered  Microsoft  split  in 
3,  Chairman  William  H.  Gates  III 
t  shrugged  and  said  he  would  win 
!  next  round.  Was  the  software  gi- 
.  living  in  a  parallel  universe  where 
ecasts  were  always  rosy? 
Vlaybe  not.  Microsoft's  optimism  no 
ger  seems  quite  so  far-fetched.  In  the 
it  few  weeks,  its  legal  prospects  have 
rkedly  improved.  On  Jan.  12,  U.S. 
itrict  Judge  J.  Frederick  Motz  dis- 
ised  20  consumer  class  actions  against 
:rosoft.  A  week  later,  George  W 
sh,  who  probably  never  would  have 
d  the  company  in  the  first  place,  was 
>rn  in  as  President.  And  on  Jan.  23, 
irosoft  settled  its  long  legal  battle 
h  Sun  Microsystems  Inc.  for  a  paltry 
•  million. 

>oking  UP."  The  next  big  event  on 
Tosoft's  legal  calendar  is  a  showdown 
h  the  government  before  the  Dis- 
!t  of  Columbia  Court  of  Appeals  on 
b.  26.  And  some  tea-leaf  readers 
ak  the  appeals  court  may  have  al- 


ready revealed  a  pro-Microsoft  bias.  In 
dealing  with  friend-of-the-court  briefs, 
filed  by  parties  that  aren't  directly  in- 
volved in  the  suit,  the  D.C.  Circuit  or- 
dered the  entire  anti-Microsoft  chorus- — 
AOL  Time  Warner  Inc.  and  three  trade 
groups  representing  much  of  the  high- 
tech  world — to  collaborate  on  a  single 
brief.  Meanwhile,  just  about  anybody 
with  a  pro-Microsoft  view  filed  individ- 
ually, including  the  Association  for  Com- 
petitive Technology  and  the  Center  for 
the  Moral  Defense  of  Capitalism,  a 
fringe  organization  that  considers  anti- 
trust law  unconstitutional. 

Add  it  all  up,  and  Microsoft's  legal 
picture  is  sunnier  than  it  has  been  in 
years.  "No  question  about  it,  things  are 


definitely  looking  up  for 
them,"  says  Brookings  In- 
stitution antitrust  expert 
Robert  E.  Litan. 

To  be  sure,  there  are 
some  dark  clouds  on 
the  horizon.  Even  if 
the  Bush  Administra- 
tion decides  to  take  it 
easy  on  Microsoft,  there  are 
still  19  state  attorneys  general 
pushing  the  government's  an- 
titrust case.  And  while  many  con- 
sumer class  actions  against  the  com- 
pany have  been  dismissed,  Microsoft 
faces  the  prospect  of  private  lawsuits 
filed  by  the  companies  it  allegedly  in- 
jured, including  aol  Time  Warner,  IBM, 
Gateway,  and  many  others. 
BLUSTER.  But  even  these  threats  may 
not  be  as  menacing  as  they  originally 
seemed.  Consider  state  attorneys  gen- 
eral. In  public,  they  have  made  a  show  of 
hawkishness,  vowing  to  seek  a  breakup 
no  matter  what  stance  the  Justice  Dept. 
takes  towards  Microsoft.  "It  makes  little 
difference  to  us  what  the  Bush  Adminis- 
tration does,"  says  Connecticut  Attor- 
ney General  Richard  Blumenthal.  "We'll 
do  whatever  needs  to  be  done." 

But  behind  the  bluster,  the  attorneys 
general  are  not  the  unified  force  they 
claim  to  be.  Of  the  19  original  AGs,  the 
two  from  Ohio  and  Illinois  oppose  the 
plan  to  divide  Microsoft  in  half.  Two 
others,  from  North  Carolina  and  Utah, 
relinquished  their  posts  to  newcomers 
who  have  been  noncommittal  about  the 
case.  Of  the  remaining  15,  the  AGs  rep- 
resenting California,  Connecticut,  Iowa, 
Maryland,  Massachusetts,  New  York, 
and  Wisconsin  are  thought  to  be  most 
devoted  to  breakup.  One  source  familiar 
with  the  state  camp  says  if  Bush  wants 
to  settle  for  less  than  that,  there  would 
probably  be  more  defections.  "There  are 
eight  or  ten  [who]  seem  to  be  commit- 
ted to  this  case,"  says  this  lawyer.  "The 
others  might  peel  off." 

After  Judge  Jackson  issued  his  damn- 
ing legal  ruling,  Microsoft  was  expected 


THE  NEW  LINEUP 


On  Feb.  26,  Microsoft's  legal  battle  with  Uncle  Sam  moves  to  a  Washington 
appeals  court.  For  Round  Two,  new  faces  will  be  arguing  the  case. 


JUSTICE  DEPT.  Gone 
are  antitrust  chief 
Joel  Klein  and  super- 
lawyer  David  Boies. 
Now  the  case  will  be 
managed  by  Justice's 
David  Frederick  and 
Jeffrey  Mi  near. 


MICROSOFT  Avuncular 
John  L.  Warden  will  be 
replaced  by  his  Sullivan 
&  Cromwell  colleague 
Richard  J.  Urowsky.  D.C. 
attorney  Carter  Phillips 
has  been  added  for  his 
appellate  expertise. 


ATTORNEYS  GENERAL 

The  states,  represented 
at  trial  by  Stephen 
Houck,  a  former  New 
York  Assistant  Attorney 
General,  are  hiring  ap- 
pellate specialist  John 
G.  Roberts  Jr. 


—^——mm.- 
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to  be  slammed  with  a  wave  of  private 
antitrust  litigation.  It  hasn't  turned  out 
that  way.  A  key  reason:  Many  of  the 
companies  Jackson  said  were  injured  by 
Microsoft's  actions  have  refrained  from 
filing  suits.  The  most  important  one  is 
aol  Time  Warner.  Having  bought 
Netscape  Communications  Corp.,  the 
company  could  sue  Microsoft  for  poten- 
tially billions  of  dollars  in  lost  profits, 
since  Netscape  was  the  software  mak- 
er's prime  victim.  Under  antitrust  law, 
that  sum  could  then  be  tripled  with  a 
finding  of  guilt. 

aol  Time  Warner  refuses  to  discuss 
its  intentions.  But  notwithstanding  the 
potentially  immense  recovery,  many  in 
the  industry  doubt  it  will  ever  file  suit. 
Among  other  things,  AOL  Time  Warner 
is  itself  a  new  media  giant.  Some  spec- 
ulate it  may  be  unwilling  to  establish 
antitrust  precedents  that  could  later  be 
used  to  thwart  its  own  growth  plans. 
By  arguing  that  Microsoft  should  share 
data  about  its  copyrighted  software  with 
competitors,  for  example,  aol  Time 
Warner  might  be  helping  to  create 
broad  legal  precedents  that  would  re- 
quire it  to  share  access  to  its  cables, 
set-top  boxes,  and  proprietary  software. 
imaginary  WORLD.  Industry  sources  say 
PC  makers  and  Microsoft's  software  ri- 
vals are  also  holding  their  fire  until  they 
know  how  much  of  Jackson's  ruling  will 
stand,  since  their  cases  depend  on  the 
outcome.  The  companies  need  the 
strongest  possible  legal  foundation  be- 
cause "they're  still  scared  stiff  of  Mi- 
crosoft," says  one  high-tech  executive. 

While  the  companies  Microsoft  did 
business  with  largely  haven't  sued, 
lawyers  representing  consumers  have. 
But  many  of  these  suits  suffer  from  a  fa- 
tal flaw:  Most  people  don't  directly  pur- 
chase Windows.  That  means  they  have 
no  grounds  for  suing  Microsoft  in  feder- 
al court,  according  to  Judge  Motz,  under 
the  1977  Supreme  Court  case  Illinois 
Brick  Co.  v.  Illinois.  And  this  precedent 
will  also  kill  many  of  the  remaining  state 
class  actions. 

Even  so,  a  few  states  have  passed 
laws  that  repeal  Illinois  Brick.  Lawyers 
are  taking  cases  to  those  jurisdictions. 
But  even  there,  the  plaintiffs  are  likely 
to  have  a  hard  time.  To  win,  the 
lawyers  must  persuade  a  jury  that  Mi- 
crosoft's predatory  practices  resulted  in 
artificially  high  prices.  "You  essentially 
have  to  reconstruct  a  world  that  never 
existed,"  says  Eugene  Crew,  the  San 
Francisco  attorney  leading  a  California 
class  action  against  Microsoft.  He  ad- 
mits this  is  a  difficult  task.  And  Mi- 
crosoft has  a  strong  defense:  It  will  be 
able  to  argue  that  its  opponents  are  the 
i  a  parallel  universe. 
>u;>  Carney  in  Washitiglxm,  D.C., 
■iy  Greene  in  Seattle 
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PHARMACEUTICALS 
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SPOTTING  DISEASE 
BEFORE  IT  ARRIVES 

New  tests  for  genetic  markers  save  lives-and  spin  profits 


. 


Colorectal  tumors  claimed  the  lives  of 
more  than  60,000  U.S.  citizens  in 
2000.  Many  of  those  deaths  could 
have  been  prevented  by  routine  colono- 
scopies. But  lots  of  people  dread  this 
procedure — and  no  wonder.  Patients 
must  endure  an  arduous  purging  process 
before  showing  up  at  the  hospital  or 
doctor's  office.  And  while  the  test  itself 
takes  only  one  hour,  it's  uncomfortable 
and  requires  a  full  day's  recuperation. 

Exact  Sciences  Corp.  sees  a  day 
when  such  procedures  won't  be  neces- 
sary. The  five-year-old  biotech  compa- 


ny in  Maynard,  Mass.,  has  developed 
way  to  examine  the  genes  in  excret 
cells  for  abnormalities  that  develop  1 
fore  precancerous  lesions  appear.  Ea: 
studies  at  the  Mayo  Clinic  in  Rochestf 
Minn.,  suggest  that  the  test  accurat^ 
spots  91%  of  all  patients  with  colorec 
cancer  and  73%  of  those  with  premal 
nant  polyps,  with  no  false  positives, 
additional  clinical  trials  support  th<  [ 
findings,  this  patented  DNA  test  coi 
prevent  thousands  of  cancer  deaths  ei  I 
year,  say  the  Mayo  researchers. 

Most  scientists  agree  that  a  wealth  n 


Studying  Genes  To  Predict  Trouble 

It  could  be  years  before  doctors  spin  their  knowledge  of  the  human  genome 
into  cures  for  disease.  But  the  first  gene-based  tests  are  already 
helping  to  predict  who  is  at  risk.  The  new  gene-testers  include: 


COMPANY 

DIAOEXUS 

DIGENE 

MILLENNIUM  PHARMACEUTICALS 

MYRIAD  GENETICS 

VYSIS 

EXACT  SCIENCES 


LOCATION 

Santa  Clara,  Calif. 
Gaithersburg,  Md. 
Cambridge,  Mass. 
Salt  Lake  City,  Utah 
Downer's  Grove,  III. 
Maynard,  Mass. 


TEST 

Lp-PLA2 

HPV 

Melastatin 

Colaris 

PathVysion 

(unnamed) 


DISEASE 

Heart  disease 
Cervical  cancer 
Skin  cancer 
Colorectal  cancel 
Breast  cancer 
Colorectal  cance 
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w  medicines  will  eventually  emerge 
>m  nature's  newly  cracked  database, 
j  human  genome.  But  the  celebrations 
ggered  by  that  promise  have  all  but 
i|>s.  (I  another  fantastic  boon:  the  birth 
a  new  breed  of  diagnostics.  Doctors 
■  especially  thrilled  because  tests  such 
the  one  from  Exact  Sciences  will  do 
>re  than  just  indicate  who  is  at  risk  for 
Base.  They'll  allow  doctors  to  identify 
Jecular  changes  that  herald  the  onset  of 


As  Wilkin  sees  it,  the  human  genome 
could  house  up  to  50,000  genes.  Even  if 
just  1%  of  them  turn  out  to  be  useful 
diagnostic  markers,  that  would  mean  at 
least  500  additional  commercial  tests. 
All  of  them,  like  therapeutic  drugs,  will 
have  to  prove  their  efficacy  in  Food  & 
Drug  Administration  trials.  But  unlike 
drugs,  which  enter  the  patient's  blood- 
stream, diagnostics  don't  have  to  un- 
dergo strict  safety  testing.  That  means 


eager  to  learn  the  answers  and  tired  of 
"feeling  like  a  walking  cancer,"  Rebecca 
joined  a  study  run  by  Duke  University. 
When  the  results  came  back  negative, 
"I  regained  hopes  of  building  a  career 
and  dreams  of  having  more  children," 
says  Rebecca,  who  asked  BusinessWeek 
not  to  use  her  last  name. 

One  of  the  brightest  stars  in  this 
nascent  business  is  DiaDexus,  which 
plans  to  go  public  in  the  next  few 


The  American  Cancer  Society  says  200,000  women  a  year 
get  breast  cancer.  But  traditional  biopsies  don't  really 
tell  how  tast  a  woman's  cancer  may  spread,  so 
many  doctors  prescribe  high  doses  ot  chemo, 
even  though  30%  don't  need  it.  A  test  trom 
Vysis  Inc.  may  help.  Women  who  carry  just 
two  copies  ot  a  specific  gene  called  her2  (left, 
red  dots)  have  less  aggressive  tumors — treat- 
able with  moderate  doses.  Women  with  more  than 
two  copies  of  the  gene  (right,  red  dots)  have  faster- 
growing  tumors  that  require  intensive  treatment. 


months.  The  company  is 

How  Diagnostics  Personalize  Medicine  ZttSSL'SZ 

ence  of  its  Lp-PLA2 
marker  in  a  patient's 
blood  can  double  that 
person's  risk  of  a  heart 
attack,  regardless  of 
cholesterol  levels.  If  the 
trial  goes  well,  Dia- 
Dexus may  be  able  to 
identify  healthy  people 
with  normal  cholesterol 
levels  who  are  at  risk 
of  heart  problems.  The 
test  alone  could  be 
worth  millions  in  annual  revenue. 

The  ability  to  help  patients  and  doctors 
navigate  among  different  treatment  op- 
tions lies  at  the  heart  of  these  new  tests. 
Millennium  Pharmaceuticals,  for  exam- 
ple, is  working  with  Becton,  Dickinson 
&  Co.  to  market  a  new  test  that  identifies 
which  deadly  melanomas  are  most  likely 
to  metastasize.  Based  on  this  informa- 
tion, oncologists  can  more  effectively  iden- 
tify patients  who  require 
the      most      aggressive 
chemotherapy  while  the 
cancer  is  still  treatable. 

Before  the  diagnostics 
market  really  takes  off, 
however,  a  myriad  of  le- 
gal, medical,  and  reim- 
bursement issues  must 
be  settled.  Patients  may 
avoid  testing  because 
they  fear  what  insurance 
companies  and  employ- 
ers will  do  with  the  in- 
formation. And  doctors 
may  opt  not  to  adminis- 
ter novel  diagnostics,  ei- 
ther because  the  results 
are  tricky  to  interpret  or  because  the 
tests  don't  alter  treatment  options. 

While  lawyers  and  genetic  counselors 
work  to  resolve  such  issues,  researchers 
continue  to  identify  new  markers.  They 
are  convinced  that  these  will  translate 
into  a  big  business.  And  once  the  tests 
are  widespread,  medicine  will  never  be 
the  same. 

By  Ellen  Licking  in  New  York,  with 
Rochelle  Sharpe  in  Boston 


iurges  such  as  cancer  and  heart  dis- 
le  before  symptoms  appear. 
The  result  will  be  nothing  less  than  a 
'olution  in  medicine,  predicts  Gregory 
Critchfield,  director  of  diagnostics  at 
Tiad  Genetics  Inc.,  a  Salt  Lake  City 
.fit  that  currently  markets  three  gene- 
?ed  tests.  "With  these  new  tools,  we 
i  shift  from  diagnosing  disease  to  ac- 
dly  preventing  it,"  he  says. 
Many  of  these  companies  have  been 
ling  away  quietly,  far  from  the  riotous 
;na  of  biotech  investment.  In  addition 
Exact  Sciences,  there's  DiaDexus  Inc., 
joint  venture  between  SmithKline 
echam  Corp.  and  Incyte  Genomics 
:.,  which  has  identified  a  fatty  protein 
led  Lp-PLA2  that  may  be  a  marker  for 
vet  disease.  Two  other  companies,  Vy- 

Inc.  and  dako  a/s,  have  developed 
iv  breast  cancer  tests.  And  in  Britain, 
mini  Genomics  PLC  and  Axis-Shield 
3,  both  in  Cambridge,  will  launch  a 
gnostic  for  osteoporosis. 
NDWAGON.  It  may  be  years  before 
:h  tests  make  a  dent  in  the  $19  billion 
ibal  market  for  conventional  medical 
ts — the  familiar  panoply  of  blood  and 
sue  assays  dominated  by  the  likes  of 
che  Diagnostics  Corp.  and  Abbott 
boratories.  But  these  giants  are  also 
•owing  their  weight  behind  the  new 
A  tests,  as  are  biotech  stars  Myriad 
i  Millennium  Pharmaceuticals  Inc.  All 
d,  says  Scott  Wilkin,  an  analyst  at 

Cowen  Securities  Corp.,  more  than 

companies  are  crowding  into  this 
rket.  Wilkin  estimates  sales  will  jump 

25%  in  the  next  five  years. 


the  time  from  discovery  to  market  could 
be  as  short  as  four  years,  as  opposed  to 
as  much  as  10  years  for  pharmaceuti- 
cals. "We  are  at  the  beginning  of  a  pe- 
riod of  explosive  growth,"  says  Wilkin. 

Intellectual-property  rights  add  to 
the  luster  of  diagnostic  startups.  Most 
traditional  tests  aren't  protected  by 
patents.  So  they  retail  for  tens  of  dol- 
lars, with  profit  margins  of  pennies  at 
best.  But  dna  tests  come 
with  precious  patent  safe- 
guards, allowing  compa- 
nies to  charge  a  premi- 
um   for   their   insights. 
Genzyme    Genetics,   for 
example,  offers  a  prenatal 
test  to  detect  cystic  fi- 
brosis for  $235.  Myriad 
charges  nearly  $2,600 — 
reimbursable  by  most  in- 
surance companies — for  a 
test  that  identifies  inher- 
ited abnormalities  tied  to 
an     increased     risk     of     CaXl  C.Tl£LIgC 
breast  cancer. 

For  patients,  these  premiUm  pUCCS 
tests  can  be  a  godsend,  as 
a  31-year-old  Raleigh  (N.  C.)  woman 
named  Rebecca  can  attest.  When  she 
was  seven,  her  mother  had  a  double  rad- 
ical mastectomy  to  treat  an  aggressive 
form  of  cancer.  Twenty-two  years  later, 
the  family  learned  that  Rebecca's  mother 
carried  specific  mutations  in  a  gene  called 
BRCAl  that  were  statistically  linked  to 
increased  breast  disease.  Had  Rebecca 
inherited  those  alterations?  What  about 
her  18-month-old  daughter?  Last  year, 
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I  he   world    is    humming    along.    Everyil.iy    things    are    being 
i   invented,    getting   smarter,    stronger,    easier   to   use.    Isn't 

it   time   that   utilities    caught   up?   Okay.    We'll    go    first. 


>evelopments  to  Watch 


ITED  BY  ELLEN  LICKING 


TURE'S  VACUUM: 

ERNTHAT 

CKS  UP  ARSENIC 


1ENIC  CLEANUP  IS  A  TOP 
>rity  for  the  Environmen- 
Protection  Agency.  In 
-January,  federal  regula- 
i  reduced  the  permitted 
jl  of  arsenic  in  drinking 
er  from  50  parts  per  bil- 
to  10  ppb.  To  comply 
i  this  new  standard,  the 
erican  Water  Works  Assn. 
mates  at  least  10%  of  the 
on's  water  providers  must 
some  serious  cleanup. 
b  solve  the  problem  com- 
ely, however,  engineers 
need  to  go  to  the  source: 
dreds  of  acres  of  soil  con- 
dnated  by  arsenic-laced 
ite  from  manufacturing 
its  and  other  businesses. 


Typically,  that  would  entail 
carting  away  and  storing 
thousands  of  tons  of  contami- 
nated earth.  New  research 
published  in  the  Feb.  1  issue 
of  Nature  suggests  a  better 
and  cheaper  way:  enlisting 
the  lowly  brake  fern. 

The  ability  of  w-^ 
plants  and  trees  to  •£>  ~ 
vacuum  up  heavy  jj^Ki^/ 
metals  such  as  ■ 
zinc  and  nickel 
from  soil  has 
long  been 
known.  But 
until  recently, 
no  one  had  ever  discov- 
ered a  plant  that  could  suck 
up  arsenic.  To  find  one  that 
did  so,  Lena  Q.  Ma,  a 
chemist  at  the  University  of 
Florida,  collected  15  differ- 
ent plant  species  growing 
near  arsenic-laden  soil  and 


tested  them  to  see  how  much 
of  the  metal  they  had  accu- 
mulated. Only  the  brake  fern 
contained  significant  amounts 
of  arsenic — as  much  as  7,500 
parts  per  million,  which  is 
more  than  200  times  the  lev- 
el seen  in  the  soil, 
jb/y  ^  Ma  notes  that  high 
^  levels  of  arsenic  kill 
most  plants,  gum- 
ming up  the  in- 
ner workings  of 
their  cells.  But 
the  brake  fern 
seems  to  thrive 
on  the  poison  and 
actually  grows  bet- 
BRAKE  ter  in  its  presence. 
FERN  jy[a  believes  the 
plant  actually  stores  the  ar- 
senic in  a  nontoxic  form  in 
its  fronds.  Once  the  metal  is 
in  the  plant,  it's  no  longer  a 
hazard.  □ 


AD  NEWS  FOR  TEETH  GRINDERS 


UNDING  OR  CLENCHING 

"  teeth  during  sleep  has 
ng  been  linked  to  tooth 
ss,  headaches,  and  jaw 
lin.  An  international  team 
'  sleep  researchers  has 
und  a  link  between  this 
Tidrome,  known  as  brux- 
m,  and  sleep  apnea,  which 
volves  potentially  deadly 
ips  in  breathing  during 
eep. 

The  study,  published  in 
e  January  issue  of  Chest, 


hinges  on  interviews  with 
more  than  13,000  people  in 
Britain,  Germany,  and  Italy. 
The  findings  suggest  that 
bruxism  is  not  only  a  seri- 
ous medical  condition  but 
also  extremely  common. 
About  8%  of  those  surveyed 
reported  grinding  their 
teeth  at  least  once  a  week, 
suggesting  that  27  million 
Americans  may  be  afflicted. 

Both  the  exact  cause  of 
bruxism  and  its  link  to  sleep 


apnea  remain  unclear.  Dr. 
Maurice  M.  Ohayon,  a  sleep 
expert  at  the  Stanford  Uni- 
versity School  of  Medicine 
and  the  study's  lead  re- 
searcher, suspects  that  brux- 
ism and  sleep  apnea  share 
the  same  anatomical  cause, 
perhaps  an  abnormality  of 
the  jawbone  or  jaw  muscles. 
He  urges  doctors  and  den- 
tists who  see  signs  of  brux- 
ism, such  as  unusual  wear 
and  damage  to  the  teeth,  to 
check  for  sleep  apnea,  which 
can  be  treated.     Mitch  Nelin 


iOGENIC    BACTERIA    AND 

fi  tend  to  travel  in  packs, 
ning  slimy  communities 
^d  biofilms.  The  implica- 
s  add  up  to  a  medical 
itmare:  Doctors  estimate 
at  least  5%  of  the  pa- 
ts who  receive  stents  and 
eters  each  year  develop 
'e  infections  from  biofilms 
ving  on  their  devices, 
ntists  are  beginning  to 
erstand  how  and  when 


bacteria  form  these  sticky 
mats.  But  little  is  known 
about  the  colonies  formed  by 
Candida  and  other  fungi. 
That  may  soon  change,  how- 
ever, thanks  to  a  new  line  of 
investigation  described  in  the 
Feb.  2  issue  of  Science. 

Todd  B.  Reynolds  and  Ger- 
ald R.  Fink,  both  of  the 
Whitehead  Institute  at  Mass- 
achusetts Institute  of  Tech- 
nology, have  discovered  a 
way  to  make  ordinary  bak- 
er's yeast  form  biofilms. 
When  the  yeast  cells  are 
grown  on  a  mucus-like  sur- 
face,    they     quickly     form 


amazing,  flower-like  blooms. 
With  the  blooms  in  hand, 
the  researchers  pinpointed 
genes  that  might  play  a  role 
in  the  process.  And  they 
found  that  mutations  in  an 
adhesive  protein  called 
Flollp,  which  is  lo 
cated  on  the  yeast's 
outer  cell  wall, 
prevent  biofilm 
formation.  The 
next  challenge 
is  to  identify  com- 
pounds that  gum  up 
this  protein  and  halt 
the  formation  of  the 
films.  □  1 


INNOVATIONS 


■  Get  out  your  binoculars: 
It's  time  for  the  Great  Back- 
yard Bird  Count  (gbbc).  The 
National  Audubon  Society 
and  the  Cornell  Lab  of  Or- 
nithology are  recruiting  thou- 
sands of  volunteers  to  partic- 
ipate in  a  four-day  avian 
extravaganza,  scheduled  to 
begin  on  Feb.  16.  By  tracking 
the  number  and  types  of 
birds  that  live  near  their 
homes,  citizens  can  help  re- 
searchers monitor  species  in 
trouble,  such  as  the  red-head- 
ed woodpecker,  and  spot  im- 
portant changes  in  migration 
habits.  Results  will  be  posted 
on  the  Net:  http://birdsource. 
cornell.edu/gbbc. 

■  Sweet  potatoes  are  rich 
in  vitamin  A  and  can  be 
grown  almost  anywhere  in 
the  world.  But  many  peo- 
ple are  put  off  by  the 
sweetness.  After  10  years 
of  breeding  experiments, 
researchers  at  the  Univer- 
sity of  Georgia  have  found 
a  way  to  block  the  enzyme 
responsible  for  sugar  pro- 
duction. The  result  tastes 
like  a  white  potato  but  is 
more  nutritious. 

■  What  differentiates  a  good 
pizza  from  a  great  one?  The 
mozzarella,  of  course.  Cheese 
producers  normally  employ 
human  tasters  who  spend 
months  learning  to  distin- 
guish the  delicious  from  the 
merely  palatable.  Now,  food 
scientists  at  the  Istituto 
Agrario  di  San  Michele  in 
Italy  have  created  an  instru- 
ment with   electronic  taste 

a  TitTE  «»  buds  as  sensi- 
A  TASTE  OF      .  , 

TECH:       *-lve  as  those  of 
PIZZA   buffalo  mozza- 
rella aficionados. 


CELLPHONES 
THAT  MORPH 

WITH  DIGITAL 
ORGANIZERS 


Handhelds 
That 
Do  It  All 


Hybrid  gadgets  are  growing 

BY  LARRY  ARMSTRONG 

You've  got  a  cell  phone  in  one  pocket 
and  a  handheld  organizer  in  the  oth- 
er. Or,  more  likely,  the  phone  is  in 
your  hand  and  the  organizer  is 
perched  on  your  knee,  your  free  hand 
jabbing  at  both  to  look  up  a  phone 
number  and  punch  it  into  the  phone. 
Someday,  you  pray,  someone  will  find  a  way 
to  combine  the  two  indispensable  tools  into  a 
single  gadget. 

You're  finally  in  luck.  The  first  practical 
hybrids  are  just  now  coming  to  market,  jump- 
starting  the  race  to  come  up  with  the  con- 
summate handheld  business  machine.  Phone 
makers  are  trying  to  squeeze  such  must-have 
organizer  features  as 
calendars,    address 
books,  and   to-do  lists 
into     your     wireless 
phone.  Handheld  com- 
puter makers  want  to 
give  their  pocket  organizers  the  prowess  to 
handle  your  e-mail  and  Web  surfing,  and  even 
your  ordinary  voice  calls. 

I've  been  playing  around  with  a  trio  of  these 
all-in-one  gizmos.  There's  the  cleverly  designed 
Visor  Phone,  which  hooks  on  to  the  back  of  any 
Handspring  Visor,  a  personal  digital  assistant 
that's  compatible  with  the  popular  Palm  family. 
The  second  is  Sprint  pcs's  TP3000  model,  a  combo 
PDA  and  phone  made  by  Korea's  LG  Electronics. 
Those  both  reached  the  market  late  last  year. 
And  I  took  an  early  peek  at  the  Smartphone 
coming  next  month  from  Kyocera  Wireless,  the 
Japanese  company  that  took  over  Qualcomm's 
wireless  phone  handset  business.  My  conclusion: 
The  phone  crowd  has  the  early  lead. 
HANDS  FREE.  As  a  phone,  the  VisorPhone  is  the 
least  successful  of  the  three.  It's  an  ingenious 
piece  of  engineering,  but  it's  still  clearly  a  com- 
promise. The  tip-off?  You  buy  it  in  two  pieces: 
$14!)  to  $449  for  the  Visor,  and  $499  for  the 
VisorPhone  attachment.  The  VisorPhone  part  is 


available    only    from    Handspring's    Web 
(www.handspring.com),  and  you  can  get  i 
$299  if  you  sign  up  for  wireless  service 
Pacific  Bell  or  BellSouth  Mobility  at  the 
time.  The  phone  module  snaps  into  the  expa 
slot  on  the  back  of  the  Visor  and  has  a  sei 
cular  plastic  piece  with  speaker,  buttons 
antenna  that  peeks  over  the  top  of  the  I'D.1 
I  feel  awkward — and   probably  look  fun 
holding  the  8-inch-by-6-inch  Visor  up  to  raj) 
to  make  a  phone  call.  But  it  worked  line.  Afci 
ter  I  >et  is  to  use  the  earbud,  an  earpiece  .mi 


crnphone  on  a  cord,  that's  included. 
That  way  your  hands  are  free  to 
look  up  data  or  take  notes. 

This  phone  doesn't  have  a 
traditional  keypad.  To  make  a 
call,  you  push  the  phone  but- 
ton. That  displays  your  first 
10  speed-dial  entries  on  the 
Visor's   screen.    (You   can 
store  up  to  50.)  A  second 
push  brings  up  a  touch- 
screen keypad,  which  lets 
you  dial  by  punching  in  a 
phone  number.  But  the 
real     power     of     these 
phones  is  the  ability  to 
call  any  number  in  your 
contact    list — you     can 
store  thousands  of  them 
— simply  by  tapping  on 
the  name  or  number. 

One  weakness  of  the 
VisorPhone  is  its  geo- 
graphic    coverage.     It 
works  only  on  so-called 
GSM  systems,  which  are 
only  available  in  about 
two-thirds  of  the  U.S. 
And  it  won't  work  on 
the  gsm  standard  used  in 
Europe  and  Asia.  Anoth- 
er quibble:  While  the  Vi- 
sorPhone can  act  like  a 
wireless  modem,  it's  not 
set  up  for  e-mail  or  Web 
browsing.    If  you    want 
those  functions,  you'll  have 
to  download  the  software 
and  install  it  yourself. 

Its  biggest  drawback, 
however,  is  size.  At  best, 
this  is  a  9-to-5  phone,  great 
for  carrying  around  the  of- 
fice or  tossing  in  your  brief- 
case when  you  travel.  But 
it's  not  the  phone  you're  go- 
ing to  slip  into  a  pocket  for 
evenings  and  weekends.  That 
'    means  you'll  probably  end  up 
with  two  phones,  two  phone 
numbers,  two  service  contracts — 
not    exactly    what    you    want    if 
you're  trying  to  pare  down  your 
paraphernalia. 

The  models  from  phone  companies  don't 

lave  that  problem,  though  they're  clearly  not 

^  tiny,  shiny  numbers  that  are  all  the  rage 

;h  the  Hollywood  set,  either.  And,  unlike 

ndspring,  they  haven't  left  out  the  features 

'  .t  today's  mobile-phone  users  have  come  to 

)ect,  such  as  a  built-in  speakerphone  and 

p  ce  dialing,  as  well  as  complete  e-mail  and 

*  b  capabilities. 

Vly  favorite  is  the  Kyocera  Smartphone.  It's  a 
f-inch  narrower  than  the  Visor,  but  its 
fuw  ling — with  rounded  corners  and  gentle 
ves — makes  it  seem  smaller  than  that,  and  it's 
re  comfortable  to  hold.  It  has  a  flip  with  a  tra- 
onal  telephone  keypad,  but  is  designed  to  be 


» 


used  with  the  flip  closed  (and  covering  the  bot- 
tom half  of  the  display)  when  you're  making 
calls.  You  use  a  nifty  thumbwheel  on  the  left 
side  of  the  phone  to  scroll  up  and  down  though 
the  menus,  such  as  a  speed-dial  list,  voice  and 
text  message  inboxes,  and,  if  you  want,  your 
entire  contact  list.  It's  the  only  tri-mode  phone  of 
the  bunch,  working  on  CDMA  cell  and  PCS  net- 
works as  well  as  older  analog  wireless  systems 
when  you  roam  to  remote  parts  of  the  country. 
COLOR  SCREEN.  When  you  open  the  flip,  the 
Smartphone  turns  into  a  Palm-compatible  PDA. 
The  screen  looks  like  a  smaller  version  of  the  Vi- 
sor's, with  smaller  icons  and  type,  and  the  same 
handwriting-recognition  pad  for  Palm's  Graffiti 
characters  across  the  bottom.  I  found  it  very 
legible:  It  is,  in  fact,  virtually  the  same  size  as 
the  screen  on  Palm's  newest  model,  the  mlOO. 
Setting  up  the  phone  to  retrieve  your  e-mail  is  as 
easy  as  configuring  your  laptop  for  e-mail,  and 
the  preproduction  version  I've  been  using  lets 
you  browse  to  any  Web  site,  not  just  ones  for- 
matted especially  for  Web  phones.  Kyocera  says 
it  expects  the  Smartphone  to  retail  for  the  price 
of  a  high-end  Palm,  or  between  $400  and  $500. 
Sprint's  $399  TP3000  is  similar  in  design  to 
the  Smartphone,  but  a  quarter-inch  narrower 
and  a  tad  lighter,  not  much  more  than 
the  heft  of  many  conventional  cell 
phones.  It,  too,  has  a  flip  with  a  phone 
keypad,  and  I  especially  like  the  way 
it  moves  up  and  out  of  the  way  rather 
than  down.  Like  the  Kyocera,  it  acts 
like  a  phone  with  the  flip  closed  and  an 
organizer — with  extra  features,  such  as 
the  ability  to  dial  from  your  address 
book — when  the  flip  is  open.  Where  the 


Kyocera  has  set  a 
high  hurdle  with 
its  Smartphone. 
It  works  as  a  cell 
phone  with  the  flip 
closed,  and  as  a 
Palm-compatible 
PDA  with  it  open 


ALL-IN-ONE:  The 

Smartphone 
from  Kyocera 
is  due  out 
soon.  Hand- 
spring's 
VisorPhone 
(below)  has 
two  pieces 


Put  a  Phone  in  Your 
Pocket  PDA 


PHONE  (WWW.) 


HANDSPRING 
VISORPHONE 

handspring.com 


KYOCERA 
SMARTPHONE 

kyocera-wireless.com 


SPRINT  TP3000 
BYLG 

sprintpcs.com 


PRICE 


E299  to 

499 


&400  to 

boo* 


$399 


COMMENTS 


Phone  attachment  to  Palm-type  organizer 
makes  for  bulky  size;  works  with  Visor  PDA, 
$149  to  $449 


Palm-compatible  phone;  widest  coverage 
area;  best  compromise  between  display 
size  and  usability 


PDA  features  of  this  Sprint-system  phone 
limited  by  small  screen  and  nonstandard 
organizer 


*Estimated 

TP3000  comes  up  short  is  its  organizer.  It's  a  pro- 
prietary design,  and  I  suspect  that  many  people 
will  opt  for  the  more  familiar  Palm-compatibles 
instead. 

If  you  want  to  wait,  plenty  more  are  in  the 
works.  Microsoft  promises  to  have  a  PDA  phone 
built  around  its  Pocket  PC  operating  system  by 
the  end  of  2001.  Motorola  and  Palm  are  work- 
ing together  on  a  version  with  a  color  screen 
targeted  for  2002.  But  I  think  that  Kyocera 
has  raised  a  high  enough  hurdle  that  it's  going 
to  be  tough  to  beat.  □ 
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management  experience,  Van  Kampen  offers  a  variety  of  mutual  funds 
and  unit  investment  trusts,  so  you  can  enjoy  the  real  riches  in  life. 
('all   four  financial  advisor  or   1 -800-231  -2808.    www.vankampen.com 
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Generations  ofExperienl 


■  P.O.  Box 


INVESTING  IN 
GROWTH 
SECTORS  AND 
KPMG'S  IPO 


C'mon,  Take  a  Walk 
On  the  Wild  Side  Again 

The  buy  sign  is  out  for  risky  sectors-including  tech  stocks 


BY  CAROL  MARIE  CROPPER 

Kith  the  economy  softening  and  the 
gloomiest  naysayers  predicting  a  re- 
cession, you  might  think  investors 
would  be  grasping  for  the  safety  of 
defensive  stocks — things  like  health 
care,  food,  and  utilities  that  folks 
have  to  buy  no  matter  how  tough 
the  times.  You  would  be  wrong.  Instead,  market 
players  have  been  once  again  betting  their  mon- 
ey on  technology,  telecommunica- 
tions— and  even  the  cyclical  retail 
stocks,  reports  Birinyi  Associates,  a 
Westport  (Conn.)  firm  that  tracks 
money  flows  in  and  out  of  stocks. 

Many  market  strategists  say  that  is  exactly 
what  investors  should  be  doing.  "Dump  your  de- 
fensive stuff  and  be  aggressive,"  advises  Peter 
Canelo,  U.S.  investment  strategist  at  Morgan 
Stanley  Dean  Witter.  Now  that  the  Federal  Re- 
serve is  pursuing  an  easy-money  policy,  the  mar- 
ket offers  some  attractive  buying  opportunities. 
Continued  Fed  easing  "is  the  best  buy  signal 
for  stocks  that  there  is,"  Canelo  says,  and  it 
should  presage  a  bounceback  in  the  second  half. 


Stocks 


Adds  strategist  Abby  Joseph  Cohen  of  Goldman 
Sachs:  "We  think  the  overall  market  is  under- 
valued." Her  yearend  target  for  the  Standard 
&  Poor's  500-stock  index  is  1650 — a  21%  gain 
over  recent  levels. 

In  fact,  nimble  investors  who  leapt  back  into 
technology  stocks  just  ahead  of  the  Fed's  first 
half-point  federal  funds  rate  cut  on  Jan.  3  have 
pocketed  a  tidy  28.3%.  The  retailers  are  up  al- 
most 5%,  while  telecom  has  added  12%.  But 
there  are  good  reasons  to  believe 
these  sectors  still  have  room  to  run. 
Even  retailers  should  see  better 
earnings  ahead  as  lower  rates  invigo- 
rate the  economy  and  boost  consumer  confidence, 
leading  them  to  buy  again.  Also,  shoppers  should 
have  more  to  spend  as  their  outlays  drop  for 
mortgages  and  other  debt.  Besides,  these  bedrag- 
gled stocks  may  simply  be  due  for  a  rise.  They 
now  trade  at  a  price-to-earnings  ratio  of  32,  down 
from  36  in  December,  1999. 

NO  LONGER  BUGGED.  Morgan  Stanley's  Canelo 
recommends  the  middle-market  chains:  Wal-Mart 
Stores,  Target,  and  Kohl's.  Such  companies  have 
underperformed  since  spring,  1999,  and  are  ready 
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Stocks 


Investors  who 
leapt  back  into 
tech  stocks  ahead 
of  the  Jan.  3  rate 
cut  have  pocketed 
a  tidy  28.3%.  And 
there's  probably 
more  where  that 
came  from 


to  race  ahead,  he  says.  At  a  recent  $54, 
Wal-Mart  is  22%  off  its  52-week  high  of 
$65,  but  Canelo  thinks  the  giant  dis- 
counter could  pop  back  to  $65  in 
the  next  6  to  12  months.  Pruden- 
tial Securities  retail  analyst  Amy 
Ryan  prefers  specialty  stores 
like    Linens    'N    Things.    The 
|    company,  which  sells  bedding 
and  housewares,  should  benefit 
as  lower  rates  spur  home  pur- 
chases and  improvements.  Plus, 
its  stores  are  pushing  higher- 
margin  knickknacks  such  as  pot- 
pourri and  candles,  Ryan  says. 
Investors  have  already  missed 
out  a  big  move  in  tech,  but  that's 
not  a  reason  to  avoid  it.  The  Fed's 
easing  will  make  it  easier  for  corpora- 
tions to  make  the  capital  expenditures  they 
need  for  e-business  and  internal  operations. 
Some  tech  watchers  think  demand  will  pick  up 
as  Y2K  fades  into  history.  Many  companies  blew 
out  their  tech  budgets  in  advance  of  the  mil- 
lennium and  haven't  spent  much  since. 

With  their  re- 
cent runup,  tech 
stocks  don't  look 
cheap.  Still,  tech's 
p-e  ratio,  at  37, 
while  higher  than 
the  market's,  is 
well  below  its 
March,  2000,  high 
of  55.  Companies 
like  Oracle,  the 
big  systems  soft- 
ware maker,  are 
primed  to  move 
higher.  The  com- 
pany reports  de- 
mand for  its  en- 
terprise software 
— programs  that 
link  the  far-flung 
operations  of  a 
company — should 
remain  strong. 
The  stock  is  now  dragging  at  $30,  down  from  last 
year's  $46  high,  but  Credit  Suisse  First  Boston's 
Wendell  Laidley  believes  that  it  could  climb  back 
to  $48. 

TROUBLESHOOTER.  Companies  that  provide  soft- 
ware to  the  telecom  industry  are  expected  to 
prosper.  Analyst  Hampton  Adams  of  CIBC  World 
Markets  favors  Comverse  Technology,  which  sells 
software  that  lets  wireless  operators  offer  voice 
mail  and  Internet  services  to  customers.  The 
stock  recently  closed  at  $115,  off  its  March,  2000, 
high  of  $125.  Adams  figures  it  will  go  to  $150 
within  a  year.  He  also  likes  Micromuse,  a  com- 
pany that  makes  software  that  data  networks 
use  to  locate  trouble  spots.  The  stock  should 
climb  from  its  recent  $87  to  $125  within  12 
months,  Adams  says. 

In  the  financial  sector,  Morgan  Stanley's  Hen 


ry  McVey  recommends  Wall  Street  firms,  wh 
stand  to  reap  fat  underwriting  fees  as  corpoi 
tions  take  advantage  of  lower  interest  rates 
sell  debt.  Lehman  Brothers  Holdings,  a  lar 
bond  underwriter,  will  also  benefit  from  its 
posure  to  the  stronger  European  econon 
which  is  growing  faster  than  the  U.S.,  McV 
says.  Merrill  Lynch  should  get  a  lift  from 
large  fleet  of  brokers.  The  firm  has  been  gain 
clients  who've  backed  away  from  online  tradi 
during  the  rocky  market  environment  of  t 
last  year.  Goldman's  Lori  Appelbaum  adds 
gional  banks  such  as  Firstar  and  FleetBost 
Financial  to  the  mix,  arguing  that  such  insti 
tions  will  benefit  as  lower  rates  spur  loan  « 
mand  and  ease  default  worries.  Appelbai 
thinks  Firstar  is  a  bargain  given  its  recently  i 
nounced  purchase  of  U.  S.  Bancorp  and 
strong  growth  potential.  FleetBoston,  she  ad 
is  undervalued  because  of  perceived  bad-lc 
risks.  Appelbaum  says  the  bank  has  been  r 
olute  in  dealing  with  problems  early,  and 
projects  the  stock  to  go  from  its  recent  $43 
$50  within  a  year. 

Not  everyone  is  pushing  an  aggressive  stra 


Investing  for  the  Upturn 


COMPANY/ 

TICKER  SYMBOL 

STOCK 
PRICE* 

52-WEEK 
HIGH/LOW 

COMMENTS 

COMVERSE 

TECHNOLOGY  CMVT 

$114.81 

$124.75/62.00 

Will  benefit  from  greater  sales  of 
its  voice  mail,  Internet  software 

LEHMAN 
BROTHERS  LEH 

$85.72 

$86.20/30.31 

Its  underwriters  will  profit  from 
issuance  of  more  corporate  debt 

LINENS  H 
THINGS  LIN 

$34.00 

$36.38/17.94 

Lower  interest  rates  will  encourag 
sales  of  homes  and  furnishing 

MERRILL 

LYNCH  MER 

$75.10 

$80.00/42.00 

Insecure  investors  may 
turn  to  its  brokers  for  advice 

ORACLE  0RCL 

$30.44 

$46.47/21.50 

Strong  company,  popular  product 

WAL-MART 
STORES  WMT 

$54.20 

$64.94/41.44 

Low  rates  will  reduce  discounter's 
costs,  hiking  consumer  spending 

*Jan.  29 

Sam  Stovall,  senior  investment  strategist  at  St 
dard  &  Poor's,  advises  investors  to  play  defer 
He  recommends  such  defensive  sectors  as  hospi 
and  nursing  homes.  They  may  seem  expens 
right  now,  he  admits,  but  they'll  look  awfully 
tractive  in  retrospect  if  investors  in  economic; 
sensitive  stocks  get  knocked  down  in  a  recess 
Still,  with  the  Fed  in  an  easing  mode,  hist 
says  to  be  bold.  "Almost  all  the  price  apprecial 
of  the  last  50  years  has  been  during  those  peri 
|of  Fed  easing],"  says  Ed  Keon,  Prudential 
curities'  director  of  quantitative  research. 
times  of  falling  rates,  says  Keon,  investors  rea 
average  annualized  returns  of  20%.  That  c< 
pares  with  a  puny  2%  in  all  other  periods.  W 
Alan  Greenspan  and  the  Fed  governors  turn 
the  engines  of  economic  growth,  investors  shi 
be  ready  to  go  for  the  ride. 
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{\_/  Being  the  best  in  your  business,  you've  already 
got  enough  excitement  without  surprises  from  your 
information  systems.  So  Fujitsu  Technology  Solutions 
has  designed  robust  open  systems  solutions  that  you  can 
trust.  Our  enterprise-class  PRIMEPOWER,  Solaris™ 
SPARC™compliant,  Web-enabling  servers  and  storage 
systems  deliver  industry-leading  flexibility,  resilience, 
reliability,  and  availability.  As  well  as  the  peace  of  mind 


that  comes  from  a  low  total  cost  of  ownership.  Our  data 
center  perspective  shows  in  the  quality  of  our  products 
and  solutions.  With  innovative  architecture,  hot-swap 
components,  and  built-in  SANs,  you'll  feel  totally  at 
ease.  Our  powerful  servers  and  storage  systems  are 
the  engine  that  can  power  today's  e-business  boom. 
Count  on  it.  Enjoy  the  advantages.  And  learn  to  trust. 


FUJITSU 


THE     POSSIBILITIES     ARE     INFINITE 


FUJITSU  TECHNULUEY  SOLUTIONS 
SUNNYVALE,  CA  1 -877  905-3644 

www.fulltsu-teclinology.coin 


PRIMEPOWER  is  a  registered  trademark  of  Fujitsu  Limited.  Solaris  is  a  trademark  of  Sun  Microsystems.  Inc.  SPARC  s  a 

registered  trademark  ot  SPARC  International,  Inc.  Products  bearing  the  SPARC  trademark  are  based  on  an  Architecture 

developed  by  Sun  Microsystems,  Inc  6  2000  Fujitsu  Technology  Solutions.  Inc  Al  nghts  reserved 
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LOOK  TWICE  AT  THIS 
BEAR-MARKET  BARGAIN 


BY  ROBERT  BARKER 

KPMG's  upcoming 
computer- 
consulting  IPO  will 
come  to  investors 
with  something 
missing:  Cisco's 
billion  bucks 


Ox 


KPMG  Consulting: 
Vital  Signs 

REVENUES  $2.5  billion* 

OPERATING  INCOME  $163  million* 

EARNINGS  PER  SHARE  250* 

INDICATED  IPO  PRICE  $16  to  $18  a  share 
TENTATIVE  TICKER  SYMBOL  KCIN 


'Estimates,  12  months  ended  Sept.  30,  2000 

Data:  Company  Reports,  BW  Estimates 


ystems  integration"  is  one  of  those  modern 
mouthfuls  that  signifies  nothing  to  most 
people  and  megabucks  to  a  few.  All  it  real- 
ly means  is  customizing  computers  and  software  to 
a  client's  needs,  a  tricky  service  that  Ross  Perot 
quit  IBM  nearly  40  years  ago  to  pioneer  with  Elec- 
tronic Data  Systems.  Today,  such  services  drive 
IBM's  growth.  With  the  untold  billions  still  to  be  in- 
vested in  e-business,  it  remains 
one  of  Wall  Street's  most  cher- 
ished hopes  for  future  gains. 

That's  why,  even  in  this  bleak 
Wall  Street  winter,  one  of  the 
top  systems  integrators  dares  to 
go  public,  kpmg  Consulting  is  set 
to  sell  an  estimated  $1.9  bil- 
lion in  stock  in  an  initial  pub- 
lic offering  led  by  Morgan  £ 
Stanley  Dean  Witter.  That's  / 
one  big  deal.  But  given  its  I 
parentage  (the  giant  ac-  \ 
counting  firm  KPMG),  its  part- 
ners (Cisco,  Oracle,  and  Qwest, 
among  others),  and  its  perfor- 
mance (annual  sales  growth  of 
34%  in  the  four  fiscal  years  end- 
ed last  June),  it  might  have  been 
a  lot  bigger.  In  fact,  to  get  the 
deal  done  in  this  subzero  IPO  cli- 
mate, the  company's  indicated 
value  has  been  slashed  to  $2.6  billion — 44%  off 
the  $4.6  billion  envisioned  just  last  fall. 
CLOSER  INSPECTION.  Does  that  look  like  a  bear- 
market  bargain?  It  did  to  me,  too,  until  I  looked 
more  deeply.  KPMG  Consulting  is  not  going  the 
way  of  so  many  e-businesses.  Its  2,500  clients, 
including  such  giants  as  Merrill  Lynch,  Chevron, 
and  Johnson  &  Johnson,  assure  that.  But  a  few  re- 
cent developments  are  worth  noting,  if  only  to 
give  prospective  investors  a  moment  to  pause. 

Imagine,  for  example,  the 
near-term  outlook  for  kpmg 
Consulting's  principal  busi- 
ness, advising  clients  about 
how  to  make  money  via  the 
Web.  As  the  economy — and, 
with  it,  business  investment — 
slows,  so  may  demand  for 
these  easy-to-postpone  ser- 
vices. Company  executives 
are  keeping  quiet  on  this 
point,  as  well  as  all  others, 
ahead  of  the  Il'o.  Yet  KPMG 
Consulting's  chief  marketing 
partner,  Cisco,  spoke  volumes 
in  January  when  CEO  John 


:i 


I 


Chambers  told  investors  that 


business  conditions  have  grown  "a  little  rr 
challenging." 

Cisco's  own  actions — detailed  in  kpmg  Cons 
ing^  securities  filing — are  even  more  tellin 
year  ago,  Cisco  gave  kpmg  Consulting  $1.05  bill 
In  return,  it  took  five  million  preferred  sha 
which  pay  a  6%  dividend.  The  investment  stooc 
a  golden  endorsement,  even  though  it's  sepaa 
from  the  companies'  marketing  pact.  That,  w| 
leaving  Cisco  free  to  cut  similar  deals  with  ri 
PricewaterhouseCoopers  and  Cap  Gemini  Erna 
Young,  limits  kpmg  Consulting's  ability  to  I 
jointly  with  such  Cisco  rivals  as  Nortel  Netwo[ 
But  here's  what  really  knocks  me  back:  A 
the  ipo,  Cisco's  investment  in  kpmg  Consul 
will  be  far  less  than  i 
first  appears.  That's  beca] 
in  a  flurry  of  paperwork 
be  completed  with  the 
Cisco  will  get  most  of 
money  back,  kpmg,  the  < 
suiting  company's  pan 
will  first  buy  back  from 
co  half  of  its  prefer 
shares  at  cost,  or  $525 
lion.  Next,  the  remain 
preferred  shares  conver 
common  stock,  and  K 
Consulting  will  then  sp 
$400  million  of  the  $469 
lion  it  expects  to  raise  in 
ipo  to  buy  back  still  mor 
Cisco's  stake,  which  C: 
says  is  needed  to  conforn 
a  regulatory  ruling. 
When  the  ink  dries,  C 
will  wind  up  with  15.1  mil 
common  shares  in  kpmg  Consulting,  or  9.9%. 
final  cost?  $125  million,  or  $8.26  a  share.  1 
doesn't  include  the  $63  million  in  dividends 
co  will  have  collected  on  its  preferred  sha 
and  it's  less  than  half  the  indicated  ipo  prio 
$17  a  share. 

kpmg  Consulting  has  disclosed  only  sketchy 
suits  from  its  December  quarter,  including 
$58  million  write-off  of  a  money-losing  joint 
ture  with  Qwest.  But  in  the  12  months  en 
Sept.  30,  the  company  posted  revenue  of  $2.5 
lion,  operating  income  of  $163  million,  and  earn 
per  share  of  25tf  (table).  That  means,  if  the  IP 
priced  at  $17  a  share,  KPMG  Consulting  will  c 
mand  (58  times  the  Sept.  30  earnings. 

Although  much  bigger  and  slower  grow 
Electronic  Data  Systems  trades  at  32  times  v 
it  earned  in  the  year  ended  last  September.  A 
happens,  that's  just  about  the  multiple  that  Cj 
no  fool,  is  set  to  pay  for  its  piece  of  kpah;  ( 
suiting.  The  bear-market  bargain,  in  other  wo 
is  already  gone. 
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BSORBING  CLOROX? 


GENE  G.  MARCIAL 

<  rashday  rival 
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i  bleach  king. 
lion's  nuclear 
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A  GREAT  WHITE 
HOPE  DASHED 


CLOROX 


Is  Clorox  (CLX)  up  for  grabs?  Value  investor 
Mark  Boyar  thinks  so.  He  has  been  buying 
shares — as  Clorox  tumbled  from  47  in  No- 
vember to  33  on  Jan.  31.  The  stock  is  way  off  its 
1999  high  of  66.  "This  great  consumer  franchise 
would  make  a  good  acquisition  for  one  of  the 
larger  consumer-product  companies,"  he  argues. 

A  producer  of  washday  and  household-cleaning 
products  such  as  Clorox  bleach  and  Liquid  Plumr, 
the  company  has  a  name  that's  almost  a  generic 
term.  Clorox  has  70%  of  the  U.  S.  bleach  market. 

"But  Clorox  faces  an  uphill  battle  in  the  next 
couple  of  years,"  says  analyst  William  Ferguson 
of  Value  Line.  He  notes 
that  Clorox  warned  in  De- 
cember that  earnings  for 
the  fiscal  year  ending  June 
30,  2001,  would  fall  short 
of  analysts'  expectations. 
The  stock's  crash  has  de- 
pressed Clorox'  price-earn- 
ings ratio  to  17,  down  from 
25  last  year.  Now  analysts 
see  the  company  earning 
$1.73  a  share  in  2001  and 
$1.88  in  2002. 

Although  a  recent  rumor  claims  that  Colgate- 
Palmolive  or  Procter  &  Gamble  may  be  eyeing 
Clorox,  HC  Investments,  which  already  owns  27% 
of  Clorox,  is  said  to  be  preparing  to  increase  its 
stake — perhaps  all  the  way  to  100%,  according  to 
one  New  York  money  manager,  hc  is  a  U.S.  unit 
of  Henkel,  a  Dusseldorf  maker  of  chemicals  and 
household  products.  In  past  years,  hc  has  bought 
Clorox  on  the  open  market.  But  its  last  known 
purchase  was  in  December,  1999,  when  it  bought 
a  batch  of  1.1  million  shares  at  49  to  52  apiece. 
That  has  fueled  speculation  that  hc  may  have 
stopped  buying  because  it  is  considering  a  buyout 
of  Clorox.  Henkel  declined  comment. 

Boyar  isn't  ruling  out  Colgate  or  p&g  as  po- 
tential purchasers.  "In  a  buyout,  Clorox  is  worth 
45  to  50  a  share,"  says  Boyar.  Colgate  and  p&g 
wouldn't  comment  as  a  matter  of  policy. 

NUCLEAR  POWER  PUTS 
A  GLOW  ON  EXELON 
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ENJOYING  THE 
ENERGY  CRUNCH 


JULY  1,  '00       JAN.  31.  '01 
▲  DOLLARS 
Data:  Bloomberg  Financial  Markets 


Little-known  Big  Board  stock  Ex- 
elon  (exc)  is  a  novel  way  to  play 
the  energy  crisis — which  is  being 
fueled  in  part  by  the  high  price  of  nat- 
ural gas.  Exelon  stock  exploded  from 
42  in  July  to  71  on  Dec.  27.  It  has 
since  pulled  back  to  60 — a  fine  entry 
point,  say  some  pros,  for  a  stock  they 
see  at  80  in  a  year. 

Exelon,  which  generates  and  mar- 
kets energy,  was  formed  through  the 
merger  in  October  of  Philadelphia's 


Peco  Energy  and  Unicom,  which  provides  elec- 
tricity to  3.5  million  Chicago  customers. 

"The  kicker  in  Exelon  is  that  it  owns  and  op- 
erates, through  Unicom,  the  largest  network  of 
nuclear  plants  in  the  U.  S.,"  says  Stephen  Leeb, 
editor  of  Personal  Finance.  Exelon's  nuclear  in- 
stallations, which  generate  electricity  at  one- 
third  the  cost  of  using  natural  gas,  aren't  yet  ful- 
ly reflected  in  the  stock  price,  says  Leeb. 

Steven  Fleishman  of  Merrill  Lynch,  who  rates 
Exelon  a  buy,  says  Exelon's  17,000-megawatt 
nuclear  capability  "looks  like  a  gold  mine" — with 
natural  gas  prices  much  higher  than  a  year  ago. 
Exelon,  he  says,  can  achieve  internal  growth 
from  its  nuclear  energy  by  upping  capacity  at 
low  cost.  Exelon  co-CEO  John  Rowe  says  its  nu- 
clear plants  helped  ensure  a  reliable  supply  of 
electricity  in  a  period  of  record  demand. 

Paul  Patterson  of  Credit  Suisse  First  Boston 
rates  Exelon  a  buy  because  he  thinks  it  could  be- 
come one  of  the  preeminent  power  companies 
in  North  America,  with  its  size  and  scope. 

At  12.7  times  2001's  estimated  earnings  per 
share  of  $4.70  and  10.9  times  2002's  $5.50,  Exelon 
is  cheap,  says  Leeb.  His  18-month  target:  100. 

ACACIA  MAY  HAVE 
GROWTH  IN  ITS  GENES 

For  a  tiny  biomedical  outfit  that  has  yet  to 
make  a  penny,  Acacia  Research  (acri)  has 
attracted  a  string  of  big  investors,  including 
Vanguard  Group,  Barclays  Bank,  and  Paramount 
Capital.  Acacia  controls  and  operates  several  life- 
sciences  and  technology  companies.  Sparking  un- 
usual interest  in  Acacia  is  one  such  holding: 
CombiMatrix,  which  has  filed  to  go  public  in  Feb- 
ruary. Since  not  many  shares  of  the  initial  public 
offering  will  be  available,  many  big  investors 
have  opted  instead  to  buy  Acacia,  which  owns 
58%  of  CombiMatrix.  The  unit  is  developing  a 
technology  for  rapid  pro- 
duction of  biological-array 
processors.  These  are  semi- 
conductor-based tools  that 
identify  genes,  their  muta- 
tions, and  proteins.  "These 
processors  are  designed  to 
facilitate  the  analysis  of 
raw  genomic  and  proteomic 
data  for  use  in  the  discov- 
ery and  development  of 
new  drugs,"  says  Lindsey 
Rosenwald,  president  of  Paramount  Capital.  The 
very  efficient  processors,  he  says,  will  be  a  home 
run  for  CombiMatrix.  Similarly,  says  Rosenwald, 
the  IPO  should  be  a  "hot  offering"  because  of  the 
importance  to  genomics  of  CombiMatrix'  product. 
Acacia  stock  is  trading  at  18. 
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COMMENTARY 

The  Fed's  interest-rate  cut  took  center 
stage  this  week,  propelling  blue-chip 
stocks  to  their  highest  levels  in  over 
three  weeks.  The  Dow  was  the  week's 
winning  index,  posting  a  2.3%  return, 
while  the  S&P  500  turned  in  a  0.1% 
gain.  The  rate  cut  had  less  effect  on 
the  Nasdaq,  which  lost  3.0%,  as  tech 
companies  such  as  Nokia  and  PMC- 
Sierra  put  forth  gloomy  forecasts. 

Data:  Bloomberg  Financial  Markets, 
Bridge  Information  Systems  Inc. 


S&P  500  1366.0 

Dow  Jones  Industrials  10,887.4 

Nasdaq  Composite  2772.7 

S&P  MidCap  400  527.9 

S&P  SmallCap  600  228.9 

Wilshire  5000  12,631.4 

SECTORS 

BusinessWeek  50*  1046.0 
BusinessWeek  Info  Tech  100**     647.7 

S&P/BARRA  Growth  706.8 

S&P/BARRA  Value  662.3 

S&P  Energy  904.7 

S&P  Financials  164.0 

S&P  REIT  88.1 

S&P  Transportation  734.5 

S&P  Utilities  316.0 

GSTI  Internet  224.3 

PSE  Technology  917.8 
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S&P  Euro  Plus  (U.S.  Dollar)        1430.2 
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0.1 
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25.9 

23.5 

-63.9 

12.7 

-3.5 

London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 
FUNDAMENTALS 


6297.5 

5998.5 

6795.1 
13,843.6 
16,102.4 

9321.9 

6496.9 
Jan.  30 
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Wk.  ago  I 


S&P  500  Dividend  Yield                     1.15%  1.16% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)    28.2  26.5 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*       23.2  22.8 

First  Call  Earnings  Surprise*              0.55%  -1.46% 
'First  Call  Corp. 

TECHNICAL  INDICATORS       Jan.  30  Wk  ago 


*Mar.  19,  1999  =  1000 


"Feb.  7,2000  =  1000 


S&P  500  200-day  average  1417.3  1420.4 

Stocks  above  200-day  average           70.0%  68.0% 

Options:  Put/call  ratio                      0.59  0.51 

Insiders:  Vickers  Sell/buy  ratio           2.11  2.11 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Long-Dist.  Telecomms. 
Entertainment 
Office  Equip.  &  Supplies 
Specialty  Appar.  Retailers 
Computer  Systems 


43.0 
29.3 
24.8 
23.1 

22.4 


Tobacco 

Defense  Electronics 

Savings  &  Loans 

Homebuilding 

HMOs 


102.9 
94.7 
78.0 
76.5 
68.4 


-16.3  Metal  &  Glass  Contains  I 

-13.9  Long-Dist.  Telecomms. 

-13.3  Office  Equip.  &  Supplie 

-12.8  Instrumentation 


Oil  Exploration  &  Prod. 

Multiline  Insurers 

Metal  &  Glass  Containers 

Electric  Companies 

Property-Casual.  Insurers  -12.1    Photography/Imaging 


Stj  : 


Mutual  Funds 


Week  ending  Jan.  30 
■  S&P  500  ■  U.S.  Diversified  HAH  Equity 
4-week  total  return 


10       12 

Week  ending  Jan,  30 
■  S&P  500  *  U.S.  Diversified  ■  All  Equity 
52-week  total  return 


%     -6 


EQUITY  FUND  CATEGORIES 

4-week  total  return % 

Leaders 

Technology  23.8 

Communications  20.2 

Latin  America  14.4 

Small-cap  Growth  12.3 

Laggards 

Natural  Resources  -2.5 

Health  -2.5 

Europe  -0.4 

Precious  Metals  -0.2 


52-week  total  return 


Leaders 

Financial  36.5 

Natural  Resources  29.6 

Real  Estate  26.7 

Mid-cap  Value  25.9 
Laggards 

Japan  -35.3 

Diversified  Pacific/Asia  -28.8 

Communications  -25.6 

Technology  -25.3 


Data:  Standard  &  Poor's 


EQUITY  FUNDS 

4-week  total  return 

Leaders 

Apex  Mid  Cap  Growth 

ProFunds  UltraOTC 

Jacob  Internet 

Millennium  Growth 

Laggards 

ProFunds  Ultrashort  OTC 

Potomac  Internet  Short 

CGM  Focus 

Potomac  OTC  Short 


61.5 
51.7 
44.7 
41.1 

-47.8 
-35.5 
-27.3 
-23.3 


52-week  total  return 

Leaders 

Schroder  Cap.  Micro  Cap 

Amer.  Eagle  Cap.  Apprec. 

Evergreen  Health  Care  B 

State  St.  Res.  Glob.  Res.  A 

Laggards 

Jacob  Internet 

Potomac  Internet  Plus 

ProFunds  UltraOTC  Inv. 

Apex  Mid  Cap  Growth 


148.7 
95.8 
77.0 
73.8 

-73.8 
-71.4 
-66.2 
-63.3 


1  Interest  Rates 

r. 

KEY  RATES 

Jan.  31 

III* 
Week  ago    ]  tm 

MONEY  MARKET  FUNDS 

5.84% 

5.90% 

90-DAY  TREASURY  BILLS 

4.97 

an 

5.28            „, 

1-YEAR  TREASURY  BILLS 

4.58 

4.86 

10-YEAR  TREASURY  NOTES 

5.15 

5.33 

30-YEAR  TREASURY  BONDS 

5.53 

W'l 

5.67 

30-YEAR  FIXED  MORTGAGE! 

6.99 

7.15 

tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  mi 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond     : 


GENERAL  OBLIGATIONS 


4.34% 


TAXABLE  EQUIVALENT 


6.29 


INSURED  REVENUE  BONDS 


4.43 


TAXABLE  EQUIVALENT 


6.42 


ITHE  WEEK  AHEAD 


^ 


PRODUCTIVITY* COSTS  Wednesday,  Feb.  7, 
8:30  a.m.  est*  Output  per  hour  worked 
in  the  fourth  quarter  probably  grew  at  an 
annual  rate  of  2.5%,  reports  the  median 
forecast  of  economists  surveyed  by  Stan- 
dard &  Poor's  mms,  a  unit  of  The  McGraw- 
Hill  Companies.  That  follows  a  3.3%  rise 
in  productivity  in  the  third  quarter,  with  a 
2.5%  increase  in  total  output  and  a  0.8% 
drop  in  hours  worked,  the  largest  decline 
since  1992.  Unit  labor  costs  probably 
rose  between  1.5%  and  2%,  after  rising 
2.9%  in  the  third  quarter. 


INSTALLMENT  CREDIT  Wednesday,  Feb.  7,  3 
p.m.  est*-  The  s&p  mms  survey  projects 
consumers  took  on  $7.8  billion  in  new 
debt  in  December.  That  follows  a  gain  of 
$12.9  billion  in  November.  The  Decem- 
ber forecast  is  below  the  monthly  average 
of  $11.8  billion  in  the  first  eleven 
months  of  last  year.  Although  the  data 
have  been  skewed  by  new  reporting 
sources,  installment  credit  accumulation 
might  have  set  a  record  in  2000.  Credit 
as  a  percentage  of  disposable  income  re- 
mains at  a  peak  of  more  than  21%. 


INITIAL  UNEMPLOYMENT  CLAIMS  Thursdi 
Feb.  8,  8:30  a.m.  est*-  New  filings 
state  unemployment  benefits  likely 
to  330,000  for  the  week  ended  Fel 
Over  the  past  four  weeks,  jobless  c 
averaged  336,000.  Filings  have  ea 
January  after  a  steady  increase  sine 
ly  November,  culminating  with  a  5i 
high  of  380,000  in  the  last  week  o 
cember.  The  recent  decline  in  clair 
comes  amid  a  stream  of  new  layoff 
nouncements,  including  ones  from 
lerChrysler  and  Lucent  Technologie 
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st  0.8%  this  week.  The  best-performing  stock  in  the  group  was  Qualcomm,  up  13.2%  after  beat- 
ter  analysts'  estimates.  Retailers  Gap  and  Best  Buy  tried  their  best  to  lift  the  index  into  positive 
ling  8.7%  and  6.8%  for  the  week.  Losers  included  Adobe  Systems,  which  warned  of  a  likely  rev- 
I,  and  Network  Appliance,  down  12.6%,  after  downgrades  by  analysts. 


iany 


COMPANY  PERFORMANCE 

%  change 

Since 
Week     3/1/00 


%  change 

Since 


t 

-3.0 

-32.8 

•ner 

0.0 

-15.6 

stems 

-12.0 

-43.1 

-3.1 

-18.5 

Rank      Company 

Week 

3/1/00 

26     Intel 

2.1 

-36.1 

27     Tribune 

3.4 

6.1 

28     Xilinx 

-3.1 

-27.7 

29     Enron 

0.3 

15.9 

items 

Stanley  Dean  Witter 

ichnologies 
e  Technology 
osystems 

Schwab 

pot 

puter 

Appliance 


-4.3 
5.5 
0.7 
8.7 

-5.2 


28.8 
-65.5 

12.7 
-31.9 
-71.1 


30  Lexmark  International  3.1  -51.7 

31  Omnicom  Group  1.7  -3.0 

32  America  Online  -5.7  -7.8 

33  Guidant  6.8  -27.7 

34  MBNA  -3.3  56.5 


-6.8 
-6.7 
-2.4 
-6.3 
7.0 


10.8 
-37.6 
-41.4 
-14.8 
-13.3 


35  Pfizer 

36  Solectron 

37  Gateway 

38  Wells  Fargo 

39  General  Dynamics 


5.1 
-2.0 

-4.4 
2.6 
1.6 


41.7 
13.0 
-69.6 
48.5 
67.5 


-3.7 

4.9 

-12.6 

0.7 

1.8 


-39.3 
23.6 

-43.6 
9.9 
8.1 


ire 

laterials 
rnational 
r  Associates 


i  m 


-10.0 
1.4 

-0.8 
4.0 
6.8 

13.2 


-42.2 
-45.5 

66.5 
-45.7 

-9.5 
-39.5 


40  Texas  Instruments  0.7  -46.7 

41  Capital  One  Financial  -3.9  67.2 

42  General  Electric  -0.7  5.0 

43  Kansas  City  Southern  Industries    9.3  173.4 

44  Wal-Mart  Stores  6.2  15.9 

45  Paccar  -2.4  17.0 

46  PE  Biosystems  Group  0.0  -17.9 

47  Merck  4.1  37.0 

48  Adobe  Systems  -27.3  -13.0 

49  Reliant  Energy  4.0  84.4 

50  Citigroup  0.3  44.6 


oduction  Index 


Change  from  last  week:  0.0% 
Change  from  last  year:  9.4% 


The  index  is  a  4-week 
moving  average 


May 
2000 


Sept. 
2000 


Jan. 
2001 


n  index  was  virtually  unchanged  for  the 
n.  20.  Before  calculation  of  the  four-week 
;e,  the  index  rose  to  179.2,  from  177.7  in 
«/eek.  After  seasonal  adjustment,  steel, 
ies,  and  rail-freight  traffic  posted  strong 
Jtput  was  down  narrowly,  while  lumber 
refining  posted  more  significant  drops  in 
;ctric  power  was  down  once  again  as  Cal- 
'  crisis  worsened. 

ich  of  the  Index  components  is  at  www.business- 
iduction  index  Copyright  2000  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

S&P  PERSONAL  WEALTH  Real-time  mar 
ket  coverage,  industry  analysis,  and 
personalized  retirement  advice. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 


\t  * 


BusinessWeek  /  February  12,  2001  107 


WHAT  IT 
TAKE 

BE -J 

TT  I 


VINCE 
LOMBARD! 
ON 
LEADERSHIP 


f 


VINCE  LOMBARDI,  JR. 

No  other  figure  so  embodies  an 
inexhaustible  and  unstoppable 
passion  for  winning  than  that  of 
Vince  Lombardi.   Now  his  hard 
driving  leadership  principles  are 

revealed  to  help  managers 

dominate  the  business  arena — 

and  inspire  others  to  achieve 

extraordinary  results. 

Written  by  Vince  Lombardi  Jr.,  the 
one  person  who  truly  understands 
the  unyielding  Lombardi  commit- 
ment to  win,  What  It  Takes  to  Be  #1 
explores  the  fundamental  leader- 
ship qualities — character,  mental 
toughness,  and  integrity — that 
the  legendary  coach  considered 
essential  for  success. 

Required  reading  for  all  business 

leaders,  this  book  shows  how  to 

execute  those  unique  Lombardi 

qualities,  providing  a  blueprint  for 

greatness  in  any  endeavor. 


Available  Everywhere 
Books  Are  Sold 

Visit  us  at 
www.books.mcgraw-hill.com 


i 


A  Division  ofTheMcGraw-HiUCompamc; 
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BusinessWeek 

Marketplace 


Aviation/Fractional  Ownership 


VIRTUAL  REALITY? 


tvww.  flex  jet,  com 


HOW  ABOUT  ACTUAL  REALITY? 

Some  things  just  can't  be  communicated  over 
fiber    optic    cable.    And    our    Learjet®    and 
Challenger®  business  jets  enable  the  modern 
CEO  to  capitalize  on  the  kind  of  face-to-face 
interaction    that    moves    businesses    forward. 
We  offer  the  most  complete  range  of  latest 
technology  aircraft  available  today.  So  while 
there  may  be  other  options  to  Flexjet,  there 
can   only   be   one   choice.    Flexjet.    For   more 
information  on  the  many  affordable  benefits 
fractional  ownership  and   our  unprecedentei 
level   of   personal  service   and   attention   to 
detail,  call  1-800-FLEXJEL 


BOMBARDIFD 

AEROSPACE 


■ 


Flexjet  is  a  Bombardier  Aerospace  program 


Men's  Footwear 


cbbm 


EEEEEEEEE  SIZES  5-13 

•  FREE  catalog 

•  High  quality 

•  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept.  55B  Hingham,  MA  02043 
1-800-992-wide   www.wideshoes.com 


Education/Instruction 


Get  Your  MBA 
Through  Distance  Learning 


G  University  of 

V  Leicester 

nlng 

•  Flo  OMAT  required 

•  !.<>'  Ji  tupporl  center 

•  Flexible  fducatlon  Financing  Mvoilable 

ftllfleaUwu  coruldcred 

•  Member  of  the  Aimk  lotion  ol 

■ 

i  MBAJ 
i      hartei 

800-074-5844 
email:  rdiusa@erois.com 

www.rdi.co.uk  j;/( 


L. 


Computer  Equipment 


Ted  Dasher  Inc. 

Hewlett-Packard 


'\ 


■  Buy«SelUTrade  • 


LaserJet  •  ColorPro  •  DraftMaster  •  DeskJet 

DraftPro  •  DesignJet  •  Ruggedwriter 

Electrostatic  Plotters 

>  9000/3000  Workstations  &  Personal  Computers 

Demo  &  Refurbished  Equipment 

800-638-4833 

«g  Email  sales@dasher.com 


Education/Instruction 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  --  Master's  -- 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  --  Fast  --  Student 

Loans,  www.arrc.org 

800-951-1203 


The  Leader  in  Distance 
Learning  for  20  Years 


•Associate*Bachelor«Master»Doctor 

Business  (Mgmt,  HRM,  Health  Care) 

Management  of  Technology, 

Psychology,  Law 

Southern  California  University 

for  Professional  Studies 

1840  E  17th  St  BW,  Santa  Ana,  CA  92705 

800-477-2254  www.scups.edu 


Business  Opportunities 


equipment  leases  •  Factoring  < 
oans  ot  ALL  types  •  No  experience  needed. 

BUSINESS  FINANC  K, 
CONSULTANT 

SEE  FOR  YOURSE 

Visit  us  at  www.viewTLC.com  where  mi    JPiJ 
money  is  as  easy  as  receiving  your  E-m   IP 
RECEIVE  A  COLOR  INFO  KIT 
AND  FREE  VIDEO  SEMINAR 
The  Loan  Consultants,  I: 
since  1983 


CALL 
800-336-3932 


Offshore*  E-Commerd 
=  Prof 


Own  an  Off- 
shore Bank 
800-733-2191 


Free 
RepoL 


I  be 

■TO 


Legal  Services 


fan! 

0 


Asset  Protectk 


Corporations,  Ltd.  Partnerships,  LI 
Offshore  Trusts,  Corps.,  Private  Ba 
Best  Jurisdictions  available  for 
Maximum  privacy  and  tax  saving 
Professional  -  Confidential 


Steven  Sears,  CPA  •  Attorney  at  L 
714-544-0622  •  www.searsatty.Ci 


Education/Instruction 


Log  on  today  for  the  Master's 
of  tomorrow! 

//mine.pc.unicattit 


http. 


MASTER  OF  MANAGEMENT  IN  THE  NETWORK  ECONOMY 

Learn  how  to  manage  an  organization  in 
the  digital  age.  Be  part  of  an  international 
group  on  a  small  campus  in  the  peaceful 
surroundings  of  historic  Piacenza,  in  Italy. 

Collaboration  between  the  Universita 
Cattolica  at  Piacenza,  Italy  and  the 
University  of  California  at  Berkeley,  USA. 
1 1  months  of  coursework  led 
by  professors  from  top  U.S.  universities 
and  by  Silicon  Valley  experts. 
r)-month  internship  in  a 
network-economy-oriented  organization. 
Starting  date:  September  17,  2001 
Applications:  March  1  -April  30,  2001 


FONDAZIONE 

\  I  VJGEVANO 


.  *v» — tjt.fi. . 


http://mine.pi  ,uni<  att.11 

inlii  minr'"'!)!   huh  .ill  it 


Ad  Rates  and  Information  For  more  advertiser  information,  log  onto 

ne:  (312)  464-0500  Fax:  (312)  464-0512         www.businessweek.com/classifieds 


>i     Business  Services 


use  You  Heed  Great 
tive-And  You  Heed 

sTgn-web-pr 

hares  •  Y/ek  Development  •  loam 
'  Ivertising  ■  Direct  Hail,    we  do  H  all! 


teJ 


id: 


888.866.8737 


mcorporate.com 


egistered  agent  services 
S.  bank  accounts  opened 
ominee  director  services 
laware  Incorporation  Handbook 


aware  Business  Incorporators,  Inc. 

30.423.2993 


a 


I 


HTH  OF  BUSINESSES  FOR  SALE  BY  OWNERS 
IR  MANUFACTURING  TO  SMALL  RETAIL  SHOPS 
ifENIENCE  STORES  ■  RESTAURANTS  •  MOTELS 

No  Cost  To  Review  Businesses 

1 -800-W9-SALE  •  www.gwbs.com 

NATIONWIDE  •  To  Buy  or  Sell 
I  WESTERN  BUSINESS  SERVICES,  INC 


DNSULTANTS 
NEEDED 


ired  lawyer  needs  associates  to 
:r  unique  financial  services  to 
<e  clients  lawsuit-proof.  All  the 
il  appointments  you  can  handle, 
te-of-the-art  marketing  tools. 
>e  demand.  Extremely  high  income 
h  lifetime  residuals  in  multi- 
ion  dollar  market.  Candidates 
st  be  bondable,  have  outstanding 
irences  &  good  communication 
Is.  24-hr.  recording. 

(800)  653-4497 


rporate  Gifts/Premiums 


y  direct.  Save  direct 

stom  imprinted  promotional 
y  direct,  save  up  to  25% 
o  business  day 
'naround  available 

/orldJlde  Pent  DIRECT" 

fre«:  877-510-7367 
».wo  rldwidepens.com 


Business  Services 


Discount  Travel 


Need  a  Logo  r»|  HOi ELS  &  condI 


vny&jx 


Get  o  Profession 

Custom  Designed 

LOGO  TODAY! 

\  i^.i  M<    Amex 

Toil-Free:  1-888-869-5646 


www.  1 800mylogo.com 


Up  to  G  5° Off! 

m  _         ■     m%        Book  Onlin^® 

hofleldiscount.com 

800-627-7019- 


Cruises 


REDEEM  AND  EARN  MILEAGE  PLUS  MILES' 


r^cr 


1-888-666-8120 
cruise^mileg-,. 


WIN  A  CRUISE  -  SEE  OUR  WEBSITE 
12  CRUISE  LINES  -  GREAT  PRICES 


Luxury  Bedding 


It's  what Tmside  t 


SWEDISH  SCIENTISTS  WORK 
UNDERCOVER  TO  CREATE  THIS 
WEIGHTLESS  SLEEP  SYSTEM! 


They  use  NASA's  anti-G-force  research  to  invent  a  marvel  of  molecular  physics... 

Tempur-Pedic's  phenomenal  Swedish  Works  naturally... automatically.  to'd  a"  America  about  Tempur-Pedic 
bed  is  changing  the  way  Americans  Our  bed  utilizes  no  electricity,  no  com-  ^°  ^  ^ou  ^°^s  on  CNN's  Busines: 
sleep.  Other  mattresses  are  fancy  on  the  out-  pressed  air,  no  heated  water.  Instead,  it  uses  ^nusm^ an^  CNBC's  Power  Lunch.  NBC's 
side.  Ours  is  a  miracle  on  the  inside!    natural    principles  of  physics  to  give    ^"^  ^ow>  Associated  Press,  Discovery 


Billions  of  viscoelastic  memory 
cells  work  as  molecular  springs  to 
conform  precisely  to  your  body. 

The  thick  padding  that  covers  other  mat- 
tresses keeps  their  steel  springs  inside,  but 
creates  a  hammock  effect  outside.  This  can 
actually  cause  pressure  points. 


Our  advanced  technology  is  recognized  by 

NASA,  cited  by  the  OS  Space  Foundation,  and 

certified  by  the  Space  Awareness  Alliance. 
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Editorials 


QUICK  ACTION  CAN 
SAVE  THE  EXPANSION 

It  is  now  clear  that  the  U.S.  may  be  entering  its  first 
New  Economy  recession.  The  onset  has  been  sudden  and 
severe,  and  the  end  is  by  no  means  in  sight.  The  Federal  Re- 
serve's decision  to  cut  short-term  interest  rates  by  100  basis 
points  in  one  month  is  dramatic  and  unusual  by  historic 
standards.  But  this  business  cycle  is  very  different  from  pre- 
vious ones,  and  still  more  aggressive  action  may  be  needed. 

The  real  danger  is  the  sharp  falloff  in  capital  investment 
(page  32).  Economic  growth  over  the  past  decade  has  been 
propelled  by  corporate  spending  for  information  technolo- 
gies. Such  it  spending  boosted  productivity  even  while  it 
provided  jobs  for  millions  of  tech  workers.  But  in  the  fourth 
quarter  of  2000,  capital  investment  in  equipment  and  software 
actually  dropped  at  a  4.7%  rate,  after  years  of  double-digit  in- 
creases. This  drop,  unexpected  by  most  economists,  is  hitting 
the  overall  economy  like  a  brick. 

Washington  should  be  aware  that  the  new  technologies 
hold  the  power  to  speed  the  economic  decline.  With  more  data 
available  faster,  companies  can  react  very  quickly  to  cut 
costs.  Adjustment  to  excess  inventories  and  excess  spending 
on  capital  equipment  appears  to  be  quick  and  brutal.  In- 
vestment plans  are  being  slashed  and  corporate  layoffs  are  be- 
ing announced  at  a  tremendous  clip. 

But  the  speed  of  the  business  reaction  on  the  downside  is 
no  guarantee  of  an  equally  fast  recovery.  That's  why  the 
Fed  should  not  stop  with  just  two  rate  cuts.  It's  also  why 
Congress  and  the  Bush  Administration  should  quicken  their 
negotiations  and  agree  on  a  front-loaded  tax  cut,  which  gets 
more  money  in  people's  pockets  as  quickly  as  possible. 

The  absence  of  serious  inflationary  pressures  coupled  with 
a  huge  budget  surplus  allows  the  Fed  and  Congress  great  lat- 
itude in  combating  the  decline.  With  luck,  and  quick  policy  ac- 
tion, the  New  Economy  expansion  can  regain  its  momen- 
tum and  roll  on  for  years  to  come. 

NEW  RULES 

FOR  TRUSTBUSTING 

As  the  economy  slows,  President  Bush  needs  to  be  more 
aware  than  ever  that  new  ideas  provide  the  fuel  for 
growth.  That's  why  he  needs  to  pick  an  antitrust  team  that 
understands  its  role  in  preserving  the  rapid  pace  of  innovation 
in  the  economy. 

Broadly  speakL  vo  schools  of  antitrust  think- 

ing today  (page  36).  c  i,(   those  who  would  focus 

purely  on  what  might  be  cal  i  classic  antitrust:  cases  where 
companies  have  sufficient  ma,  ket  power  to  jack  up  prices  to 
consumers.  On  the  other  sid'  accept  a  broad- 

er definition  of  economic  harm.  In  p  rticulaj    this  new  wave  of 


antitrust  analysis  is  concerned  with  situations  where  rr 
nopolies  or  oligopolies  can  impede  innovation. 

Over  the  past  few  years,  the  antitrust  enforcers  of  t 
Clinton  Administration  gradually  moved  into  the  seco: 
camp.  Joel  I.  Klein  at  the  Justice  Dept.  and  Robert  Pitofs 
at  the  Federal  Trade  Commission  recognized  the  danger  tr 
certain  mergers  and  other  business  deals  could  squelch  inr 
vation — to  the  detriment  of  all  consumers.  In  particular,  t 
desire  to  encourage  innovation  was  a  key  justification 
Justice's  lawsuit  against  Microsoft  Corp. 

No  one  would  be  surprised  if  the  Bush  team  filed  few 
lawsuits  than  the  previous  Administration.  But  it  would  b( 
mistake  if  the  new  President  went  with  tradition  and  pick 
a  team  that  retreated  to  convention,  looking  mainly  for  e 
dence  that  companies  are  harming  consumers  by  raisi 
prices.  The  textbook  rules  for  trustbusting  aren't  adequate 
an  economy  powered  by  fertile  but  fragile  ideas. 

MARKET  LESSONS 
FROM  CALIFORNIA 


The  scary  thing  about  California's  electricity  mess  is  h 
quickly  things  went  bad  and  the  way  in  which  seemii 
ly  small  policy  errors  are  having  catastrophic  consequenc 
For  deregulators  in  other  states  and  nations,  California  ser 
as  a  powerful  warning  that  the  road  to  hell  is  paved  w 
good  intentions.  An  electrical  system  that  appeared  to  be  r 
sonably  stable  got  slightly  out  of  balance  as  demand  gr 
faster  than  supply.  Instead  of  righting  itself,  the  situation 
came  increasingly  chaotic,  with  rolling  blackouts  and  soar 
prices  for  electricity.  Power  merchants  like  Enron  Cc 
(page  76)  became  the  focus  of  public  distrust  and  hostilit 

Deregulation,  done  wisely,  is  still  a  good  idea.  But  judg 
from  the  experience  of  Britain,  Australia,  Chile,  and  other 
tions  at  the  forefront  of  electricity  deregulation,  it  wo 
best  when  there  is  plentiful  power  and  lots  of  potential  s 
pliers.  Then,  deregulation  increases  efficiency  and  low 
prices.  But  if  either  of  those  prerequisites  is  missing,  po 
suppliers  can  drive  prices  sky-high.  Economic  theory  says 
eventually,  stratospheric  profits  will  attract  new  source 
power  and  prices  will  come  back  down.  But  consumers  an 
willing  to  wait  for  "eventually."  So  the  government  slap: 
price  caps,  threatens  prosecution,  and  draws  up  re-regul 
ry  bills.  Such  actions  scare  away  potential  new  entrants, 
the  market  becomes  locked  in  a  dangerous  stalemate. 

Here  are  a  few  lessons  we've  learned:  Convince  inves 
that  the  rules  won't  change,  so  they'll  have  the  confideno 
build  power  plants.  Don't  get  utilities  to  sell  off  all  t 
plants  until  you're  sure  there  will  be  plenty  of  power  for  t 
to  buy — even  if  that  means  delaying  full  deregulation  w 
new  plants  are  built.  Let  utilities  make  long-term  runti 
for  power  so  they're  not  subject  to  short  squeezes.  Deter 
Lusion  among  power  sellers  by  making  sure  there  are  lol 
them,  each  with  its  small  market  share.  The  message 
California?  Deregulate,  yes,  but  do  it  with  the  utmost  i 
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Look  around.  You're  in  the  midst  of  a  global  maelstrom.  A  swirling  mass  of  converging 


technologies  and  new  business  opportunities  unleashed  by  the  Internet.  All  waiting  to  be  harnessed  by 


companies  like  Fujitsu  -  the  world's  third  largest  IT  services  provider!  We've  focused  our  energy  and 


WHEN  YOU  CLOSE  YOUR  EYES, 
WHAT  DO  YOU  DREAM? 

WHEN  YOU  OPEN  YOUR  MIND  TO  THE 

FULL  POTENTIAL  OF  THE  INTERNET, 

WHAT  DO  YOU  SEE? 


resources  on  creating  technology  to 


solve  the  unique  problems  of  thousands 


of  individual  businesses.  Last  year 


alone  we  invested  $4  billion  of  our 


$50  billion  global  IT  and  telecommunications  revenues  on  R&D.  Imagine,  $4  billion.  That's  more 
than  the  total  sales  of  many  Fortune  500  companies.  But  that's  what  it  takes  to  create  next  generation 
mobile  technology,  ultra-high-speed  servers  and  leading-edge  photonic  networks.  Innovations  that 
keep  your  business  one  step  ahead  of  the  Internet.  And  light  years  ahead  of  the  competition. 


FUJITSU 


THE     POSSIBILITIES     ARE     INFINITE 


www.fujitsu.com 


"Source:  IDC.  December  1999.  Who  Will  be  Leading  the  Global  IT  Services  Industry  in  2000?.  A  Competitive  Analysis  by  Mauro  Peres.  Sophie  Janne  Mayo. 


guarantee  future  results.  This  advertisement  does  not  constitute  an  investment  offer.  For  more  information,  contact  us  at  1001  Louisiana  St.  Houston  TX 
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performance 


raised  to  the  power  of  El  Paso 


At  El  Paso,  we've  been  on  a  five-year  journey  to  create  the  largest 
and  most  broadly  based  natural  gas  company  in  the  world.  Today, 
we've  arrived.  El  Paso  has: 
A  Successfully  integrated  the  largest  set  of  natural  gas  pipelines 

in  North  America. 
A  Become  the  fourth  largest  energy  company  in  the  United 

States  by  market  capitalization. 
/\  Built  the  fastest  growing,  most  sophisticated  energy  merchant 

in  the  world,  with  profits  growing  from  $3  million  to  almost 

$500  million  in  just  three  years. 
A  Grown  our  enterprise  value  from  $2  billion  to  over  $50  billion 

in  five  years. 
A>  Achieved  earnings  per  share  growth  of  1 18  percent  since  1995. 
A  Delivered  total  shareholder  return  of  51 7  percent  over  the  last 

five  years,  which  is  more  than  double  the  S&P  500  return  over 

the  same  period. 

That's  performance.  Raised  to  the  power  of  El  Paso. 
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I'm  looking  to  shake  things  up  a  bit. 

With  your  investments? 

With  my  life,  I've  been  working  for  25  years.  Now 
I  want  to  do  what  I  want,  not  what  I  feel  I  should. 

Wow.  Good  for  you.  What  is  it  you're  looking  for? 

I've  always  wanted  to  be  a  teacher.  But  it  doesn't 
pay  as  well  as  I'm  used  to... so  I  need  to  be 
prepared. 

Yes,  I  understand.  We  should  probably  start  by 
looking  at  your  current  portfolio.  Then,  we  can 
help  you  create  an  investment  and  income 
strategy  that  may  help  boost  your  earnings. 

That's  what  I  was  hoping... 

We'll  get  you  out  in  front  of  those  kids  while  still 
trying  to  maintain  your  lifestyle. 

That's  good.  I  mean,  I'd  like  to  give  something  back. 
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At  Dell™  Microsoft  and  Intel?  we  specialize  in 
solving  the  impossible.  Offering  customized  solutions 
that  scale  on  demand  with  the  reliability  and  interoper- 
ability you  need.  And  we  do  it  to  meet  your  timetable. 

One  call  to  Dell  and  we'll  consult,  design,  build 
and  service  an  Internet  solution  custom  fit  to  your 
needs.  Our  server  and  storage  systems  arrive 
custom-configured  and  ready  to  run  — 24x7.  We'll 
even  help  you  set  it  up.  With  our  rackable,  scalable 
servers  and  the  proven  performance  of  Microsoft® 
Windows9  2000,  we  know  what  it  takes  for  your  com- 
pany to  grow  its  e-business.  We've  already  provided 
fast,  effective  solutions  to  a  growing  list  of  companies. 
And  we  can  do  the  same  for  yours. 

When  USATODAY.com  needed  a  reliable,  easy- 
to-use,  scalable  platform  to  drive  their  2000  Summer 
Games  Web  site,  we  had  the  site  up  and  running  in 
only  seven  weeks. 

Why  do  many  corporations  choose  Windows 
2000  running  on  Dell  PowerEdge™  servers  with  Intel® 
Pentium'!!!  Xeon™  processors  to  power  their  e-business 
solutions?  Because  together  they  deliver  an  alternative 
to  UNIX9  that  is  highly  scalable,  highly  reliable  and 
easily  customized.  In  fact,  more  applications  have 
been  developed  for  the  Windows  platform  than  any 
other  platform  in  history.  Windows  2000  also  provides 
greater  interoperability,  and  significantly  reduces  the 
cost  of  ownership  over  previous  Windows  versions. 

Want  more  information  on  products  and  services 
for  your  e-business?  Get  answers  at  the  speed  of  Dell, 
Microsoft  and  Intel.  Log  on  to  www.dell.com/ebusiness. 


E-business  solutions,  made  easy  with  Dell 


800.900.DELL 
WWW.DELL.COM/EBUSINESS 


I-WAY  PATROL 

A  BEAR  OF  A  VIRUS 
IN  HIBERNATION 

DO      YOU      HAVE      A      VIRUS? 

A  mysterious  new  computer 
bug  known  as  Hybris  has 
alarmed  security  experts, 
who  call  it  the  most  sophisti- 
cated and  potentially  danger- 
ous virus  ever.  Hybris  began 
in  Brazil  last  year — via  e-mail 
from  Hahaha@sexyfun.net — 


and  spread  to  thousands  of 
computers  worldwide.  It's 
currently  hibernating,  do- 
^  ing  no  harm.  But  what 
has  experts  worried  is 
that  at  any  time  it  could 
zap  memory,  steal  data, 
or  launch  massive  at- 
tacks on  Web  sites. 
Hybris'  creator — yet  to 
be  found — remains  in  covert 
communication  with  infected 
computers  via  the  Net.  Be- 
cause the  virus  is  designed 
with  advanced  plug-in  soft- 
ware, he  can  turn  it  ther- 
monuclear at  any  time.  "To- 
day it  is  not  malicious. 
Tomorrow,  the  author 
can ...  do  enormous  damage," 
says  Internet  security  spe- 
cialist Shimon  Gruper.  He 
and  others  have  written  anti- 
virus software.  But  there's  a 
problem:  Hybris  is  expertly 
encrypted,  so  they  can't  al- 
ways find  it.  Michael  France 


PRODUCT  PEEK 

THIS  MAG  UPGRADE 
NEEDS  UPGRADING 

THE  ARDOR  OF  APPLE 
computer  customers  knows  no 
bounds,  as  typified  by  the  guy 
who  showed  up  for  ceo  Steve 
Jobs's  keynote  at  Mac 
World  in  San  Francis- 
co in  January  with 
his  head  shaved  ex- 
cept for  an  Apple 
logo  of  red-  and 
green-dyed  hair. 

But  sometimes 
you  have  to  wonder 
just  how  much  Mac  loyalty 
gets  rewarded.  Case  in  point: 
Apple's  "public  beta"  of  Mac 
os  x,  a  complete  rewrite  of 
the  basic  software  for  the 
Mac,  which  is  due  to  be  re- 
leased Mar.  24.  Sincf  Sep- 
tember, 100,000  of  the  faithful 
have  forked  over  $29.95  for 
a  test  version  of  the  n 
erating  system.  It  was  buggy, 
and  many  important  features, 
such  as  support  for  printing, 
worked  badly  or  not  at  all. 


But  that's  not  unusual  in  an 
operating-system  test. 

In  January,  however,  Ap- 
ple began  selling  a  new  gen- 
eration of  Mac  G4  desktops 
and  a  free  upgrade  of  its  cur- 
rent operating  system  to  ver- 
sion 9.1.  Unfortunately,  peo- 
ple who  had  tried  the  OS  X 
Beta  and  then  installed 
the  upgrade  discov- 
ered that  they  could 
no  longer  run  most 
existing  Mac  pro- 
grams. And  the  os 
x  beta  won't  run  at 
all  on  the  newest 
Mac  G4s.  Both  facts 
are  pointed  out  on  Apple's 
Web  site,  but  the  site  says 
elsewhere  that  os  9.1  "is  de- 
signed ...  to  ease  the  transi- 
tion to  os  x." 

Apple  has  sent  hardware 
and  software  developers  a 
new  version  that  solves  both 
problems,  but  won't  make  it 
available  to  buyers  of  the 
public  beta.  They'll  just  have 
to  wait  till  March  and  fork 
out  $129  for  the  finished 
product.        Steve  Wildstrom 
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— License  plate  on  a  BMW  spotted  on  Wall  Street 


NEW  GENES 

FRANKENSMOKES? 
NOT  IN  DIXIE 

THIS  MONTH,  THE  AGRICULTURE 

Dept.  is  likely  to  approve  a 
"health  food"  cigarette  whose 
tobacco  is  genetically  engi- 
neered to  be  nicotine-free. 
The  company 
that  developed  it, 
Liggett  Group 
Inc.,  has  signed 
up  farmers  will- 
ing to  grow  thou- 
sands of  acres' 
worth  in  Lancast- 
er, Pa.,  and  is 
seeking  others  in 
Oklahoma.  "We've 
had  no  problem 
finding  farmers," 
says  a  spokesman 
for  Liggett. 

Yet  south  of 
the  Mason-Dixon 
line,  it's  another  TOBACCO 
story.  Farmers  in 
the  Tobacco  Belt  want  noth- 
ing to  do  with  the  new  leaf. 
What  they  fear  is  not  that 
no-nicotine  cigarettes  will  cut 
into  sales  of  traditional  ciga- 
rettes but  a  backlash  against 
genetically  modified  tobacco, 


•I 


particularly  in  the  growi 
markets  of  Europe  a 
Asia — just  as  there  was  vo 
hostility  against  "Franks 
food."  And  there's  consid 
able  resentment  against  t 
man  who  runs  Liggett:  B< 
nett  LeBow.  He  has  lo 
been  an  industry  gadfly,  p 
neering  generic  cigaret 
made  of  ch 
foreign  tobac 
as  well  as  beco 
ing  the  first 
admit  cigarett 
are  addictive  a 
to  testify  agair 
fellow  cigaret 
makers.  His 
versaries  say  h 
causing  trout 
again.  "He  acts 
if  he  has  sor 
personal  missi 
to  jeopardi 
the  tobacco  indi 
try,"  says  Br 
Carter,  a  Nor 
Carolina  grow 
But  if  nicotine-free  cigarett 
take  off,  southern  farme 
may  have  to  rethink  the  c 
position.  Given  the  stea 
drop  in  U.S.  sales,  the  1 
bacco  Belt  can  sure  use  n 
markets.        Charles  Hadd 
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THE  LIST  TOP  FIVE  WHOPPERS  TOLD  TO  VCs 


Garage.com,  which  sifts  through  12,000  business  plans  a  year 
and  helps  promising  startups  find  early-stage  funding,  has 
heard  all  the  tales  told  to  venture  capitalists  these  days.  Here 
are  the  most  common  ones,  followed  by  Garage.com's  advice: 


PITCH 

Studies  show  our 
market  will  grow 
to  $X  million. 

A  big  company 
is  about  to  sign 
with  us. 

Several  VCs 
are  interested 

We're  glad 
the  bubble 
has  burst. 

Our  patents 
make  our 
business 
defensible 
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REALITY  CHECK 

Since  the  downturn,  industry 
predictions  are  unrealistic.  Refrai 
from  giving  numbers,  and  let  VCs 
dream  up  their  own. 

Talking  doesn't  mean  a  deal; 
it's  only  a  deal  if  there's  a 
name  on  the  dotted  line. 

Easy  to  check.  If  untrue,  the  nev 
VC  won't  be  interested  either. 

This  is  pure  spin.  VCs  are 
smarter  than  that. 


A  sign  of  naivete.  Patents  mear 
little  in  dot-com  land, 
Anything  worth  copying 
will  be  copied. 

ata  Garage  com 


Keep  pace. 


Find  peace. 


Hear  about  the  all-new  Mercury  Mountaineer. 


Vhether  you're  charging  hard  or  just    recharging       the  completely   redesigned  2002   Mercury  /^\ 
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lat  and  available  power  adjt  istal  >le  f <  »<  »1  ,  »<  x  I.  ils    1 1  le  2002  Mo,  cur  y  Mo. mtaineer  premieres  i .,  „  „  „ ;  2001.  \^J 

3ut  you  can  get  a  closer  look  now      plus  receive  a  gifl       by  visiting  the  Web  site  oi  calling  888  748-8804.  Mercury 

-or  more  information  and  a  gift,  visit  www.2002mountaineer.com/a  lw**i\ 


rai  Isi  ibli  Otlei  valid  until  i  I  01  01  ivl pi 
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BE  A  REAL 
MILLIONAIRE 

WHAT    GOOD     IS    $1 

million  if  it  doesn't  * 

make  you  a  million-  4 
aire?  After  all,  even 
John  Carpenter,  the 
irs  tax  collector  who,  in 
1999,  was  the  first  to 
reach  the  top  on  abc's  Who 
Wants  To  Be  A  Millionaire, 
had  to  fork  over  $370,000  to 
Uncle  Sam.  "Whatever  the 
taxes,  I'll  be  happy  to  pay 
it,"  Carpenter  said  at  the 
time.  But  wait  till  he  hears 
about  H&R  Block's  plans  for 
the  show  on  Feb.  18.  The  tax 
preparer  will  sponsor  Mil- 
lionaire and  pay  the  federal 
taxes  on  everybody's  win- 
nings. As  David  Byers,  h&r 
Block's  marketing  chief,  says: 
"Now  people  can  truly  win  a 
million  dollars." 

H&R  Block  calculates  the 
publicity  will  be  worth  the 
money  during  tax  season,  con- 


sidering it  might  have  to  shell 
out  only  $400,000.  Average 
weekly  winnings  since  the 
show  began  have  been  only 
$848,000.  So  h&r  Block  is  hav- 
ing its  own  sweepstakes:  $1 
million  to  a  customer  drawn 
from  those  who  use  its  services 
by  Apr.  15.  This  time,  though, 
the  winner  must  pay  his  own 
taxes.  Pallavi  Gogoi 


ARTFUL  LODGERS 

HOLIDAY  INN  HAS 
JUST  THE  TICKET 

FORGET  PILLOW  MINTS,  FRUITY 

hair  conditioners,  and  other 
froufrou  items  that  rack  up 
amenities    costs    for    hotel 


chains.  Since  market  research 
shows  that  up  to  80%  of  cus- 
tomers are  men  who  are  74% 
more  likely  to  watch  college 
basketball  than  the  average 


Joe,  Holiday  Inn  plans  to  give 
customers  what  they  want 
most:  NCAA  tourney  tickets. 

In  a  novel  promotion,  Hol- 
iday Inn  is  parlaying  its  cor- 
porate sponsorship  of  the 
NCAA  into  4,000  tix  for  the 
basketball  tournament  Mar. 
15  to  Apr.  2.  Customers  can 
win  the  tickets  by  en- 
tering a  drawing  at 
check-in.  Frequent-stay- 
ers can  trade  in  accu- 
mulated Priority  Club 
points.  "These  are  some 
of  the  most  prized  tick- 
■  ets  in  all  of  sports," 
|  boasts  marketing  di- 
rector Dan 
SIR,  enjoy  Sweiger. 
the  games  Lest  any- 
one  con- 
clude that  Holiday  Inn 
is  becoming  a  male 
clubhouse,  the  company 
also  has  a  program 
aimed  at  Soccer  Moms.  The 
chain  offers  free  storage  for 
equipment  and  cooler  ice  for 
youth  teams  that  are  on  the 
road.        Daniel  Northington 


IU  WANT  STAMPS  WITH  THAT  DUCK? 


E-MAIL        IS        EXACTING       A 

financial  toll  in  an  unusual 
place:  the  Chinese  post  office. 
Officials  in  Beijing  have 
been  watching  the  vol- 
ume of  mail  delivery- 
and  revenues — decline 
steadily  over  the 
past  few  years. 
They  blame  the 
Internet,  whose 
users  in  China  have 
risen  to  17  million, 
45%  of  them  in 
Beijing. 

So  looking 
ahead  and  fearing 
the  worst,  Beijing 
postal  officials  thought  up  a 
new  way  of  making  money: 
delivering  Peking  Duck.  Ser- 
vice began  Jan.  20,  just  be- 
fore Chinese  New  Year,  and 
postmen  delivered  700  ducks 


from  Quanjude,  China's  bes 
known  roast-duck  restaurai 
in  the  first  week.  Cost:  $ 
apiece.  "We  need  to  adapt 
fierce  market  competitior 
says  postal  offic: 
Wang  Min 
zhai.  He  w 
not  say  wh 
the  post  offi 
•  earns  p  < 
iduck.  But  wi 
I  a  first-cla 
stamp  costii 
only  100 
China,  duel 
clearly  turn 
bigger  profit. 
Ultimatel 
says  Wang,  the  Chinese  po 
office  aspires  to  be  the  Fe 
eral  Express,  UPS,  and  tl 
Chinese-food  deliverym 
combined.  Alysha  Wei 


THE  BIG  PICTURE 


KEEPING  TABS  ON  EMPLOYEES  ONLINE 

Internet  surfing  in  the  workplace  has  caused  many 
companies  to  monitor  or  restrict  their  employees'  usage. 


TOOL 

Policy  prohibiting 
Internet  for  personal  use 

Monitoring  software 

Restricting  Web  site  access 

Restricting  hours  of  access 


PERCENT  OF 
COMPANIES* 


64% 
40.4% 
34.4% 

10% 


3,438  COMPANIES  AVERAGING  500  EMPLOYEES; 
MULTIPLE  RESPONSES  ACCEPTED 


FOOTNOTES  Car  owners  who'll  give  their  autos  a  gift  (like  a  wash  and  wax)  this  Valentine's  Day:  1 2%;  who  keep  a  photo:  53% 
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DATA:  PROGRESSIVE.C0 


THEY  COME  TO  YOUR  SITE  LOOKING  FOR  SOMETHING  DIFFERENT.  GIVE  IT  TO  THEM. 


Everybody's  different.  When  you  know  your  customers— what  they  need,  what  they  like  and  what  may  be  of  interest  to  them 
in  the  future  — it's  a  lot  easier  to  give  them  what  they're  looking  for.  Blue  Martini  has  the  power  to  make  it  all  happen. 
Our  applications  analyze  customer  information  then  deliver  a  highly  personalized  experience  based  on  that  analysis. 
The  time  spent  interacting  with  your  company  is  more  relevant.  It's  quicker.  And  it's  great  for  sales.  To  find  out  how 
Blue  Martini's  e-business  solutions  can  improve  your  customer's  experience,  visit  www.bluemartini.com/prism. 
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Readers  Report 


VERDICTS  ON  OUR  COVERAGE 

OF  TRIAL  LAWYERS 

Although  some  good  points  were 
made  in  "The  litigation  machine"  (Le- 
gal Affairs,  Jan.  29),  every  impartial 
study  shows  that  large  verdicts,  award- 
ed by  citizen  juries  that  hear  all  the  ev- 
idence on  all  sides,  are  rare. 

It  is  also  false  to  suggest  that  the 
majority  of  members  of  the  Association 
of  Trial  Lawyers  of  America  make  hun- 
dreds of  thousands  or  even  millions  of 
dollars  a  year.  More  than  three-quar- 
ters of  atla  members 
earn  considerably  less 
than  $100,000  a  year. 
That's  far  less  than 
most  corporate  defense 
attorneys,  corporate  ex- 
ecutives, and  many  oth- 
er professionals. 

The  story  says  that 
"flimsy  cases  impose  un- 
necessary costs  on  Cor- 
porate     America      and 
waste  the  time  of  over- 
worked judges."  Every 
judge   has   the   power — 
which    should    be    exer- 
cised— to  throw  out  law- 
suits   that    are    without 
merit  and  to  punish  those  lawyers  who 
bring  them  or  offer  frivolous  defenses. 

The  tobacco,  insurance,  and  drug  com- 
panies— in  their  quest  for  special  pro- 
tection from  the  consumers  and  workers 
they  hurt — want  everyone  to  think  the 
legal  system  is  broken.  It's  not. 

Frederick  M.  Baron 

President 

Association  of  Trial  Lawyers 

of  America 

Washington,  D.  C. 

The  premise  of  your  story  runs 
counter  to  everything  we  know  about 


the  civil-justice  system.  Corporate 
fendants  and  their  insurance  compar 
cause  legal  costs  to  spiral  by  refusing 
take  responsibility  for  their  miscond 
and  covering  up  documents.  With 
porate  money  having  already  bought 
executive  and  legislative  branches 
government,  America's  court  systen 
one  place  where  individuals  can  fc 
changes  in  the  dangerous  behavior 
powerful  industries  and  prevent  fut 
harm.  It's  a  system  of  which  we  she 
be  incredibly  proud. 

Joanne  Dorosr 
Executive  Dire< 
Center  for  Jus 
&  Democr 
New  Y 


BESTMOTOALFUNDS 


.ill'I'lA'N 


Many  defendants 
their  lawyers  are  not  \ 
ing  to  trust  their  fates 
juries,  so  they  rush  to 
tie.  Why?  In  part,  beca 
they  focus  on  highly  p 
licized,  outrageous  res 
from  jury  trials, 
I  the  "hot  coffee" 
diet  against  McDona 
Corp.  Unless  and  u 
defendants  are  will 
to  allocate  resources  as  soon  as  poss 
to  defend  a  claim  and  to  trust  the  j 
system,  plaintiffs'  lawyers  will  conti 
to  have  the  upper  hand. 

C.  Leon  Sherr 
Pittsburgh, 

A  step  in  the  "paint-by-numbers  1 
suit"  was  overlooked:  Get  media  co^ 
age.  Media  exposure  is  the  best  wa; 
recruit  victims  and  poison  jury  pc 
The  news  media,  especially  TV,  can 
ways  be  relied  on  to  cover  the  "victii 
case  sympathetically  because  it  fits 
its  villain-victim  template.  In  fact, 
producers  scour  plaintiffs'  lawyers  ( 
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Your  company  can  go  even  further 


X  "Derivatives  House 
|[)    of  the  Year"1 

.Institutional 
liiKstor 

"Equity  Derivatives 
Deal  of  the  Year"2 


Today,  a  Company's  balance  sheet  impacts  its 
income  statement  more  than  ever-  large 
non-strategic  holdings,  a  sub-optimal  capital 
structure,  growing  stock  option  programs  and  more. 
But  your  financial  strategy  can  be  managed, 
exposures  controlled,  earnings  smoothed  and 
shareholder  value  created.  Sometimes  it's  just  a 
matter  of  knowing  what  to  look  for. 

Having  tackled  some  of  the  most  complex  financial 
issues  facing  today's  top  companies,  we  have 
the  depth  of  thinking  and  experience  to  help  you 
reduce  your  risk  and  create  value.  And  as  one  of  the 
largest  banks  in  the  world,  with  assets  totaling  over 
$800  billion,  no  problem  is  too  big  or  too  complex 
for  us.  So  put  our  talented  experts  to  work  for  you. 

Let  our  experience  unleash  the  value  of 
your  Company. 

Whoever  you  are 

•  CEOs  and  CFOs 

•  Corporate  Treasurers 

•  Venture  Capitalists 

•  Human  Resource  Executives 

Whatever  you  need 

•  Capital  Structure  Optimization 

-  Stock  Option  Hedging 

-  Share  Repurchase  and 
Non-dilution  Strategies 

•  Hedging  Non-strategic  Holdings 

•  Efficient  Monetization  Structures 

•  Tax  Planning 


EXPERIENCE 

leading  to  results™1 


ft    >wYork  212-469-4555 
■ndon  44-20-7545-2366 
kyo  81-3-5408-4831 

<ii|  jng  Kong  852-2203-6882 
/vw  db.com/ederivatives 
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Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

First  American  Funds'  toll-free  number  was 
listed  incorrectly  in  "Can  bond  funds  do  it 
again?"  (Mutual  Fund  Scoreboard,  Feb.  5). 
The  correct  number  is  800  637-2548. 


ventions  for  "content."  Reporters  are 

reluctant  to  expose  this  unholy  alliance. 

Eric  Dezenhall 

Washington,  D.  C. 

Your  article  shows  the  need  for  seri- 
ous tort  reform.  When  the  threat  of  a 
class  action  by  a  trial  lawyer  is  stronger 
than  a  mafia  shakedown  of  yesteryear, 
something  should  be  done.  Present-day 
trial  litigators  are  nothing  more  than  pi- 
rates looting  and  taking  bounty  wher- 
ever and  from  whomever  they  can.  Jus- 
tice for  a  client  is  simply  incidental. 

David  Wilkinson 
Marietta,  Ga. 

Can  anyone  who  purports  to  believe 
in  the  American  ideal  of  independent 
courts  dispensing  impartial  justice  be 
proud  of  a  situation  in  which  business 
interests  and  trial  lawyers  square  off 
in  every  state  that  has  judicial  elections 
in  an  effort  to  win  courts  for  their  re- 
spective sides?  Is  there  any  surer  for- 
mula for  assuring  public  cynicism  con- 
cerning the  integrity  of  the  judiciary? 
Mark  Kozlowski 
New  York 

The  1983  Presidential  Commission  on 
Education  report,  "A  Nation  at  Risk," 
lead  to  a  national  debate  on  educational 
policy.  A  Presidential  Commission  on 
Civil  Justice  could  set  in  motion  forces  to 
bring  about  change  in  the  courts.  Oth- 
erwise, we  will  soon  be  a  nation  at  risk 
for  another  reason. 

E.  Thomas  Coleman 
Alexandria,  Va. 

VALUE  FUNDS  ELBOWED 
THEIR  WAY  ONTO  THE  "A"  LIST 

I  consider  your  annual  scoreboard 
"The  best  mutual  funds"  (Special  Re- 
port, Jan.  29)  the  best  single  source  of 
information  on  the  subject.  However,  I 
find  it  disturbing  that  your  "A"  list  had 
such  a  massive  turnover  from  last  year. 
And  if  it  was  such  a  hard  year  for  mu- 
tual funds,  why  did  the  "A"  list  grow? 
Joel  Foulon 
Johnsonburg,  N.J. 
Editor's  ruote:  Funds  are  rated  relative 
'h    other,    based  on  a  five-year 
The  top  7.5%  get  the  "A"  rat- 


ing. As  more  funds  hit  the  five-year 
point,  the  number  of  rated  funds  in- 
creases. Our  story  indicated  that  the 
rise  of  value  funds  pushed  many  growth 
funds  off  the  "A"  list. 

AMERICA  NEEDS  TO  DO  MORE 
ABOUT  MAD  COW 

Our  government  is  not  concerned 
enough  about  bovine  spongiform  en- 
cephalopathy ("Mad  cow:  The  U.S.  is 
not  immune,"  Science  &  Technology,  Jan. 
29).  The  Agriculture  Dept.'s  own  Web 
site  provides  some  disturbing  facts: 

The  government  examined  the  brains 
of  "hundreds  of  cattle"  last  year  to  check 
for  bse.  But  usda  statistics  show  that 
more  than  36  million  cattle  were  slaugh- 
tered in  2000.  This  means  that  the  brain 
tissue  of  less  than  one  quarter  of  1%  of 
cattle  have  been  examined  in  a  lab — 
the  only  reliable  way  to  test  for  bse. 


While  importation  of  live  ruminants 
from  mad-cow-infected  countries  was 
banned  several  years  ago,  cattle  em- 
bryos were  imported  until  just  recently. 
We  now  know  that  infected  mother  cows 
can  pass  bse  to  their  offspring.  Are 
there  BSE-infected  offspring  in  this  coun- 
try? Neither  the  USDA  nor  anyone  else 
knows  yet. 

Britain,  Germany,  France,  and  Italy 
have  reassured  their  citizens,  yet  BSE  is 
spreading  through  Europe,  leaving  pan- 
ic, carcasses,  and  the  economic  collapse 
of  the  beef  industry  in  its  wake.  The 
U.  S.  government  needs  to  be  rigorous  in 
its  testing  and  enforcement  of  regula- 
tions and  honest  with  the  public  about 
the  potential  danger. 

Kathy  Guillermo 

People  for  the  Ethical  Treatment 

of  Animals 

Norfolk,  Va. 

HIGHER  FARES  WOULD  FIX 

U.S.  AIR  TRAVEL 

Since  the  U.S.  is  currently  addicted  to 
low-cost  airfares,  expanding  airline  ca- 
pacity, as  you  suggest,  would  quickly  be 


offset  by  increased  demand  ("The  i 
pairing  of  America,"  Editorials,  Jan.  2 
A  return  to  government-regulate 
higher  airfares  would  decrease  demar 
reduce  crowding,  and  enable  the  a: 
lines  to  pay  for  the  best  pilots  ai 
maintenance  services.  Also,  higher  far 
would  improve  the  airlines'  return 
investment. 

Paul  M.  Gre 
Cincinn; 

ROBERT  JOHNSON  IS  FLYING 
ON  A  WING  AND  A  PRAYER 


Other  than  the  traveling  public,  t 
person  risking  the  most  money  in  t. 
American/TWA/United/U  S  Airways/] 
Air  deal  is  Black  Entertainment  Tele 
sion's  Chief  Executive  Officer,  Robe 
L.  Johnson  ("The  ever-shrinking  skie! 
News:  Analysis  &  Commentary,  Js 
22).  He  will  own  51%  of  an  airline  th 
is  operated  by  his  competitor.  Thr 
years  from  now,  DC  Air  will  be  teeteri 
on  the  brink  of  bankruptcy,  and  ft 
people  will  remember  why  it  was  ci 
ated  in  the  first  place.  In  the  same 
sue,  you  note  that  Johnson  is  sellii 
two-thirds  of  BET  to  Viacom  Inc.  ("T 
list,"  Up  Front).  The  most  valuable  a 
vice  that  can  be  offered  to  Mr.  Joh 
son  is:  "Don't  quit  your  day  job." 

Bart  Land 
Hollister,  Cal 
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©Agilent  Technologies,  Inc.  2000 


Faster.  Faster.  Science  is  working  full  tilt  to 
understand  the  human  genome.  DNA  Microarray 
technology  from  Agilent  speeds  up  the  learning 
process.  Enabling  scientists  to  search  for  the 
cause  of  disease  in  thousands  of  places  at 
once.  New  cures  can  be  found  quicker.  And 
disease  wiped  out  faster.  Hold  on  tight,  we're 
just  getting  started. 


Agilent  Technologies 

Innovating  the  HP  Way 

Agilent  Technologies  is  a  new  company 
composed  of  the  former  Hewlett-Packard 
test  and  measurement,  chemical  analysis, 
semiconductor  components  and  medical 
products  businesses,  www.agilent.com 
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CRYPTO 

How  the  Code  Rebels  Beat  the  Government— Saving  Privacy  in  the  Digital  Age 

By  Steven  Levy 

Viking  .356pp.  $25.95 


WEB  ENCRYPTERS  1, 
BIG  BROTHER  0 


Whitfield  Diffie  is  not  like  other 
guys.  With  his  shock  of  long, 
white  hair,  piercing  eyes,  and 
flowing  beard,  he  looks  more  like  a  gui- 
tarist for  the  Allman  Brothers  Band 
than  the  father  of  Internet-computer 
security.  Often  nattily  dressed  in  dark 
suits,  he  is  a  study  in  contrasts.  And  he 
doesn't  gladly  suffer  fools.  I  recall  an  in- 
terview with  him  three  years  ago,  when 
I  was  new  to  security  technology  and 
clearly  boring  Diffie  with  my  sopho- 
moric  questions.  "Isn't  there  something 
else  you  can  ask  me?"  he  sighed. 

That  Diffie  cooperated  completely 
with  Newsweek  columnist  Steven  Levy,, 
author  of  Crypto:  How  the  Code  Rebels 
Beat  the  Government — Saving  Privacy 
in  the  Digital  Age,  speaks  volumes 
about  Levy's  mastery  of  the  arcane 
world  of  computer  security  and  cryp- 
tography. It  also  says  something  about 
Levy's  personality:  He  adores  the  off- 
beat world  of  crypto  and  its  cast  of 
quirky  characters,  a  distrustful  lot  who 
have  turned  paranoia  into  a  science. 

But  what  exactly  is  Diffie's  achieve- 
ment, you  ask?  Every  time  you  use  a 
Web  browser  to  make  an  online  pur- 
chase, your  credit-card  number  is  pro- 
tected by  data-scrambling  technology 
based  on  early  research  by  Diffie  and 
Stanford  University  professor  Martin 
Hellman.  For  such  contributions  to  be 
realized,  though,  Diffie  and  the  other 
"code  rebels"  in  Levy's  account  had  to 
overcome  a  major  obstacle:  Big  Brother. 
The  National  Security  Agency,  the  less- 
er-known sibling  of  the  cia,  for  decades 
had  a  virtual  monopoly  on  all  crypto- 
graphic research.  It  was  none  too 
pleased  that  scientists  and  high-tech  re- 
searchers were  allowing  cryptography 
to  get  into  public  hands.  What  about 
national  security?  The  nsa,  terrified  that 
it  would  be  unable  to  snoop  on  the  com- 
munications of  both  upright  citizens  and 
outlaws,  for  three  decades  fought  the 


cryptographic  community,  employing 
threats,  counterthreats,  and,  ultimate- 
ly, punitive  laws  that  could  have  sent  re- 
searchers to  jail  for  just  talking  about 
their  new  science. 

Levy,  who  also  wrote  Hackers:  He- 
roes of  the  Computer  Revolution  and 
Insanely  Great:  The  Life  &  Times  of 
Macintosh,  the  Computer  that  Changed 
Everything,  guides  us  through  30  years 
of  individual  innovation  and  U.  S.  gov- 
ernment interference.  His  lively  and  de- 
tailed narrative  begins  with  Diffie's 
quixotic  search  for  new  ways  to  pro- 
tect data  and  ends  with  the  govern- 
ment's admission  that  Diffie  and  his 
ilk  had,  turn  by  turn,  let  the 
cryptographic  genie  out  of 
the  bottle. 

The  author  tells  us  that 
cryptography      has      been 
around  since  the  days  of  an- 
cient Greece.  Its  use  broad- 
ened in  the  1700s,  although 
until  very  recent  times,  it 
remained  largely  a  concern 
of  diplomats,  generals,  and 
spies,  hidden  from  the  public. 
That  changed  when  Diffie,  a 
young  Massachusetts  Insti- 
tute of  Technology  student 
who  collected  exotic  animals, 
including  a  python,  started 
asking  questions  in  the  1960s. 
With   a   computer-dependent 
world  just  barely  on  the  horizon,  Diffie 
worried  that  the  average  citizen's  pri- 
vacy would  soon  be  threatened.  How 
to  protect  it? 

Armed  with  a  lot  more  knowledge 
about  computers  than  about  the  secre- 
tive mathematics  behind  cryptography, 
Diffie  began  a  cross-country  odyssey 
that  eventually  led  him  to  Hellman. 
They  realized  they  were  trying  to  solve 
the  same  problem:  How  do  you  create  a 
cryptographic  system  that  can  be  used 
by  people  who  don't  know  each  other? 


It's  a  very  difficult  problem,  and  j 
most  thought  could  never  be  solved 
Other  cryptographers  whose  effc 
are  described  by  Levy  include  MIT  p 
fessor  Ron  Rivest  and  his  partners,  l 
made  key  refinements,  and  Phil  Z 
merman,  a  social  activist  who  risked 
dictment  when  he  sent  copies  of 
cryptography  program  all  over 
world.  There's  also  Jim  Bidzos,  the  ft 
boyant  chief  executive  of  a  tiny  Silii 
Valley  company  called  rsa  Data  S© 
ty  Inc.,  which  sold  encryption  techn 
gy  to  such  industry  giants  as  Micros 
Lotus,  and,  perhaps  most  significa 
Netscape  Communications. 

Levy  doesn't  try  to  hide  his  feelii 
about  the  government's  heavy  hand.  r| 
nsa,  often  portrayed  as  a  crowd  of  f; 
less   bureaucrats    hiding   behind 
"triple  fence"  of  the  agency's  sprawl 
Maryland  headquarters,  comes  acr 
as  monstrous.  Time  and  again,  we  wa  cr.*'. 
its  functionaries  crawl  out  of  some  c(  the  >.■ 
puter-lined  cave  to  thwart  the  effc  p 
of  these  technical  visionaries.  They 
tempt  to  intimidate  researchers  so  t  the  Tl 
key  findings  won't  be  j  J; 
sented  at  important  con 
ences.  They  work  to  qu 
rsa's  first  big  licensing  d 
with  Lotus. 

If  Levy  has  a  fault,  ilti 
overfamiliarity  with  his  s 
ject.  While  he  does  a  y 
man's  job  of  explaining 
math  behind  cryptograp 
his  obsession  with  minut  WHEN 
occasionally  leads  him  i  Htu 
territory  that  the  aver; 
reader  may  find  daunting, 
introduces  terms  like  Dif  5< 
Hellman  (the  math  algorit  IHF. 
that  turned  the  field  of  crypt  p: 
raphy  on  its  head)  as  though  it  is 
familiar  to  us  as  Simon  and  Garfun:  FISH 
As  a  result,  Crypto  is  not  for  eve 
one.  But  it  will  play  in  the  high-t 
world.  Indeed,  anyone  with  a  pass 
interest  in  Internet  privacy  will  fin< 
fascinating.  While  no  one  would  e 
cast  the  real-life  Diffie  in  a  remake  |»! 
Mr.  Smith  Goes  to  Washington,  Le\ 
tale  demonstrates  that  the  little  j 
can  beat  City  Hall.  He  just  has  to 
smart,  defiant  enough  to  fight — and 
enough  to  believe  that  he  can  win. 
BY  JIM  KERSTET 
Kerstetter  covers  computer  scan 
from  Silicon  Valley. 
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BEST-SELLERS 

OF  2000 


BusinessWeek's  list  of  the  best-sellers  of  2000  in- 
cludes plenty  of  new  titles — many  echoing  themes 
that  also  were  popular  in  1999.  Narratives  and 
how-to's  dealing  with  the  digital  world  claim  sev- 
eral spots,  and  there  are  management  and  inspi- 
rational books  galore.  But  above  all,  readers  re- 
main interested  in  money — both  how  to  make  it 
and  how  some  have  squandered  it. 


HARDCOVER  BUSINESS  BOOKS 


WHO  MOVED  MY  CHEESE?  by  Spencer  Johnson,  M.D. 
(Putnam  •  $19.95)  Learning  to  stop  worrying  and  accept 
change. 

THE  MILLIONAIRE  MIND  by  Thomas  J.  Stanley,  PhD 
(Andrews  McMeel  •  $26.95)  The  values  of  the  wealthy 
revealed. 

THE  TIPPING  POINT  by  Malcolm  Gladwell  (Little,  Brown  • 
$24.95)  How  new  ideas  and  trends  get  spread  like 
epidemics. 

THE  NEW  NEW  THING  by  Michael  Lewis  (Norton  •  $25.95) 
Silicon  Valley  and  its  representative  man,  Jim  Clark. 

FIRST,  BREAK  ALL  THE  RULES  by  Marcus  Buckingham  and 
Curt  Coffman  (Simon  &  Schuster  •  $26)  A  Gallup  investiga- 
tion into  managerial  success. 

THE  CLUETRAIN  MANIFESTO  by  Rick  Levine,  Christopher 
Locke,  Doc  Searls,  and  David  Weinberger  (Perseus  •  $23) 
The  Web  is  a  conversation — one  that's  changing  markets. 

WHEN  GENIUS  FAILED  by  Roger  Lowenstein  (Random 
House  •  $26.95)  Inside  hedge  fund  Long-Term  Capital 
Management. 

GUNG  HO!  by  Ken  Blanchard  and  Sheldon  Bowles  (Morrow  • 
$20)  How  Walton  Works  No.  2  fired  up  its  employees. 

THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze  Orman 
(Crown  •  $23)  Practical  and  "spiritual"  steps  for  managing 
money. 

FISH!  by  Stephen  C.  Lundin,  PhD,  Harry  Paul,  and  John 
Christensen  (Hyperion  •  $19.95)  Motivating  employees  the 
Pike  Place  Fish  Market  way. 

HIGH  TECH  START  UP  by  John  L.  Nesheim  (Free  Press  • 
$50)  A  handbook  for  startup  success,  by  a  Silicon  Valley 
veteran. 

SIX  SIGMA  by  Mikel  Harry,  PhD,  and  Richard  Schroeder  (Cur- 
rency/Doubleday  •  $29.95)  Improvements  in  quality  can 
boost  profits,  say  two  Motorola  veterans. 
THE  21  IRREFUTABLE  LAWS  OF  LEADERSHIP  by  John  C. 
Maxwell  (Thomas  Nelson  •  $17.99)  A  minister's  down-to- 
earth  rules. 

RAVING  FANS  by  Ken  Blanchard  and  Sheldon  Bowles  (Mor- 
row •  $20)  Turning  customers  into  your  biggest  boosters. 
BLOWN  TO  BITS  by  Philip  Evans  and  Thomas  S.  Wurster 
(Harvard  Business  School  •  $27.50)  How  the  Internet  is 
reshaping  business  models. 


PAPERBACK  BUSINESS  BOOKS 


1  RICH  DAD,  POOR  DAD  by  Robert  T.  Kiyosaki,  with  Sharon  L. 
Lechter,  CPA  (Warner  •  $15.95)  Teach  your  kids  the  rules  of 
money  that  the  rich  play  by. 

2  THE  7  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE  by  Stephen 
R.  Covey  (Fireside  •  $14)  Habitually  popular. 

3  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley,  PhD, 
and  William  D.  Danko,  PhD  (Pocket  Books  •  $14)  The  simple 
ways  of  the  wealthy  among  us. 

4  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard,  PhD, 
and  Spencer  Johnson,  M.D.  (Berkley  •  $12.95)  Three 
management  techniques,  conveyed  in  brief  story  form. 

5  WHAT  COLOR  IS  YOUR  PARACHUTE?  by  Richard  Nelson 
Bolles  (Ten  Speed  Press  •  $16.95)  The  enduring  job-search 
bible. 

6  RICH  DAD'S  GUIDE  TO  INVESTING  by  Robert  T.  Kiyosaki, 
with  Sharon  L.  Lechter,  CPA  (Warner  •  $19.95)  Choosing 
to  be  rich,  not  merely  comfortable. 

7  RICH  DAD'S  CASHFLOW  QUADRANT  by  Robert  T.  Kiyosaki, 
with  Sharon  L.  Lechter,  CPA  (Warner  •  $17.95)  Moving 
beyond  job  security  to  financial  independence. 

8  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruce 
Patton  (Penguin  •  $14)  A  Harvard  team's  step-by-step  guide 
to  conflict  resolution. 

9  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDING 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Virginia 
B.  Morris  (Fireside  •  $15.95)  Concise  explanations  enriched 
with  graphics. 

10  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and  Tom 
Gardner  (Fireside  •  $14)  The  online  duo  puts  it  on  paper. 

11  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $17)  How  3M,  Wal-Mart,  Procter  &  Gam- 
ble, and  others  became  standouts. 

12  THE  LEXUS  AND  THE  OLIVE  TREE  by  Thomas  L.  Friedman 
(Anchor  Books  •  $15)  Globalization  and  its  discontents. 

13  INVESTING  FOR  DUMMIES  by  Eric  Tyson  (IDG  Books  • 
$19.99)  From  stocks  to  small  business — with  cartoons,  too. 

14  24  ESSENTIAL  LESSONS  FOR  INVESTMENT  SUCCESS  by 
William  J.  O'Neil  (McGraw-Hill  •  $10.95)  The  founder  of in- 
vestor's Business  Daily  offers  wisdom  on  stock-picking. 

15  DICTIONARY  OF  FINANCE  &  INVESTMENT  TERMS  by  John 
Downes  and  Jordan  Elliot  Goodman  (Barron's  •  $13.95)  What 
is  an  oligopsony  anyway? 


nessWeek's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics,  man- 
nent,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  represented, 
ent  rankings  are  based  on  a  weighted  analysis  of  unit  sales,  January  through  December,  2000. 

, Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com 
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A  PHONE  THAT 
WANTS  TO  BE  MORE 


Ericsson's 
R380  displays 
Web  sites  well, 
but  it's  pricey 
and  lacks 
memory  and 
software 


BusinessWeek!  online 


LOOKING  FOR  A  PHOTO 

PRSHTEH?  To  see  what 

an  extra  $300  can  buy 

riui  my  review  at 

lology  &  You  at 

.week.com/ 


I  am  walking  around  with  too  many  digital 
devices.  My  normal  complement  these  days 
includes  a  phone,  a  Palm,  and  a  BlackBerry 
e-mail  pager.  These  tools  have  to  start  getting  to- 
gether, and  the  most  logical  combination  is  the 
phone  and  the  Palm  or  other  personal  digital 
assistant  (PDA).  Contact  lists,  calendars,  and  calls 
are  inseparable. 

There  are  plenty  of  products  sprouting  in  re- 
sponse to  this  need.  My  colleague  Larry  Arm- 
strong recently  tried  some  (Lifestyle,  Feb.  12) 
and  discovered  they  all  had  a  drawback  or  two.  I 
have  my  own  opinion  about  some  of  these  prod- 
ucts. But  in  this  column  and  the  next,  I'm  going 
to  focus  on  the  industry  trends  driving  this  con- 
vergence and  where  things  are  likely  to  go 

My  most  important  conclusion 
is  that  the  PDA,  not  the  phone, 
is  the  key  starting  point  for 
design.   This  implies  that 
phone   manufacturers  will 
be  much  better  off  partner- 
ing rather  than  trying  to  beat 
PDA  makers  at  their  own  game. 
The  logic  is  simple:  It's  a  lot  eas- 
ier to  design  a  good  phone  than  a 
good  handheld  computer.  At  least 
a  dozen  com- 
panies        sell 
phone    handsets 
with  some    success 
but  only  Palm  and  its 
licensees    have    suc- 
ceeded   in    the    PDA 
market,  though  Microsoft's  Pocket  PC  m 
mounting  a  challenge. 

The  Ericsson  R380  World  ($599,  but  actual 
price  will  vary  with  service  plans)  is  a  pointed 
example  of  how  tough  it  is  for  a  phone  designer 
to  make  the  leap  into  the  PDA  world.  It's  a  very 
nice  phone:  It  weighs  just  6  ounces,  is  no  bigger 
than  the  ubiquitous  Nokia  6100  series,  offers 
long  battery  life,  and  its  dual-band  radio  allows  it 
to  be  used  on  GSM  systems  around  the  world. 

The  Ericsson  is  an  example  of  the  wireless  ap- 
plication protocol  (WAP)  phone,  and  it's  about  as 
good  as  they  get.  The  360x120  pixel  display,  re- 
vealed when  you  flip  open  the  dial  pad,  is  huge 
for  a  phone,  and  does  a  fine  job  displaying  Web 
sites  that  have  been  formatted  for  wap  browsers. 
(You  need  an  Internet  account  in  addition  to 
your  voice-service  plan.)  And  the  built-in  e-mail 
program  lets  you  work  with  any  standard  In- 
ternet mail  account,  though  you  can't  get  to 


messages  hidden  behind  a  corporate  fire  ws 
Short  message  service,  the  wireless  phoni 
answer  to  instant  messaging,  works  much  bet 
on  the  R380  than  on  most  handsets.  Instead 
tediously  pecking  out  a  text  message  on  the  d 
pad,  you  can  tap  an  on-screen  keyboard  w 
the  stylus,  or  write  in  Jot,  a  simple  shortha 
similar  to  Palm's  Graffiti.  The  same  approach 
used  for  writing  standard  e-mail  messages 

The  R380's  shortcomings  become  appare 
when  you  use  it  as  a  PDA.  The  first  flaw  is  ob 
ous  in  its  specifications:  The  phone  has  only 
MB  of  memory  available  to  you.  At  a  time  wh 
the  cheapest  Palm  offers  2  MB  and  8  MB  is  t 
standard  for  business  use,  this  is  hopelessly  I 
adequate.  Once  I  downloaded  my  1,200-name  : 
dress  book  and  calendar  from  Microsoft  Outlo 
I  had  almost  no  memory  left  for  e-mail. 

Desktop  synchronization  is  where  phone  ms 
ers  shouldn't  try  to  reinvent  the  wheel.  To  sj/ 
a  Palm  or  a  Pocket  PC,  you  drop  the  device  ir 
a  cradle  and,  at  most,  push  one  button.  T 
R380  asks  that  you  connect  a  cable,  turn  on  t 
phone,  and  start  a  sync  application  on  your 
There's  no  universal  serial  bus  (usb)  linking  ( 
tion.  This  can  be  a  problem,  especially  on  lapto 
since  standard  serial  po 
are  disappearing  from  n 
models.  You  also  cannot  sj 
while  charging. 

Another  lesson  of  t 


al 
m 

NICE  PHONE:  Plus  i  Ln 
mail  and  messagir  „  |.g( 
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PDA  is  that  evei 
thing  should  be  instantaneo 
Searching  for  an  address-book  < 
try  on  the  R380  took  more  than  90  secoro 
Scrolling  through  the  contact  list  was  also  painJ 
Once  you  find  a  name,  however,  you  can  call  t 
person  simply  by  touching  the  phone  numb 
or  send  e-mail  by  tapping  the  address. 

The  R380  also  lacks  the  hundreds  of  applii 
tions  that  have  been  developed  for  Palm  a 
Pocket  PC  devices.  There's  a  software  deveh 
ment  kit  available  for  its  Symbian  operating  I 
tern,  which  was  jointly  developed  by  Ericsl 
Nokia,  and  Britain's  Psion,  but  developers  so 
have  shown  little  interest. 

The  PDA-based  phones  that   I'll  look  ;it   I 
week  are  better  examples  of  where  converg! 
design  should  be  going.  They  arc  bigger  than 
sirable  and  a  bit  awkward,  but  they've  used 
hard-won  experience  of  l'alin  and   Microsoft 
create  hybrids  that  arc  much  more  USablfl 
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And  investors 


)urs  did,  anyway. 
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Lord  Abbett  Affiliated,  Research-Large-Cap,  Mid-Cap  Value  and  Research- 
lall-Cap  funds  are  forged  by  a  disciplined  process,  one  that  remains  dedicated  to  unfashionable  practices  like 
igence  and  smart  thinking.  So  these  funds  continued  to  perform,  even  when  most  of  the  market  didn't.  For  more 
ormation  about  these,  or  any  of  our  other  investment  products,  please  contact  your  investment  professional,  or  call 
at  1-800-800-3635.  Or,  visit  us  at  www.LordAbbett.com. 

Returns  for  Class  A  Shares  as  of  1 2/3 1  /00 


NAV  Returns 

SEC  Returns 

1  Year      3  Years    5  Years 

1  Year 

3  Years    5  Years   10  Years 

Lord  Abbett  Affiliated  Fund 

15.24%       15.51%      18.29% 

8.60% 

13.24%     16.89%     16.59% 

Lord  Abbett  Research  Fund  -  Large-Cap  Series 

15.82%       16.48%      18.58% 

9.10% 

14.19%      17.19%      17.88%* 

Lord  Abbett  Mid-Cap  Value  Fund 

53.30%       16.73%     20.46% 

44.50% 

14.45%      19.05%      16.99% 

Lord  Abbett  Research  Fund  -  Small-Cap  Series 

33.46%       10.19%      19.01% 

25.70% 

8.04%      17.61%      17.48%* 

S&P  500  Stock  Index 

-9.10%        12.26%      18.33% 

Because  of  market  volatility,  returns  shown  may  be  higher  or  lower  than  current  returns.  All  returns  include  the 
reinvestment  of  all  distributions.  The  SEC  Returns  reflect  performance  at  the  maximum  5.75%  sales  charge.   *Reflects  performance  since  inception: 
Large-Cap  Series  (6/3/92);  Small-Cap  Series  (1211 3195). 


ROCESS    MAKES     PERFECT 


LORD  ABBETT 

ATRADITION  OF  PERFORMANCE  THROUGH  DISCIPLINED  INVESTING 

1   :     erformance  is  no  guarantee  of  future  results.  The  investment  return  and  principal  value  of  an  investment  in  the  Funds  will  fluctuate,  so  that  shares,  on  any  given  day  or  when  redeemed,  may 
'""    I  th  more  or  less  than  their  original  cost. 

;  about  risk:  The  Lord  Abbett  Mid-Cap  Value  Fund  and  the  Lord  Abbett  Research  Fund  -Small-Cap  Series  invest  primarily  in  mid-cap  company  stocks  and  small-cap  company  stocks,  respectively, 

tend  to  be  more  volatile  and  can  be  less  liquid  than  large-cap  company  stocks.  Mid-cap  and  small-cap  companies  typically  experience  a  higher  risk  of  failure  than  large-cap  companies.  Small-cap 

lies  may  have  more  limited  product  lines,  markets  or  financial  resources. 

P  500  Stock  Index  is  an  unmanaged  index  of  the  prices  of  500  widely  held  U.S.  stocks  that  includes  reinvestment  of  dividends  and  capital  gains,  and  is  a  common  measure  of  the  performance  of 

>rall  U.S.  stock  market.  An  investor  cannot  invest  directly  in  an  index. 

ment  Products  Offered:  are  not  FDIC  insured,  may  lose  value,  and  are  not  bank  guaranteed. 

■re  complete  information  about  these  Lord  Abbett  Funds,  including  risks,  charges  and  ongoing  expenses,  please  call  your  investment  professional  or  Lord  Abbett  Distributor  LLC  at  800-800-3635 

"ospectus.  An  investor  should  read  the  prospectus  carefully  before  investing. 


Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


THE  SURPLUS?  MAKE  IT 

A  NATIONAL  SAVINGS  ACCOUNT 


BONUS: 

Why  should 
all  that  extra 
money  be 
squandered 
on  a  big  tax 
cut?  It  could 
be  used  to 
finance 
retirement 
savings  for 
the  whole 
country 


drea  Tyson  is 
'  the  Haas  School  of 
University  of 
rkeley. 


As  any  student  of  introductory  economics 
knows,  the  government's  budget  surplus  is 
part  of  our  nation's  savings.  And  far  from 
being  a  problem,  saving  is  necessary  to  finance 
investment  in  productive  capacity  that  increases 
future  living  standards.  So,  with  the  private  sav- 
ing rate  at  record  lows,  it  should  be  good  news 
that  the  government  is  projected  to  run  large 
budget  surpluses  over  the  next  decade.  Why, 
then,  is  Federal  Reserve  Chairman  Alan 
Greenspan,  an  outstanding  student  of  economics, 
concerned  about  "looming  surpluses"  and  call- 
ing for  "surplus-lowering  policy  initiatives?"  It's 
not  because  the  nation  is  saving  too  much.  The 
record  current-account  deficit,  which  measures 
how  much  foreigners  are  lending  to  us,  is  a 
sobering  reminder  that  we  are  in  fact  saving 
far  too  little. 

So  what  is  the  real  source  of  Greenspan's  lat- 
est anxiety?  His  analysis  isn't  economic;  it's  po- 
litical. He  isn't  worried  about  the  amount  of  gov- 
ernment savings  per  se.  Greenspan  is  worried 
that  once  the  government's  outstanding  debt  has 
been  paid  off,  any  additional  government  sav- 
ings will  be  invested  in  private  assets.  The  gov- 
ernment's investment  decisions  will  then  fall 
prey  to  political  pressures,  "risking  suboptimal 
performance"  and  "diminished  economic  efficien- 
cy," according  to  Greenspan.  To  counter  these 
risks,  he  proposes  curtailing  government  sav- 
ing. And,  as  an  advocate  of  minimal  government, 
he  prefers  tax  reductions  to  spending  increases 
to  realize  this  goal. 

POLITICAL  MEDDLING.  Greenspan's  arguments 
can  be  challenged  on  several  grounds.  First,  as 
he  himself  notes,  projections  of  future  surpluses 
are  "necessarily  subject  to  a  relatively  wide 
range  of  error."  That's  why  he  warns  that  any 
long-term  tax  cut  should  be  phased  in  and  con- 
ditioned on  the  realization  of  targets  for  the 
budget  surplus  and  federal  debt.  So  far,  President 
Bush  has  conveniently  chosen  to  overlook  this 
warning  as  he  urges  Congress  to  pass  his  plan 
for  large  across-the-board  tax  cuts.  Perhaps  un- 
wittingly, the  chairman's  admonition  to  reduce  fu- 
ture surpluses  has  unleashed  a  feeding  frenzy  of 
tax-cutting  plans  threatening  to  dissipate  the 
hard-earned  fiscal  restraint  of  recent  years. 

Second,  he  argues  that  tax  cuts  are  only  one 
way  to  reduce  government  surpluses.  Polls  reveal 
that  most  Americans  actually  prefer  the  equally 
effective  alternative  of  additional  spending  on 
education,  health  insurance,  Medicare,  and  Social 
Security. 

Third,  there  are  ways  to  insulate  the  invest- 


ment of  government  surpluses  in  private  as; 
from  political  influence.  For  example,  the  j  I 
ernment  could  invest  its  holdings  in  an  in 
fund  tied  to  a  total  market  benchmark,  o' 
could  contract  out  benchmark  returns,  allow 
independent  money  managers  to  choose  tl 
own  portfolios  to  achieve  them.  It  simply  i 
necessary  to  sacrifice  the  actual  benefits  of 
ernment  saving  to  avoid  the  hypothetical  risk 
political  meddling  in  the  allocation  of  such  sav 
BOOSTING  SOCIAL  SECURITY.  Fourth,  instead  ol 
ducing  government  savings,  why  not  transf 
it  into  additional  retirement  savings?  Ind< 
Greenspan  himself  has  suggested  transfer] 
some  of  the  government's  saving  to  private 
counts  and  committing  some  to  ensuring  that 
cial  Security  is  adequate  to  meet  our  long-t 
needs.  One  way  to  do  this  would  be  to  use  pai 
the  on-budget  surplus,  which  doesn't  count 
social  security  surplus,  to  fund  the  creatioi 
new  private  accounts  to  complement  existing 
cial  Security  benefits.  Although  President  Bus! 
fuses  to  admit  it,  the  partial  privatization  of  S< 
Security,  one  of  his  campaign  favorites,  would 
quire  a  substantial  infusion  of  additional  rever 
into  Social  Security  to  cover  the  cost  of  the 
accounts  while  paying  promised  benefits. 

Another  approach,  described  in  a  recent  pi 
by  Massachusetts  Institute  of  Technology  ec( 
mist  and   Nobel  laureate   Franco   Modigli 
would  be  to  use  part  of  the  on-budget  surpk 
finance  the  conversion  of  Social  Security  frol 
pay-as-you-go  system  to  a  fully  funded  pen! 
system.  In  the  latter,  the  benefits  of  reti{ 
are  covered  by  the  returns  on  accumulated 
tributions  during  their  working  lives,  not  by| 
contributions  of  current  workers.  Compared 
a  pay-as-you-go  system,  a  fully  funded  syster 
quires  smaller  contributions — that  is,  lower 
roll  taxes — for  a  given  level  of  benefits  bees 
l  tic  return  on  accumulated  savings  helps  del  I 
the  cost.  A  fully  funded  system  also  safegu;  J 
the  principle  of  defined  benefits,  while  a  pri\ 
zation  approach  exposes  retirees  to  uncer 
benefits  based  on  their  investment  savvy 
luck.  Finally,  a  fully  funded  system  fosters  li 
er  levels  of  national  saving,  productive  inv 
ment,  and  living  standards.  This  is  most  im| 
tant  for  a  savings-starved  nation  like  the  V 

The  U.S.  sutlers  from  a  shortage  of  saving 
not  a  surfeit  of  surpluses.  Let's  not  allow  poli 
shibboleths  to  distort  sensible  economic  p< 
Let's  save  some  of  the  temporary  surpluses 
our  future  rather  than  squander  them  on 
cuts  we  don't  need. 
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scooter  move  faster. 


AN  AT&T  BUSINESS  IP  SOLUTION 

IRTUAL  PRIVATE  NETWORKS:  When  MasterCard  launched  the 
ayment  industry's  first  Virtual  Private  Network  (VPN)  three  years 
j>o,  it  turned  to  AT&T  for  an  IP  VPN  with  bandwidth  on  demand.  The 
jexible  system  now  operates  in  61  countries,  allowing  MasterCard 
riembers  to  expand  network  capacity  during  peak-season  loads.  No 
patter  what  size  your  business,  when  transactions  soar,  AT&T  keeps 
(hem  moving  right  along. 


AT&T  Business 

Innovative  Networks.  Innovative  Thinking'" 


ind  out  how  VPN  can  speed  up  your  busin 


888  258-0588  or  visit  www.att.com/business/vpn 
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Economic  Trends 


BY  CHARLES  J.  WHALEN 

A  VOLTMETER 
FOR  VOLATILITY 

Foretelling  deregulation's  effects 

Deregulation  is  good  for  economic 
growth  but  it  can  do  crazy  things 
to  the  cash  flows  of  sleepy  companies 
that  are  suddenly  exposed  to  competi- 
tion. Case  in  point:  electric  utilities.  A 
new  analysis  by  nera,  a  New  York- 
based  economic  consulting  firm  that's 
part  of  insurance  brokerage  Marsh  & 

MORE  JITTERS  FOR 
UTILITIES 

25 

VOLATILITY  OF  STANDARO  &  POOR'S 
20 ELECTRIC  UTILITY  STOCK  INDEX*    - 
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▲  PERCENT  "30-MONTH  MOVING  AVERAGE 

Data:  Bloomberg  Financial  Markets 

McLennan  Cos.,  shows  that  the  volatil- 
ity of  cash  flows  of  U.  S.  electric  utilities 
nearly  doubled  between  the  early  and 
late  1990s.  The  increased  choppiness 
was  a  foreshadowing  of  the  even  wilder 
swings  that  have  marked  2000  and  2001. 

NERA  analyzed  the  utilities  using  a 
method  it  recently  developed  called  cash 
flow  at  risk,  or  C-FaR.  For  each  com- 
pany, it  assembles  a  group  of  similarly 
situated  companies.  If  one  member  of 
the  group  has  recently  suffered  a  big 
cash-flow  shortfall,  it's  taken  as  a  sign 
that  the  same  thing  could  happen  to 
the  others.  The  four  key  measures  that 
determine  how  a  company  is  grouped 
are  market  capitalization,  profitability, 
stock-price  volatility,  and  the  riskiness  of 
the  business  it's  in.  Take  the  stock-price 
component:  The  volatility  of  the  Stan- 
dard &  Poor's  500  electric  utility  stocks 
shot  up  to  about  22%  recently  after  av- 
eraging around  13%  during  the  1990s 
(chart).  (Roughly  speaking,  that  means 
there's  a  one-third  chance  of  the  typical 
utility  stock  rising  or  falling  22%  or 
more  in  the  coming  year.) 

Although  NERA  lumps  all  the  big  elec- 
tric utilities  into  the  same  riskiness 
group,  companies  don't  have  to  be  in 
the  same  industry  to  be  lumped  togeth- 
er. For  instance,  the  model  puts  Dell 
Computer  Corp.  in  the  same  category  as 


Bed,    Bath    &    Beyond    Inc.    because 
they're  similar  in  all  four  criteria. 

According  to  an  article  by  Harvard 
University  economist  Jeremy  C.  Stein 
and  other  nera  associates  in  the  De- 
cember issue  of  Electricity  Journal,  in 
the  early  1990s,  there  was  a  5%  chance 
that  the  cash  flow  of  a  typical  utility 
would  fall  short  of  expectations  by  an 
amount  equal  to  1.8%  or  more  of  its  as- 
sets. By  the  end  of  the  '90s,  that  poten- 
tial shortfall  had  jumped  to  at  least 
3.3%  of  assets. 

The  cash-flow-at-risk  method  isn't  per- 
fect. Since  it's  based  on  historical  data,  it 
can't  forecast  the  impact  of  a  change  in 
conditions.  So  although  the  method  would 
have  picked  up  some  increase  in  elec- 
tric-industry volatility  in  the  1990s,  it 
wouldn't  have  foreseen  anything  like  the 
California  mess.  Then  again,  almost  no- 
body else  saw  that  coming  either. 

By  Peter  Coy 


GIVE  TAXPAYERS 
A  $250  RERATE 

One  proposal  to  boost  the  economy 

Looking  for  the  quickest  way  to  inject 
money  into  the  stalling  economy? 
Give  taxpayers  a  rebate.  That's  the  sug- 
gestion of  economist  William  G.  Gale  of 
the  Brookings  Institution.  And  the  idea 
is  now  being  considered  by  leading 
members  of  Congress,  including  Senate 
Minority  Leader  Tom  Daschle  (D-S.  D.). 

Gale  proposes  a  one-time  individual 
rebate  of  $250.  He  estimates  it  would 
return  about  $44  billion  of  the  taxes 
collected  in  2000.  A  cut  this  size  would 
keep  the  Social  Security  and  Medicare 
surpluses  intact — and  leave  an  addition- 
al budget  surplus  of  $13  billion. 

Daschle  likes  the  rebate  because  it 
gives  tax  relief  without  skewing  its  ben- 
efits toward  the  rich,  who  are  less  vul- 
nerable to  the  pinch  of  the  slowing  econ- 
omy. High-income  families  are  also  the 
least  likely  to  spend  the  rebate — and 
spending  is  essential  for  a  tax  break  to 
work  as  an  economic  stimulus,  says  Gale. 

However,  don't  think  of  this  as  a  lib- 
eral idea.  A  rebate  was  enacted  to  spur 
the  economy  as  part  of  a  tax-cut  pack- 
age in  1975,  when  Gerald  R.  Ford  was 
President  and  current  Vice-President 
Richard  B.  Cheney  and  Federal  Re- 
serve Chairman  Alan  Greenspan  were 
his  senior  advisers.  That  rebate,  which 
boosted  the  economy  at  the  time,  to- 
taled $8  billion — equivalent,  as  a  fraction 
of  the  overall  economy,  to  the  plan  Gale 
is  proposing. 


RANKRUPTCY? 
SO  WHAT? 

That  perception  may  raise  defai 


If  the  economy  was  so  strong  in 
'90s,  why  did  the  number  of  perse 
bankruptcies  double  (chart)?  The 
ventional  view  is  that  lenders  eased 
standards  and  threw  credit  cards  at  < 
sumers.  But  a  different  story  is  told 
economists  David  B.  Gross  of  Lexe 
Inc.,  a  consulting  firm,  and  Nichola: 
Souleles  of  the  Wharton  School  in  a 
per  delivered  last  month  at  the  Am 
can  Economic  Assn.'s  annual  meeti 
They  attribute  the  trend  to  less  "so 
stigma"  in  filing  for  bankruptcy. 

Gross  and  Souleles  use  a  sampk 
about  300,000  credit-card  accounts 
study  the  burst  of  bankruptcies 
tween  1995  and  1997,  the  fastest-gr< 
ing  default  period  of  the  decade.  Si 
their  sample  gives  detailed  informal 
on  credit  risk  and  payment  histor 
they  can  test  whether  the  rise  in  ba 
ruptcies  was  caused  by  an  increase 
risky  customers  getting  credit.  It  \ 
not:  Bankruptcies  went  up  even  af 
adjusting  the  data  for  looser  ere 
standards. 

What  made  individuals  more  likely 
file  than  in  the  past?  Gross  and  Souk 
argue  that  in  the  mid-1990s,  it  beca 
easier  to  get  information  about  ba: 
ruptcy,  in  part  because  lawyers  began 
aggressively  advertise  their  servic 
But  the  authors  also  point  to  a  decline 
the  shame  associated  with  bankrupt 
People  seem  to  be  learning  that  filing 
bankruptcy  isn't  so  terrible:  Pern 
"the  scarlet  letter  associated  with  ba; 
ruptcy  is  disappearing,"  says  Soulel 
He  adds  that  bankruptcies  eased  in 
late  1990s  mainly  because  of  the  eco: 
my's  "superfast"  growth. 

The  economists'  paper  adds  fuel 
the  debate  over  the  need  for  legislat 
l<>  make  bankrupt-  ^^fSmHRTS 
cy  less  attractive. 
It  also  suggests 
the  bankruptcy 
numbers  will  swell 
if  the  economy 
continues  to  slow. 
In  fact,  the  rise 
may  have  already 
started.  According 
to  Visa  Interna- 
tional, bankrupt- 
cies for  the  first 
four  weeks  of 
2001  were  up  30% 
over  the  same  pe- 
riod a  year  ago. 
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HE  SLOWDOWN 

1  AY  BE  NASTY  BUT  SHOBT 

iventory  control,  a  healthy  job  market,  and  the  Fed  will  contain  the  pain 
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HE  FACTORY  RECESSION 
WORSENS 
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Without  a  doubt,  the  econom- 
ic landscape  looks  foreboding 
ht  now.  Consumers  have  lost  confidence.  Businesses 
;  cutting  back  sharply,  and  investors  are  worried 
Dut  future  growth  and  profits.  All  in  all,  it's  a  painful 
ture.  But  there  are  reasons  to  believe  that  the  worst 
the  slowdown  will  be  limited  to  the  first  quarter,  and 
it  the  second  half  will  look  and  feel  better. 

Three  factors  support  the 
notion  that  the  slowdown  will 
be  sharp  but  short:  aggressive 
government  action,  business- 
es' ability  to  adjust  invento- 
ries quickly,  and  still-healthy 
labor  markets.  The  outlook 
also  got  a  boost  from  the 
strong  January  data  on  car 
sales,  brisk  retail  activity,  and 
a  better-than-expected  268,000 
new  jobs.  Although  weather 
awed  the  data,  they  indicate  that  the  economy  is 
t  in  such  dire  straits  as  the  dismal  news  of  Novem- 
r  and  December  suggested. 

What  makes  these  factors  important  is  that  they 
avide  key  support  for  both  overall  demand  and  the 
>ck  market.  The  market  has  never  played  such  a 
ge  role  in  spending  by  consumers  and  businesses, 
lich  makes  it  a  major  vulnerability  for  the  outlook. 

;RST  AND  FOREMOST,  the  response  from  the  Fed- 
il  Reserve  has  been  unusually  fast.  The  bank's  two 
I  moves  in  January  are  already  a  psychological  plus 
'  investors,  and  they  should  shore  up  future  readings 
confidence.  The  real  impact  of  those  and  perhaps  ad- 
-ional  moves  this  quarter  will  help  the  economy  be- 
•e  the  end  of  this  year.  And  with  tax-cut  fever  sweep- 
l  Washington,  fiscal  stimulus  may  be  in  place  by  the 
jond  half  as  well.  Amid  low  inflation  and  stellar  pro- 
ctivity  gains,  the  Fed  has  room  to  err  on  the  side  of 
zommodation,  compared  with  past  down  cycles. 
Second,  businesses  appear  to  be  using  technology 
quickly  realign  their  production  and  inventory  levels 
th  demand's  slower  pace.  The  evidence  is  the  sharp 
<ts  in  factory  output  and  orders  (chart).  That,  com- 
led  with  early  evidence  that  consumer  demand  in  the 
st  quarter,  while  slower,  is  not  collapsing,  will  clear 
't  excess  stockpiles  fast.  The  adjustment  may  well  be 
ncentrated  in  the  first  quarter,  allowing  growth  to  re- 


BANKS  RAISE  THE  BAR 
FOR  CREDIT 


sume  at  a  reasonably  good  pace  in  coming  quarters. 

The  downside  is  the  ongoing  recession  in  manufac- 
turing that  is  causing  huge  job  losses.  In  January, 
65,000  workers  were  let  go,  bringing  the  number  of  lay- 
offs over  the  past  12  months  to  256,000.  In  addition,  the 
purchasing  managers'  index  of  industrial  activity  con- 
tinued to  dive  in  January,  as  orders  fell  and  more  com- 
panies said  that  inventory  levels  were  too  high. 

A  sharp  slowdown  in  inventory  building  threatens  to 
hammer  first-quarter  growth  in  real  gross  domestic 
product,  perhaps  even  sending  it  into  negative  territo- 
ry. But  the  salient  point  to  remember  is  this:  As  long  as 
demand  is  growing,  the  more  the  weakness  in  first- 
quarter  gdp  reflects  the  swing  in  inventories,  the  more 
positive  is  the  prognosis  for  growth  in  the  future. 

How  the  inventory  cycle 
plays  out  will  depend  on  de- 
mand. If  consumers  become  so 
pessimistic  about  the  future 
that  they  stop  spending,  the 
economy  will  be  at  serious  risk. 
The  inventory  adjustment 
would  turn  into  a  drawn-out 
affair,  and  capital  spending, 
which  is  also  sensitive  to  de- 
mand, would  suffer  further 
losses,  especially  since  banks 
are  increasingly  picky  about  whom  they  lend  to  (chart). 

Given  the  importance  of  demand,  the  third  argument 
for  a  short-lived  slowdown  hinges  on  the  labor  market. 
Bear  in  mind  that  this  is  mainly  a  consumer-led  slow- 
down, and  if  job  markets  unravel,  so  will  the  economy. 

THAT'S  WHY  AN  ACCURATE  READING  of  the  January 
employment  report  is  important.  Unfortunately,  the 
unexpectedly  strong  268,000  jump  in  payrolls  says 
more  about  the  weather  than  the  economy.  The  gain 
followed  worrisomely  weak  increases  of  only  53,000  in 
November  and  just  19,000  in  December,  two  months 
when  the  weather  was  unseasonably  bad,  as  the  Labor 
Dept.  noted.  Averaging  those  three  months  to  smooth 
out  weather  distortions  gives  a  better  indication  of 
the  growth  trend  of  113,000  per  month.  That  pace  is 
well  slower  than  last  year,  but  it's  far  from  weak. 

In  particular,  weather  patterns  severely  skewed  con- 
struction payrolls.  They  surged  by  145,000  in  January, 
the  largest  gain  in  23  years,  but  the  jump  followed 
declines  in  November  and  December  when  tempera- 
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tures  fell  to  record  lows.  The  average  gain  during  the 
past  three  months  is  a  healthy  39,000  jobs  per  month. 

Outside  of  manufacturing,  the  job  picture  looks  en- 
couraging. Over  the  past  three  months,  private-sector 
service  jobs  have  grown  by  119,000  per  month.  That's 
down  from  the  143,000  pace  during  all  of  2000,  but  it  is 
still  not  bad.  The  workweek  in  January  bounced  back 
from  a  weather-depressed  drop  in  December,  and  week- 
ly earnings  posted  a  big  gain,  which  should  give  a 
boost  to  January  personal  income. 

Also  in  January,  car  sales  rebounded  strongly  (chart), 
and  weekly  surveys  show  good  retail  activity.  Mortgage 
applications  increased  further  last  month  even  after 
December  new-home  sales  jumped  to  the  second-high- 
est level  on  record.  Consumers  may  say  they  are  less 
optimistic,  but  if  they  are  still  willing  to  plunk  down 
cash  for  cars  and  homes,  things  can't  be  too  bad. 

HOWEVER,  OVERALL  JOB  GROWTH,  while  still  de 

cent,  wasn't  fast  enough  to  keep  the  jobless  rate  from 
edging  up  from  4%  to  4.2%  in  January.  And  the  rate 
will  rise  further  in  2001,  as  the  soft  landing  hits  the  la- 
bor markets.  Companies  must  bow  to  the  tyranny  of 
Wall  Street,  which  requires  ever-increasing  profits  in  or- 
der to  keep  stock  prices  high.  That  was  relatively  easy 
in  a  boom  economy  when  profits  were  pumped  up  by 
rising  revenues  and  fat  margins. 

Now,  companies  must  trim  costs  to  boost  profits, 


FRANCE 


CAR-BUYING  REB0UNDE 
IN  JANUARY 


which  usually  means  cutting  labor.  Although  prodi 
tivity  grew  an  impressive  2.4%  in  the  fourth  quart 
unit  labor  costs  jumped  4.1%,  much  faster  than  pric 
Higher  costs  for  both  labor  and  energy  resulted  ir 
sharp  squeeze  on  profit  margins  last  quarter,  ev 
though  revenues  were  generally  strong. 

In  addition,  if  the  long-term 
trend  in  the  growth  of  pro- 
ductivity is  2.5%  to  3%,  then 
companies  can  lift  their  out- 
put this  year  by  that  pace, 
simply  from  better  efficiency, 
not  by  adding  workers.  If  de- 
mand grows  by  only  2%,  for 
example,  then  companies  will 
find  themselves  with  more 
workers  than  they  need.  The 
result:  more  layoffs.  That's 
why  even  if  the  U.S.  skirts  a  recession,  the  une 
ployment  rate  is  sure  to  rise  this  year,  probably  ii 
the  4.5%-to-5%  range. 

One  concern  is  that  a  rising  jobless  rate  could 
dermine  consumer  confidence  in  the  first  half.  But  g 
en  the  forceful  Fed  response  and  the  quickness  w 
which  businesses  are  trimming  their  inventories,  ; 
growth  is  likely  to  bounce  back  in  the  second  hi 
That  should  restore  consumer  confidence  later  on  a 
enable  this  expansion  to  keep  going. 
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LOOKING  FITTER  THAN  ITS  NEIGHBORS 


Europe  is  starting  to  feel  the 
effects  of  the  U.  S.  slowdown, 
and  France  is  no  exception.  Ex- 
port-related industrial  activity  has 
shown  signs  of  easing  in  recent 
weeks,  reflecting  cooler  global  de- 
mand and  the  stronger 
euro.  However,  France 
is  well-positioned  to 
weather  the  storm. 

France  sends  about 
half  of  its  exports  to 
its  euro-zone  neigh- 
bors, and  it  is  less  de- 
pendent on  exports 
outside  the  euro  zone 
than  Germany.  That, 
plus  the  bright  outlook 
for  French  domestic  demand,  is 
why  France  is  expected  to  out- 
perform the  euro  zone  generally 
this  year.  Economists  expect 
growth  in  2001  to  stay  close  to 
the  3%  pace  of  2000. 


HOUSEHOLDS  SHOW 
RECORD  OPTIMISM 
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A  key  theme  in  the  outlook  is 
buoyant  consumer  spending, 
which  is  expected  to  grow  faster 
this  year  than  last.  In  January, 
auto  sales  were  strong,  and  post- 
Christmas  retail  activity  has  been 
brisk.  And  why 
shouldn't  it  be?  Confi- 
dence among  French 
consumers  hit  a 
record  high  in  Janu- 
ary, supported  by 
strong  income 
prospects. 

The  boost  in  buying 
power  is  coming  from 
good  job  growth,  a 
pickup  in  wage  gains, 
low  inflation,  and  an  ebb  in  oil 
prices.  Also,  a  sizable  three-year 
tax  cut,  timed  as  it  is  prior  to  the 
upcoming  municipal  elections  in 
March  and  the  2002  general  elec- 
tion, will  prove  especially  benefi- 


cial to  households  this  year. 

Although  the  global  slowdown 
will  weigh  on  the  pace  of  job  ere 
ation,  labor  markets  should  re 
main  strong.  Economists  say  thai 
economic  growth  greater  than 
2.5%  is  sufficient  to  keep  the  un- 
employment rate  headed  down. 
Joblessness  extended  its  three- 
year  decline  in  December,  falling 
to  9.2%,  and  analysts  expect  it  tc 
dip  below  9%  by  midyear. 

The  outlook  for  business  invesi 
ment,  helped  by  tech  outlays,  is 
also  good.  Although  January  sur- 
veys of  industrial  activity  and 
confidence  suggest  some  concern 
about  future  demand,  factory  ca- 
pacity use  is  at  a  record  high,  an 
companies  say  orders  are  strong. 
A  Bank  of  France  survey  says 
that  outlays  for  expansion  and 
modernization  remain  high,  addin 
further  support  to  growth  in  200 
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Vho  will  control  your  retirement  assets 
if  you're  not  around  to  use  them? 


more  complete 
pproach  to  wealth 
lanagement 

iday,  achieving  financial 
icurity  is  a  two-sided 
fort:  growing  your 
sets,  and  protecting 
lat  you've  built.  With 
cades  of  experience 
both  asset  manage- 
ent  and  insurance, 
udential  is  creating 
w  and  more  powerful 
lys  to  grow  and 
3tect  wealth. 


The  national  dialogue  on  estate  taxation  is  a  timely  reminder  of  the  importance 
of  estate  protection.  And  if  you've  accumulated  a  substantial  nest  egg,  then  you 
have  a  lot  worth  protecting.  At  Prudential,  we  can  help  you  design  a  smart 
estate  plan — and  help  you  keep  more  of  your  nest  egg  for  your  heirs. 


Create  an  estate  plan— it's  not  just 
for  the  wealthy.  Whether  you're  a  business 
owner  or  an  employee,  a  millionaire  or  middle 
class,  an  estate  plan  can  make  a  difference. 
With  an  estate  plan  you  can  ensure  that  the 
choices  you  make  for  your  assets  are  carried 
out  as  you  wish.  Without  a  plan,  the  courts 
may  decide  how  to  dispense  your  property — 
no  matter  how  large  or  small  your  estate. 

Seek  expert  advice— to  help  reduce 
estate  taxes.  A  Prudential  professional, 
along  with  your  attorney  and  tax  advisor, 
can  assist  you  with  strategies  to  lessen  your 
estate  tax  burden — taxes  that  could  run  as 
much  as  55%. 


Avoid  probate  delays — and  protect  your 
assets.  An  estate  plan  also  helps  secure  a 
smooth  transition  of  your  property  to  your 
heirs — so  your  holdings  don't  get  tied  up  in 
lengthy  court  proceedings  with  costly  legal  fees. 

Call  today  to  learn  more.  Find  a 
knowledgeable  Prudential  professional 
available  in  your  area.  And  be  sure  to  ask 
for  your  free  copy  of  Estate 
Planning  Strategies  for 
the  Future,  an  informative 
guide  from  Prudential. 

1-800-THE-ROCK 

ext.8583  or  visit  us  at: 
prudential.com 


m&  Prudential 


■  products  are  distributed  through  Prudential  Investment  Management  Services  LLC,  100  Mulberry  Street,  Newark,  NJ  07102,  a  Prudentiol  company.  Neither  Prudential  nor  its  sales  professionals  render  legal  or  tax  advice. 
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DOWNTURN 
IN  FAST- 
FORWARD 


Business  is  making  instant 
cuts.  Will  that  help  or  hurt? 

When  its  personal-computer  sales  headed  south 
three  years  ago,  Gateway  Computer  was  bush- 
whacked. The  San  Diego  company  scrambled  to 
cut  production,  but  still  ended  up  with  bulging 
inventories.  They  took  months  to  work  off  and 
left  a  big  blot  on  Gateway's  bottom  line.  Seared 
by  the  experience,  the  company  invested  heavily  in  a  moni- 
toring system  that  allows  it  to  track  sales  at  its  Web  site  and 
785  stores  with  only  a  two-hour  delay. 

So  at  the  start  of  last  year's  holiday  sea- 
son, when  business  suddenly  slumped  again, 
Gateway  quickly  got  in  touch  with  its  275 
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worldwide  suppliers  and  shut  off  their  spig- 
ots. The  result:  a  modest  increase  in  inven- 
tories that  has  taken  weeks,  not  months,  to  bring  back  in  line. 
Welcome  to  the  just-in-time  downturn.  Armed  with  the  lat- 
est in  information  technology — and  unrelenting  pressure  from 
Wall  Street  to  keep  profits  up — many  of  Corporate  America's 
manufacturers  are  reacting  with  lightning  speed  to  the  sudden 
slowdown  in  sales  over  the  last  few  months.  But  up-to-the- 
minute  inventory  control  is  only  part  of  the  story.  Ford,  Ama- 
zon.com, Gillette,  and  a  multitude  of  others  have  been  just  as 
fast  to  make  sizable  workforce  cutbacks  (page  34).  Indeed, 
throughout  the  economy,  companies  are  using  the  near-instan- 


The  slowdown 


taneous  availability  of  information  about  incoming  orderJ 
rapidly  trim  jobs,  close  excess  plant  capacity,  and  cut  spenij 
on  computers  and  other  equipment.  Never  before  have 
panies  been  so  able — or  so  willing — to  respond  this 
a  slowdown. 

And  that  hair-trigger  response  is  changing  the  very  nail 
of  the  downturn  under  way  in  the  U.  S.  As  the  economy  I 
downshifted  from  5.2%  growth  in  the  first  half  of  last  year  f 
virtual  standstill  in  the  current  quarter,  production  cuts,  lay 
and  capital-spending  reductions  that  used  to  be  spread  ( 
months  are  occurring  in  weeks,  intensifying  the  slowdowr 
All  of  which  may  be  a  mixed  blessing.  Clearly,  such  r; 
response  time  has  let  companies  get  their  costs  under  cor 
much  faster  than  in  previous  downturns.  Collectively,  thoi 
the  quick  cutbacks  have  helped  turn  the 
pected  soft  landing  into  a  sudden,  sickei 
plummet  to  near-zero  growth.  That  d 


off,  in  turn,  puts  added  stress  on  manaj 
as  they  struggle  with  deteriorating  b 
ness  conditions  and  attempt  to  gauge  future  demand. 

Now  the  question  is  whether  the  speed  with  which 
brakes  have  been  applied  to  output  and  spending  will 
mately  help  or  hurt  the  recovery.  The  good  news:  The  rapid 
production  and  payroll  cuts  should  bring  inventories  n 
quickly  into  line.  That  could  make  for  a  speedy  turnaround  > 
excess  goods  get  sold  off.  Some  are  still  optimistic.  "1  woul 
get  nervous  until  you  start  to  see  unemployment,  go  up, 
Sun  Microsystems  Inc.'s  CEO  Scott  G.  McNealy.  The  bad  n< 
All  the  corporate  bloodletting  could  lead  to  more  cutback! 
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agement  of  payrolls  and  capital  spending  will  affect  the  shape 
of  the  upturn  in  the  overall  economy.  When  demand  perks  up, 
will  companies  be  as  quick  to  pad  payrolls  and  increase  cap- 
ital spending  as  they  have  been  to  cut  them  back?  That  de- 
pends in  part  on  how  clear  the  signals  of  a  turn  are.  The  un- 
certainty has  top  execs  at  Ford  poring  over  everything  from 
daily  sales  numbers  to  real-time  feedback  from  Internet  chat 
rooms.  "When  you  have  this  month-to-month  volatility,  it 
creates  a  certain  level  of  anxiety.  You've  got  to  really  pay 
attention,"  explains  George  Pipas,  director  of  sales  analysis 
at  Ford. 

Pessimists  argue  that  productivity-driven  companies 
will  be  slow  to  rehire  workers  because  doing  so  would 
eat  into  their  bottom  line.  They  also  contend  that  com- 
panies have  invested  so  much  money  in  plants  and 
equipment  over  the  past  five  years  that  they  won't  turn 
the  tap  back  on  quickly.  If  they  are  right,  then  the  econ- 
omy could  be  in  for  an  extended  period  of  little  or  no 
growth. 

Optimists,  including  Federal  Reserve  Chairman  Alan 
Greenspan,  believe  the  economy  will  avoid  the  worst  and  re- 
cover in  the  second  half  of  the  year.  The  Fed  chief  has  been 
encouraged  by  signs  that  consumer  confidence  may  be  stabi- 
lizing after  its  steep  slide  in  December.  But  he  realizes  that 
confidence  needs  further  nurturing. 

THE  FED'S  MEDICINE.  Greenspan  &  Co.  are  betting  that  the 
strengths  of  the  New  Economy's  production  will  win  out. 
Not  only  will  companies  rebuild  inventories  once  demand 
stabilizes,  they  will  also  increase  spending  on  computers 
and  other  efficiency-enhancing  equipment  so  as  to  boost  pro- 
ductivity and  profits.  And  they'll  take  on  more  workers,  in 
part  by  utilizing  the  temporary  help  agencies  and  other  contract 
companies  that  have  become  a  hallmark  of  the  New  Economy. 
The  process  will  be  helped,  of  course,  by  the  Fed's 
own  brand  of  just-in-time  monetary  management — 
rapid  and  repeated  interest-rate  cuts — and 
the  new  Administration's  tax  package  (page 
38).  "The  U.S.  economy  will  be  back  to 
rather  robust  growth  in  the  second 
half,"  Federal  Reserve  Bank  of 
New  York  President  William 
J.  McDonough  told  re- 


timely     re- 
mse  to  business  condi- 
ns  sends  the  already 
lied   economy   into   a 
nplete  seizure, 
[f  the  steady  flow  of 

porate-layoff  announcements  and  bad  economic 
vs  drowns  consumer  confidence,  the  economy 
Id  be  in  for  rougher  times.  Consumers  may 
11  curb  spending  even  more,  triggering  another 
nd  of  corporate  cutbacks,  and  pummeling  re- 
ers  (page  36).  "The  technology  is  there  [for 
naging  production],  but  you  still  have  human 
otions,"  says  Daniel  R.  Dimicco,  ceo  of  Nucor 
-p.,  the  country's  largest  steelmaker.  "You  still 
e  people,  and  people  can  panic  and  make  bad 
visions." 

ifhe  classic  downturn  based  on  overproduction  and  a  build-up 
nventory  is  "V-shaped.  In  response,  companies  trim  output 
bring  inventories  in  line,  then  ramp  up  later  as  demand 
1-ts  to  pick  up.  So  far,  there's  no  reason  to  think  that  inven- 
es  will  behave  any  differently  this  time,  albeit  more  rapidly. 
•  Vhat's  not  clear,  though,  is  how  the  new  just-in-time  man- 


porters  on  Feb.  5. 
Perhaps.    But 
now,    much    of 
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news  belies  predictions  of  a  rapid  recovery.  In  an  announcement 
that  stunned  investors,  Cisco  Systems,  the  bellwether  maker  of 
network  systems  for  the  Web,  said  on  Feb.  6  its  inventory  bal- 
looned 29%  in  the  second  quarter,  to  $2.53  billion,  after  a  mas- 
sive 59%  increase  in  the  first.  Worse,  Cisco  ceo  John  T.  Cham- 
bers said  the  company's  troubles  won't  be  over  until,  at  the 
earliest,  the  third  quarter.  "I  believe  we  are  in  at  least  a  six- 
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month  slowdown,"  he  told  analysts  on  the  earnings  call. 

That's  ominous  news  for  both  the  tech  industry  and  the 
economy  as  a  whole.  Cisco's  hypergrowth  management  style 
undoubtedly  played  a  role  in  its  difficulties  as  it  continued  to 
buy  parts  and  add  workers  well  after  its  inventories  began  to 
build.  But  with  a  client  base  that  spans  both  the  Old  and 
New  Economies,  its  stumble  hints  at  a  broader  slowdown. 

Just  as  critical  are  the  acute  inventory  problems  plaguing  the 
auto  industry.  To  bring  stocks  of  unsold  cars  in  line  in  the  first 
quarter,  General  Motors  is  slashing  output  by  21%,  Ford  by  15%, 
and  DaimlerChrysler  by  almost  27%.  But  experts  say  more 
trimming  is  needed.  "We  think  there  will  still  have  to  be  cuts  [in 
production]  in  the  second  quarter,"  says  Scott  Sprinzen,  head  of 
the  automotive  ratings  team  at  Standard  &  Poor's. 


Meanwhile  companies  are  also  reducing  payrolls.  The  Col 
merce  Dept.  said  on  Feb.  7  that  productivity  grew  by  a  si 
prisingly  robust  2.4%  in  the  fourth  quarter.  A  key  reasi 
Hours  worked  dropped  1.1%,  as  companies  apparently  < 
back  sharply  on  the  use  of  contract  workers  and  freelance 
And  now,  with  the  economy  continuing  to  slide,  layoffs  are 
sharply  as  managements  hack  away  at  permanent  payrolls,  t 
DOWNWARD  SPIRAL.  Capital  spending  will  be  even  more  c 
cial.  Everywhere,  long-term  spending  plans  are  also  coming 
der  the  ax.  Corporate  outlays  on  equipment  and  software 
at  an  annual  rate  of  nearly  5%  in  the  fourth  quarter  and  k 
likely  to  drop  even  more  in  the  current  quarter.  Indeed,  Cisc 
Chambers  says  he's  been  told  by  some  of  the  company's  m; 
ufacturing  customers  that  they  will  spend  just  one-third  I 


JOBS:  HOW  LONG  CAN 
SERVICES  PICK  UP  THE  SLACK? 


Beaco  Griffin,  a  55-year-old  factory 
worker  in  Chicago  who  has  been 
out  of  work  since  his  paper  compa- 
ny closed  in  November,  doesn't  relish 
the  idea  of  sitting  behind  a  desk.  And 
yet,  with  layoffs  coming  fast  and  furi- 
ous in  manufacturing,  he  may  soon  find 
himself  boning  up  on  computers  in  a 
city-sponsored  training  program.  He  fig- 
ures he'll  need  the  skills,  whether  he 
winds  up  using  them  in  a  small  busi- 
ness or  office.  "That's  scary  because  I 
don't  know  zip  about  computers,"  says 
Griffin.  "But  I  need  a  job." 

As  the  economic  slowdown  continues 
to  wrack  the  nation's  factories, 
growing  numbers  of  workers 
are  finding  themselves  out  of 
work.  Indeed,  as  the  drumbeat 
of  layoffs  quickens  with  each 
passing  week,  it's  clear  that 
manufacturing  is  in  its  deepest 
recession  since  the  early  1990s; 
in  January,  the  sector  shed 
65,000  jobs  alone,  the  biggest 
drop  since  August.  And  the 
cuts  keep  piling  up:  Daimler- 
Chrysler  will  slash  26,000,  and 
even  mighty  General  Electric 
may  slice  its  payroll  by  as 
much  as  75,000." 

PINK  SLIPS.  Nor  are  jobs  in  the  service 
or  high-tech  sectors  immune.  The  clos- 
ing of  retailer  Montgomery  Ward  has 
cost  28,000  jobs  alone,  while  Cisco  Sys- 
tems Inc.  and  others  in  Silicon  Valley 
have  scaled  back  as  troubles  mount  in 
Techland.  And  don't  even  mention  the 
pink  slips  piling  up  at  the  dot-coms.  In- 
deed, in  recent  weeks,  even  such  New 
Economy  icons  as  aoi,  Time  Warner 


Inc.  and  Amazon.com  Inc.  have  cut 
jobs. 

Given  the  headlines,  you  might  ex- 
pect that  job  growth  has  screeched  to  a 
halt.  But  for  now,  the  market  has  only 
softened  slightly.  The  jobless  rate  has 
barely  nudged  from  its  record  lows, 
moving  from  4%  in  December  to  just 
4.2%  in  January.  Indeed,  in  the  service 
sectors  experiencing  the  most  intense 
expansion — construction,  health  care, 
consulting,  engineering,  finance,  and  ed- 
ucation— the  fight  for  talent  continues. 
"Services  are  on  fire,"  says  Richard  Ya- 
marone,  director  of  research  at  Argus 

A  TALE  OF  TWO  ECONOMIES 

For  now,  growth  in  service  jobs  continues  to 
offset  factory  layoffs 
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Research  Co.  in  New  York.  "We're  still 
at  full-employment,  so  consumers  have 
money." 

The  question,  of  course,  is:  Will  it 
last?  So  far,  the  service  sector  appears 
to  be  a  powerful  sponge,  sopping  up 
many  of  the  newly  unemployed  nearly 
as  fast  as  they  lose  their  jobs.  Manufac- 
turing, which  now  accounts  for  less 
than  18%  of  gross  domestic  product, 
has  lost  254,000  jobs  since  June,  says 


the  Labor 
Dept.  But        P 
during  the 
same  period, 
services  jumped 
more  than  ex- 
pected, creating  129,000  jobs  in 
and  a  robust  871,000  since  June 
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iiat  they  originally  thought  they  would  this  year.-  If  such 
tending  remains  flat,  the  economy  will  clearly  have  trouble  re- 
mnding  even  if  inventories  are  brought  under  control. 
Already,  companies  are  managing  capital  budgets  as  ag- 
■essively  as  inventories.  Timken  Co.,  a  maker  of  bearings 
id  alloy  steels  based  in  Canton,  Ohio,  nominally  plans  to 
end  as  much  this  year  on  capital  outlays  as  it  did  last 
sar — $160  million.  Ultimately,  though,  it  could  spend  less. 
»  W.  R.  Timken  Jr.  says  the  company  is  laying  out  cash  at 
slower  rate,  waiting  to  see  which  way  the  economy  is 
aded  for  the  latter  half  of  the  year.  "We  are  going  to  short 
e  first  quarter,"  he  says.  Only  if  he  senses  that  the  econ- 
ly  has  turned  will  he  accelerate  the  spending  later  in 
e  year. 

Multiply  that  by  the  thousands  of  CEOs  who  are  making 
ending  decisions,  and  it's  easy  to  see  how  such  cutbacks 
old  lead  to  a  vigorous  downward  spiral.  Burlington  North- 


ern Santa  Fe  Corp.  has  also  built  what  company  officials 
call  "flex"  into  its  capital-spending  plans.  It  already  intends  to 
cut  spending  by  $100  million  this  year,  to  $1.65  billion,  in- 
cluding operating  leases.  But  another  $100  million  reduction  is 
possible  if  the  economy  heads  downward.  "We've  learned 
that  when  you  see  signs  you  don't  like,  you  take  actions,"  says 
Burlington  Northern  spokesman  Richard  Russack. 

So  where  does  that  leave  the  economy?  On  a  knife's  edge. 
Companies  and  consumers  are  nervously  wondering  what 
comes  next.  While  the  Fed's  two  January  rate  cuts  may 
have  lifted  corporate  and  consumer  confidence,  there's  still  a 
clear  risk  that  the  just-in-time  machinations  of  the  New 
Economy  could  yet  lead  to  a  just-in-time  recession. 

By  Rich  Miller  in  Washingtoyi,  D.  C,  with  Michael  Arndt 
in  Chicago,  Cliff  Edwards,  Peter  Burrows,  and  John  Shinal 
in  San  Mateo,  Joann  Muller  in  Detroit,  Wendy  Zellner  in 
Dallas,  and  bureau  reports 


THE  ECONOMY 


up  with  extras 
anymore,"  says 
Nancy  Agatiello,  founder  of 
Prism  Group,  a  technology 
placement  firm.  "For  a  while, 
hiring  managers  felt,  without 
even  thinking  a  candidate 
was  that  great,  that  they 
had  to  put  up  a  great 
package." 

Yet  for  many  employ- 
ers, the  need  for  skilled 
workers  remains  in- 
tense, and  surprising 
pockets  of  pent-up 
demand  exist.  For 
example,  nurses 
are  getting  $2,500 
signing  bonuses 
as  demand  for 
skilled  health- 
care workers 


stays  strong.  Burger  King 
f    managers  are  being  handed 
the  keys  to  bmws  as  bonuses. 
And  hotel  chains  such  as  Mar- 
riott International  and  Hyatt  Corp. 
are  still  competing  fiercely  across  the 
board  for  room  maids,  managers,  and 
executives. 

Nor  has  there  been  much  slow- 
}    down  in  such  white-collar  areas  as 
consulting  or  financial  services.  Firms 
such  as  Accenture  (formerly  Andersen 
Consulting)  and  IBM  Global  Services  are 
planning  to  add  20,000  consultants  each 
this  year.  As  for  the  9,000  people  who  will 
likely  lose  their  jobs  on  Wall  Street  this 
year,  analysts  predict  many  will  be  hired 
quickly,  as  banks  and  securities  firms  such 
as  Deutsche  Bank  and  Lehman  Brothers 
Inc.  build  up  their  own  ranks. 
"LESS  ARROGANT."  The  slowdown  is 
also  providing  a  chance  for  many  com- 
panies to  hire.  It's  "very  positive  for 
our  industry,"  says  Seritta  K.  White, 
ceo  and  president  of  Marin  County 

(Calif.)-based  S.  K.  White 
Consulting  Inc.,  which 


places  tech  workers  in 
temporary  posts.  "Candi- 
dates are  becoming  less  arrogant,  less 
haughty,  and  more  flexible." 

Indeed,  all  across  Silicon  Valley  there 
is  a  collective  sigh  of  relief  among  em- 
ployers who  can  now  fill  jobs.  Sun  Mi- 
crosystems Inc.,  for  example,  has  slowed 
hiring  but  will  still  offer  jobs  to  hun- 
dreds of  salespeople  and  researchers  this 
year.  "We're  definitely  getting  more  calls 
from  candidates  as  the  market  loosens 
up,"  says  Prism's  Agatiello.  Now  begins 
the  great  waiting  game:  When,  if  at  all, 
will  the  benefits  of  the  looser  labor  mar- 
ket give  way  to  the  same  painful  cuts  in 
the  service  sector  that  have  coursed 
through  manufacturing? 

By  Michelle  Conlin  in  New  York  and 
Joseph  Weber  in  Chicago,  with  A.  T. 
Palmer,  Liz  Garone  in  San  Francisco, 
and  bureau  reports 
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WHAT  A 
DUMPFEST 

After  unloading  inventory  at  deep  discounts, 
retailers  will  post  sharply  lower  profits 


THE  ECONOMY 


It's  the  mother  of  all  fire  sales.  Retailers  across  the  coun- 
try are  staggering  beneath  one  of  the  biggest  loads  of  un- 
sold holiday  merchandise  in  decades.  Desperate  to  empty 
their  bulging  warehouses,  chains  are  doing  more  than 
holding  the  usual  January  sales.  They're  dumping  their  stock- 
piles to  deep-discount  stores  and  turning  to  barter  companies 
and  liquidators  for  relief. 

That's  creating  a  massive  inventory  overhang  that  could 
haunt  retailers  for  months.  As  stores  shove  the  unsold 
toasters  and  car  tires  out  the  door,  analysts  are  marking 
down  fourth-quarter  earnings  estimates  and  warning  that 
more  chains  may  be  headed  for  bankruptcy.  Lenders  are 
tightening  credit  terms.  And  bar- 
gain-savvy shoppers  are  becom- 
RetailifW  m&  even  more  resistant  to  pay- 

ing  full  price. 

All  in  all,  retailers  are  trying  to  liquidate  a  gargantuan 
pileup.  Inventories  have  hit  $4  billion,  up  from  just  $250  mil- 
lion a  year  ago,  according  to  liquidation  experts.  Half  of  that 
comes  from  two  mega-bankruptcies  since  Christmas,  Mont- 
gomery Ward  and  Bradlees  Inc.  The  rest  comes  from  small- 
er failures  and  a  series  of  closings  by  chain  stores.  Office- 
Max, for  instance,  is  shuttering  46  stores,  and  J.  C.  Penney 
47.  "The  first  month  of  2001  has  been  the  largest  in  the  his- 
tory of  the  [liquidation]  business,"  says  Stewart  L.  Cohen,  a 
partner  at  Ozer  Group,  a  retail  consultant  and  liquidator  in 
Needham,  Mass. 

Nor  does  the  spillover  end  there.  Icon  Inter- 
national Inc.,  a  Stamford  (Conn.)  barterer,  usu- 
ally deals  with  manufacturers,  since  retailers 
aren't  interested  in  barter.  But  suddenly  re- 
tailers are  offering  to  trade  merchandise  for  TV 
ad  time  and  other  services.  "We've  always  had 
last  year's  Christmas  gift:  breadmakers,  snake- 
lights,"  explains  President  John  P.  Kramer. 
"Now  we're  looking  at  a  lot  more  stuff  that 
could  be  put  back  on  the  shelves." 
A  MAJOR  GOOF.  Add  it  all  up,  and  retailers 
are  expected  to  post  sharply  lower  profits 
when  they  report  fourth-quarter  numbers 
next  month.  In  December,  earnings  maven 
First  Call  Corp.  says  Wall  Street  analysts 
expected  a  5%  increase  in  retail  profits  for  the  quar- 
ter. Now  they  see  a  2%  drop. 

So  how  did  the  stores  flub  so  badly?  For  starters,  they 
were  far  too  optimistic  about  Christmas  sales  back  in  the 
spring  and  summer,  when  many  of  them  put  in  their  holiday 
orders.  At  apparel  stores,  for  example,  inventories  grew 
7.9%  by  last  November,  while  sales  increased  only  4.7%,  ac- 
cording to  Bank  of  Tokyo-Mitsubishi  Ltd.  On  top  of  that, 


GOING,  GOING:  Ward's  bankruptcy  bludgeoned  the  quart 

overexpansion  of  stores  in  the  U.  S.  has  added  to  the  wic 
ing  inventory  ocean. 

That's  why  good  inventory  management  has  become 
important  factor  dividing  the  strong  from  the  weak.  IV 
chants  such  as  Wal-Mart  Stores  Inc.  and  Swedish  cloth 
retailer  H&M,  which  can  get  a  blouse  from  design  to  st 
floor  in  30  days,  are  thriving.  Players  s 
as  Kmart,  on  the  other  hand,  fall  furt 
and  further  behind.  Last  year,  Kmart 
14,962  trailers  filled  with  unsold  mere! 
dise  parked  behind  its  stores. 

With  the  economy  still  slowing,  won 
lenders  are  tightening  credit  terms  for 
tailers,  too.  Discounter  ShopKo  Stores  I 
based  in  Green  Bay,  Wis.,  was  forcec 
pledge  a  share  of  its  inventory  and  ace 
less  favorable  terms  to  get  $600  millior 
credit  on  Jan.  25.  Overall,  in  2000,  23  of  88 
tailers  had  their  debt  ratings  downgrac 
according  to  Moody's  Investors  Service. 
Retailers  that  survive  are  still  likely  to 
tough  times,  thanks  to  bargain-hunting  sh 
pers.  A  year  ago,  one-third  of  the  U.  S.  households  surve 
by  consultant  C.  Britt  Beemer  of  America's  Research  Gr 
said  they  were  willing  to  pay  full  price  for  many  of  their 
chases.  Today,  that  number  has  fallen  to  fewer  than  on< 
four — a  sign  that  may  spell  even  bigger  inventory  troul 
later  on. 

By  Nanette  Byrnes  in  New 
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r  company  isn't  connected  to  this  Asian  city,  you  might  not  really  be  doing  business  on  a  global  scale.  NTT 
inications  can  change  that.  As  Japan's  leading  telecommunications  company,  NTT  Communications  can  provide  your 
ss  with  everything  it  needs  to  stay  ahead  of  the  competition,  including  our  one-stop  network  solutions  service: 
\  Currently  serving  25  major  cities  around  the  world  and  available  in  53  countries,  Arcstar  can  develop  the  network 
n  that's  right  for  you.  And  with  special  focus  on  IP  (Internet  Protocol),  Arcstar  offers  top  quality,  high-speed  and 
access  to  the  Internet.  So  when  it  comes  to  connecting  to  Singapore,  or  anywhere  else  in  the  world,  connect  with 
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JUST  HOW  BIG 
WILL  THIS  PIE  GET? 

Bush  insists  he  won't  succumb  to  the  tax-cut  feeding  frenz 


THE  ECONOMY 


The  sight  stands  to  become  a  hallmark  of  George  W. 
Bush's  campaign  to  sell  his  across-the-board  tax  cut. 
There  on  the  stage  with  the  President  is  a  giant-size 
refund  check,  a  visual  aid  Bush  is  toting  around  to 
dramatize  his  commitment  to  slash  taxes  by  $1.6 
trillion  over  10  years.  But  keep  your  eye  on  that  out- 
size check.  If  the  White  House  isn't  careful,  the  biggest  tax 
cut  in  two  decades  could  grow  significantly  over  coming 
months  as  Congress  reacts  to  tax-cut  fever  by  piling  on 
breaks  for  groups  far  removed  from  Bush's  emblematic  single 
mom  with  two  kids. 

The  danger  of  a  tax-cut  "bidding  war"  shows  just  how 
far  the  debate  has  evolved  since  Bush  was  elected.  A  little 
over  a  month  ago,  pundits  were  skeptical  that  the  new  Pres- 
ident had  the  clout  to  win  large-scale  rate  reductions.  Since 
then,  the  landscape  has  dramatically  changed  in  Bush's  favor. 
The  economic  crunch,  Democratic  defections,  new  revenue  es- 
timates that  upped  the  size  of  the  projected  federal  surplus  to 
$5.7  trillion,  and  a  benediction  from  Federal  Reserve  Chair- 
man Alan  Greenspan  have  combined  to  make  a 
big  tax  cut  all  but  certain.  As  long  as  Bush 
isn't  too  picky  about  the  final  details,  he's  like-  TdX  PollCll 

ly  to  emerge  a  winner  from  the  tax  debate. 
SODDEN  MESS.  Whether  the  same  can  be  said  for  the  nation's 
brief  experiment  with  fiscal  restraint  remains  to  be  seen. 
Indeed,  Bush's  aides  worry  that  the  President's  allies  on  the 
Republican  Right  and  in  Corporate  America  could  turn  a 
program  centered  narrowly  on  trimming  individual  tax  rates 
into  a  giant,  sodden  mess  of  expensive  breaks  for  powerful  in- 
terests. In  order  to  keep  the  debate  focused  on  his  propos- 
als— which  include  marriage-penalty  and  estate  tax  relief 
and  a  doubling  of  the  child  tax  credit,  to  $1,000,  along  with  in- 
dividual rate  cuts — the  President  has  launched  a  rhetorical  of- 
fensive aimed  at  reining  in  business.  "This  is  the  right  size 
plan,  it  is  the  right  approach,  and  I'm  going  to  defend  it 
mightily,"  Bush  said  on  Feb.  5. 

That's  why  the  President  is  warning  friends  and  benefac- 
tors in  the  business  community  to  hold  their  appetites  in 
check  until  Congress  enacts  an  approximation  of  the  $1.6 
trillion  package  Bush  promised  on  the  campaign  trail.  For 
starters,  money  is  tight.  The  White  House  wants  to  speed  up 
rate  cuts  by  making  some  retroactive  to  Jan.  1,  2001 — some- 


thing that  could  add  as  much  as  $250  billion  to  the  price  t 
of  the  program  over  10  years.  Although  Greenspan  and  oi 
er  economists  have  voiced  doubts  about  the  countercych 
punch  of  "front-loaded"  tax  cuts,  the  Bushies  see  the  speed 
as  a  confidence-builder  that  could  perk  up  consumer  spendi] 
"The  key  thing  to  do  is  to  get  money  into  people's  pock 
quickly  by  enacting  as 
much  of  the  President's 
proposals  as  possible," 
says  White  House 
economic  adviser 
Lawrence  B.  Lindsey. 
"Christmas  tree  orna- 
ments slow  down  the 
process." 

The  first  battle  will 
come  in  April,  when  Con- 
gress endorses  a  bottom-line 
number  for  the  tax  cut  in  its 

annual    budget 

resolution.    "It 

won't    be    too 

terribly  far  from 
$1.6  billion,"  predicts  Clint 
Stretch,  a  principal  at  account- 
ing firm  Deloitte  &  Touche. 
"Well  over  90%  will  be  spent 
on  individual  income  tax  cuts 
and  estate  tax  relief.  The  rest 
will  be  divvied  up  among  all  the 
other  'needful'  parties." 


Lindsey    and    Bush 
may  need  to  step  up 
the  rhetoric  in  the 
coming     weeks     to 
head  off  a  stampede 
that  could  push  the 
number    higher — or 
shift  priorities.  Hard- 
line conservatives,  in- 
cluding some   top   GOP 
leaders  on  Capitol  Hill, 
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Angling  for  a  Piece 


BIG  BUSINESS 

It's  divided  into  competing  tietdoms 
industries  from  restaurants  to  oil 
***     all  try  to  get  their  pet  tax  break.  As 
fists  square  off,  the  resulting  free-for-all 
Bush's  biggest  tax  headache. 
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REPUBLICAN  HARDLINERS 

Conservatives  such  as  Senate  Majority 
Leader  Trent  Lott  and  House  Majority 
Leader  Richard  K.  Armey  are  pushing 

for  big  cuts  in  capital-gains  taxes.  Bush  says  he  is 

determined  to  fight  such  a  measure. 
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THE  RELIGIOUS  RIG 

Christian  conservatives  a 
pressing  Bush  to  abolish 
marriage-penalty  tax  and 
families  a  $1,000  deduction  per  child 
are  likely  to  get  what  they  want. 
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•e  hoping  to  attach  a  $32  billion  capital-gains  tax  cut  sought 
f  well-heeled  individual  investors  and  venture-capital  firms. 
thers  promise  to  push  for  a  $200  billion  phaseout  of  the  al- 
rnative  minimum  tax — a  levy  that  hits  the  affluent.  The 
ish  list  also  includes  a  proposed  $55  billion  elimination  of  the 
ntury-old  telephone-excise  tax  and  a  $52  billion  expansion  of 
iras  and  401  (k)s.  Given  the  size  of  the 
surplus,  "we  might  want  to  have  more 
tax  cuts  than  currently  planned," 
says  House  Majority  Leader 
Richard  K.  Armey  (R-Tex.). 

At  the  same  time,  corporate 
lobbyists  are  preparing  for  a 
Darwinian  struggle  to  attach  in- 
dustry-specific preferences  to 
any  tax  bill  that  moves.  "A  lot 
of  people  who  helped  the  Pres- 
ident get  elected  are  expecting 
to  have  their  voices  heard,"  says 
one  corporate  rep.  For  example, 
restaurateurs  want  the  deductibil- 
ity of  business  meals  to  increase 
to  80%  from  the  current  50%. 
Energy  companies  want  new 
breaks  to  write  off  drilling 
and    exploration    expenses. 


And  agriculture  groups  want  new  tax-deductible  savings  ac- 
counts for  farmers.  Together,  they  could  cost  north  of  $90  bil- 
lion over  a  decade. 

Don't  expect  much  restraint  from  liberals  who  protested 
during  the  campaign  that  a  trillion-dollar-plus  tax  cut  was  fis- 
cal insanity.  They,  too,  are  shifting  strategy  amid  tax-cut 
mania.  "The  progressive  movement  has  pretty  much  decided 
not  to  slay  the  elephant  but  to  make  it  look  better,"  says  Eric 
Hauser,  an  activist  working  with  the  liberal  National  Cam- 
paign for  Jobs  &  Income  Support.  Among  the  suggestions 
from  the  left:  making  Bush's  new  $1,000  child  tax  credit 
payable  to  all  Americans  with  kids — even  working-poor  Amer- 
icans who  are  exempt  from  income  taxes.  Another  idea:  a 
credit  to  offset  a  portion  of  Social  Security  payroll  taxes. 
SHAKY  SURPLUS.  With  the  jockeying  over  tax  breaks  inten- 
sifying, alarms  are  going  up  among  centrists  and  fiscal  con- 
servatives who  worry  that  a  10-year  tax-cut  commitment 
based  on  potentially  flaky  surplus  estimates  risks  throwing  the 
U.S.  back  into  deficits.  "This  thing  is  growing  like  one  of 
those  Chia  pets,"  laments  Representative  Ellen  O.  Tauscher 
(D-Calif.),  a  leader  among  moderate  New  Democrats. 

To  keep  the  cut  under  control,  the  White  House  plans 
some  Clinton-style  triangulation  between  go-slow  Democrats 
on  the  left  and  damn-the-torpedoes  Republicans  on  the  right. 
"At  the  end  of  the  day,  the  White  House  wants  to  be  at  $1.6 
trillion  and  have  their  plan  pretty  much  intact,"  says  a  Bush 

adviser.  If  Congress  shrinks 
Bush's  plan,  the  most  likely 
target  will  be  proposed  cuts 
for  the  wealthiest  taxpay- 
ers. Bush  is  likely  to  suc- 
ceed in  shrinking  the  cur- 
their  VOlCeS  heard,     SayS  a  lObbyiSt    rent  four  tax  rates  to  three, 

but  his  proposed  33%  top 
rate  might  be  boosted. 
By  constantly  refocusing  public  attention  on  the  Pres- 
ident's priorities,  the  White  House  hopes  to  force  busi- 
ness interests  to  compete  with  each  other  for  a  slice  of 
the  tax-cut  pie.  That  could  mean  tough  times  ahead  on 
Capitol  Hill,  say  some  corporate  reps.  "Don't  believe 
this  crap  about  business  working  together,"  says  one 
veteran  business  lobbyist.  "You  know  the  cannibalistic 
tendency  of  business  will  rear  its  ugly  head  as  soon  as 
Congress  starts  throwing  stuff  overboard." 

A  bit  of  corporate  cannibalism  would  be  a  White 
House  dream.  But  to  win  that  battle,  Bush  may 
have  to  do  his  best  John  McCain  imitation  and  at- 
tack his  business  allies  as  hogs  at  the  trough  try- 
ing to  eat  up  the  recession  relief  that  should  right- 
fully go  to  the  middle  class  and  working  poor.  In 
the  end,  Bush  may  have  to  decide  between  wealthy 
individuals  and  his  business  backers.  That  would  be 
a  bit  out  of  character  for  Corporate  America's  fa- 
vorite pol.  But  if  Bush  is  going  to  transform  his  re- 
cent run  of  good  luck  into  a  tax  triumph,  it  may  be 
his  only  choice. 
By  Richard  S.  Dunham,  with  Rich  Miller  and 
Howard  Gleckman,  in  Washington 


"A  lot  of  people  who  helped  [Bush] 
get  elected  are  expecting  to  have 


SMALL  BUSINESS 

Repealing  the  estate  tax  is  the  top 
goal.  Some  Main  Street  merchants 
favor  more  generous  breaks  for 
on,  but  most  lobbyists  support  the 
as  is.  Success  is  almost  assured. 


MODERATE  DEMOCRATS 

Democratic  deficit  hawks  argue  it's 
more  important  to  pay  off  the  feder- 
al debt  than  to  pass  a  huge  tax  cut. 

They  want  triggers  to  block  cuts  if  the  surplus 

doesn't  materialize.  Unlikely. 


LIBERAL  DEMOCRATS 

Will  fight  to  derail  "tax  cuts  for  the 
rich,"  arguing  instead  for  more 
spending  and  for  cuts  for  middle- 
and  lower-income  groups.  Without  enough  votes  to 
prevail,  their  opposition  will  be  mostly  symbolic. 
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COMMENTARY 


By  Laura  Cohn 


WHY  THE  ENERGY  CRUNCH  NEEDS  TOUGH  LOVE 


When  George  W. 
Bush  campaigned 
on  policies  that 
would  herald  a  "respon- 
sibility era,"  he  wasn't 
kidding.  After  newly 
minted  Energy  Secre- 
tary Spencer  Abraham 
met  with  10  Western 
governors  in  Portland 
on  Feb.  1-2,  some  gov- 
ernors asked  him  to  im- 
pose a  temporary  lid  on 
wholesale  electricity 
prices.  Unless  the  Feds 
stepped  in,  they  said, 
consumers  throughout 
the  West  face  the  same 
skyrocketing  utility 
costs  that  have  devas- 
tated California.  Abra- 
ham's response?  An  un- 
equivocal "no." 

On  the  surface,  the 
refusal  to  impose  even 
temporary  price  con- 
trols may  seem  an  un- 
duly harsh — and  need- 
lessly hands-off — 
response  to  the  utility 
crisis  threatening  the 
West.  "Energy  deregulation  began 
with  the  federal  government,  and 
that  is  where  the  problems  created 
by  failed  deregulation  efforts  must 
be  addressed,"  says  Washington  Gov- 
ernor Gary  Locke,  a  Democrat. 

But  in  reality,  the  Bush  Adminis- 
tration's tough-love  approach  is  the 
best  answer.  Unpleasant  as  it  may 
be,  the  lure  of  high  prices  and  profits 
is  the  only  way  to  get  more  electric 
plants  built,  the  real  solution  to  the 
region's  energy  crisis. 

So  why  the  push  for  price  caps? 
The  governors  argued  that  limiting 
wholesale  prices  to  a  rate  that  would 
cover  power  producers'  costs  while 
allowing  them  a  small  profit  would 
ease  the  strain  on  Western  utilities. 
They  also  claimed  caps  would  give 
the  states  time  to  develop  a  strategy 
for  making  deregulation  work  and  to 
add  more  generating  capacity. 

Since  the  Portland  powwow,  some 
'nave  changed  their  tune.  On  Feb.  6, 
Secretary  Abraham  received  a  letter 
from  several  Western  governors  an- 


Only  the  incentives  of  a 
free  market  will  encourage 
building  new  capacity 

ABRAHAM  EVEN  BARS  TEMPORARY  CONTROLS 


nouncing  that  they  were  be- 
latedly taking  the  "no-cap" 
pledge.  Apparently,  electricity 
generators  had  called  state  offices, 
protesting  any  caps. 

Let's  hope  the  rest  of  the  posse 
will  follow  soon.  Sure,  capping  prices 
would  ease  the  pain  of  utilities  sud- 
denly having  to  pay  for  huge  increas- 
es in  the  price  of  wholesale  electrici- 
ty while  shielding  consumers'  wallets 
But  without  the  inducement  of  fat 
profits,  electricity  generators  and 
marketers,  those  most  likely  to  build 
and  deliver  additional  capacity,  won't 
invest  in  new  plants.  Ask  Enron 
Corp.  "You've  got  a  supply  shortage, 
so  you  decide  the  way  you're  going 
to  solve  that  is  by  reducing  the 
price,"  says  Enron  Chairman  Ken- 
neth Lay.  "That's  not  exactly  the 
way  I  was  taught  economics  and  not 
the  way  most  markets  work." 

Nor  is  it  a  solution  supported  by 
free-market  gurus  like  Federal  Re- 
serve Chairman  Alan  Greenspan. 
That's  because  price  caps  create  an 


"artificial  market,"  says 
Curt  Hebert  Jr.,  the 
new  chairman  of  the 
Federal  Energy  Regula 
tory  Commission,  which 
oversees  electricity 
markets.  "The  essential 
foundation  must  be 
based  on  adequate  sup- 
ply, which  California 
doesn't  have,  and  is 
showing  no  sign  of  hav- 
ing in  the  very  near  fu- 
ture," he  says. 
"BAD  DISEASE."  What's 
more,  history  shows 
that  government-im- 
posed price  caps  can 
backfire.  When  Presi- 
dent Nixon  capped 
wages  and  prices  in 
1971,  the  policy  led  to  a 
burst  of  inflation  once 
the  controls  were  re- 
moved. Likewise,  when 
the  government  capped 
natural  gas  prices  in  th 
mid-1950s  through  the 
late  '70s,  the  move  cre- 
ated a  dearth  of  natural 
gas.  Only  when  the  caps 
were  lifted  was  there 
an  enormous  rush  of  in- 
vestment in  natural  gas 
drilling.  "This  process  of  capping 
when  costs  are  rising  causes  endemic 
shortages,"  says  Paul  W  MacAvoy,  a 
Yale  School  of  Management  profes- 
sor. "It's  a  bad,  bad  disease." 

True,  Pennsylvania  has  implement 
ed  price  caps  as  part  of  its  electricity 
deregulation  scheme.  But  those  caps, 
set  at  sky-high  levels,  hardly  shield 
utilities.  And  unlike  California,  the 
Keystone  State  allows  its  utilities  to 
buy  power  from  whomever  they 
want,  not  just  a  central  supplier. 

So  what  should  the  Western  states 
do?  Focus  on  inducements  for  new 
utility  construction  while  allowing 
free-market  retail  rates  to  encourage 
conservation.  Yes,  price  caps  might 
make  consumers  and  pols  feel  better 
in  the  short  term.  But  they  won't 
add  supply  in  the  long  run. 


Cohn  covers  economic  policy   ii 
Washington,  D.C. 
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THE  INTERNET 


COME  BACK 
TO  PAPA 

Suddenly,  spin-offs  are  turning  into  'spin-ins' 


The  logic  seemed  unassailable  just  a 
year  or  so  ago.  For  any  brick-and- 
mortar  company  serious  about  be- 
coming a  powerhouse  Internet  player, 
the  game  was  to  bundle  rudimentary 
Internet  operations  into  a  new  company, 
spin  it  off,  and  let  the  money  rain  down 
from  Wall  Street.  And,  as  with  most 
fads,  for  a  while  it  was  a  great  deal: 
Outside  investors  shouldered  risk  while 
sky-high  valuations  wooed  scarce  Inter- 
net talent  and  provided  the  cur 
rency  to  cut  pricey  deals. 

How    times    have    changed. 
Now,  with  Internet  valuations 
in  the  tank,  a  procession  of 
companies  are  racing  just  as 
quickly  to  reel  in  the  earlier 
spin-offs.  In  the  latest  such 
move,  on  Jan.  31,  usa  Net- 
works Inc.  "properly  re- 
joined" its   Ticketmaster 
unit  with  offspring  Ticket- 
master  Online-Citysearch, 
according    to    ceo    Barry    •' 
Diller.  Earlier,  teen  retail  cat-     - 
aloguer  Delia's  integrated  its 
once-soaring  iTurf  Web  opera- 
tion. Others  have  gone  even  further, 
pulling  the  plug  on  their  spin-offs  alto- 
gether. On  Jan.  29,  The  Walt  Disney 
Co.  announced  it  will  shutter  its  Go.com 
Web  portal,  taking  a  $790  million  charge 
to  earnings,  and  redeem  the  Internet 
group's  separate  stock. 
"NEED  FOR  GREED."  For  many,  spin-offs 
today  have  become  an  embarrassing  li- 
ability. Getting  rid  of  them,  most  ana- 
lysts now  agree,  marks  a  return  to  the 
sensible  pre-Net  days  of  centralized 
brand  building.  And  nobody,  but  nobody, 
is  choosing  a  job  these  days  because 
they  would  rather  have 
options  in  a  spin-off  than 
in  the  parent.  "The  need 
for  greed  led  to  a  mas- 
sive   wall    being    built 
within  or  between  orga- 
nizations," says  Simon  C. 
Williams,    chairman    of 
brand  consultant  Sterling 
Group  Inc.  "Now,  organ- 
izations     are      taking 
j    those    walls    down    and 
;    reconnecting." 

Expect    to    see    more 


such  reclamation  efforts  as  com- 
panies  rein   in   runaway    Internet 
spending.    Money-losing    spin-offs 
"need  to  be  cut  back,"  says  Inter- 
national   Data    Group    Chairman 
Patrick  J.  McGovern,  who  resisted 
the  urge  to  spin  off  his  publishing 
empire's  Internet  properties  in  or- 
der to  retain  tight  control  of  the 
company's  brand  image.  One  can- 
didate for  a  pullback:  NBCinterac- 
tive,   which  has   failed   to   lure 
much  of  a  following  and  has 
.  j  c^>    been  losing  big  money.  Its  ex- 
|!     31~^-g>  ecutives  aren't  commenting,  but 
NBCi  has  delayed  the  report- 
ng  of  its  quarterly  earnings 
until  Feb.  13  amid  specu- 
lation it  may  shut  down 
its  portal. 
FIEFDOMS.  For  all  the 
seeming  logic  behind 
Net  spin-offs  at  the 
height  of  the  dot-com 
craze,  executives  and 
investors  chose  to  ig- 
nore the  downside  at 
the  time.  Although  finan- 
cially they  made  for  good 
deals,  it  did  not  work  operationally  to 
run  separate  online  and  offline  fiefdoms. 
The  result  was  a  lack  of  coordination 
that   caused   problems   ranging   from 
store-only  return  policies  that  annoyed 
online  customers  to  marketing  cam- 
paigns that  were  jarringly  inconsistent. 
At  times,  retailers  such  as  Barnes  & 
Noble  Inc.  almost  seemed  to  be  com- 
peting with  their  own  online  siblings. 
Delia's  had  another  problem  with  its 
money-losing  Net  operation:  It  sold  the 
same  merchandise  to  both  online  and 
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Net  currency  lands 
deals  and  attracts  talent 


Spun-off  Net  companies' 
stocks  are  in  the  tank 


Speed  essential  to  compete 
with  stand-alone  Net  ventures 


Countless  millions  spent 
on  tailed  strategies 


Companies  need  to  appeal 
to  a  younger  Net  crowd 


•  Net  marketing  strategies 
diluted  brands 


offline  customers  but  only  offered  mi 
gin-draining  free  shipping  online 
have  these  bizarre  competitive  positi 
that  make  for  irrational  decisions,"  sa 
ceo  Stephen  I.  Kahn.  "Thank  God  [iTi 
is]  back  in." 

Trying  to  remedy  such  disconnec 
Barnes  &  Noble  and  its  dot-com 
now  working  to  coordinate  everythi 
from  return  policies  to  a  joint  frequei 
buyer  program.  By  yearend,  the  t\ 
operations  hope  to  offer  a  "seamle 
network"  between  stores  and  the 
ternet,  says  Stephen  Riggio,  vice-cha 
man  of  both  companies.  Although  h 
standing  by  the  spin-off  structure,  R: 
gio  acknowledges  that  now  is  the  tir 
to  integrate  because  the  biggest  B 
spenders  shop  energetically  both  c 
line  and  off.  So  is  a  "spin-in"  next  : 
Riggio?  He  says  no.  That  may  be  1 
cause  his  hands  are  tied:  Media  gis 
Bertelsmann  owns  a  40%  stake 
barnesandnoble.com. 

Too  bad.  Such  spin-o 
are    a    distraction    tl 
managers  could  surely 
without.     Others     ha 
found  that  getting  rid 
those  once-trendy   Int< 
net   spin-offs   is   as 
freshing  as  throwing 
a  bunch  of  out-of-style 
neckties. 

By  Gerry  Khermo\ 
a  nil  N a  net 1 1'  Byrnes 
New  York,  with  Row 
Grover  in  Los  Angeles 
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Your  customers  are.  Wouldn't  it  be  great  if  your  supply  chain  was  driven 
by  customer  demand?  Right  out  of  the  box?  Presenting  PeopleSoft  Supply 
Chain  Management  In  A  Box.  Never  before  has  such  comprehensive  customer- 
to-supplier  relationship  management  come  wrapped  in  such  innovative, 
pure-internet  technology.  Start  with  insightful  sales  and  marketing. 
Add  customers  collaborating  on  your  forecast.  Continue  through  24/7 
configured  order  capture,  and  carry  on  with  far-sighted  strategic  analysis. 
End  with  prompt  delivery  to  that  demanding — but  satisfied — customer. 
Demand  PeopleSoft.  Call  1-888-773-8277. 

PeopleSoft  Supply  Chain  Management  In  A  Box 
Realtime     •     Ingenious     •     Instant 

CUSTOMERS  ■  EMPLOYEES  •  SUPPLIERS 


People  power  the  internet: 


'Ww.peoplesoft.com/supplychain 
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News:  Analysis  ?  td  Comme^xy 


By  Peter  Elstrom 

WIRELESS:  A  LITTLE  GOVERNMENT  MEDDLING  MAY  NOT  HURT 


Lewis  and  Tonya  Piper  bought  a 
mobile  phone  from  AT&T  last  May 
so  they  could  talk  more  often  be- 
fore their  wedding  in  August.  Lewis 
was  commuting  from  Kent,  Ohio,  to 
Medina,  about  an  hour  west,  and 
wanted  to  stay  in  touch  with  his 
bride-to-be.  Instead  of  convenience, 
the  couple  got  headaches.  "Half  the 
time,  the  phone  wouldn't  work,"  says 
Tonya,  20.  The  Pipers  canceled  then- 
service  in  September. 

Sound  familiar?  Then  you're  in 
good  company.  Wireless  phone  ser- 
vice in  the  U.  S.  is  lousy.  A  recent 
study  of  about  3,000  customers  by 
Yankee  Group  Research  Inc.  found 
that  30%  had  significant  problems 
with  their  service.  The  most  common 
issues  are  poor  voice  quality,  dropped 
calls,  and  attempted  calls  that  fail. 
Worse,  the  number  of  customers  who 
had  problems  "very  often"  increased 
to  7%  from  2%  during  the  past  year. 
STRICT  STANDARDS.  How  did  we  get 
into  this  mess?  Certainly,  many  wire- 
less service  providers  are  at  fault  for 
not  investing  enough  in  their  net- 
works. But  the  federal  government 
deserves  some  of  the  blame,  too.  In 
most  European  nations,  governments 
set  strict  standards  for  quality  when 
they  auctioned  off  mobile-phone 
licenses.  France,  for  example,  re- 
quires that  wireless  customers  be 
able  to  establish  a  call,  have  a  clear 
conversation,  and  terminate  the  con- 
versation on  their  own  95%  of  the 
time  in  the  10  largest  cities.  The  stan- 
dard is  85%  in  other  areas.  French 
test  service  once  a  year, 
ults  are  published  widely. 
.  ..  government  set  no  such 
r  wireless  operators, 


r^hr"ar"iq   ?nm 


even  though  they  closely  monitor 
quality  levels  for  traditional  tele- 
phone service.  Regulators  figured 
there  was  no  need  for  standards  in 
wireless  because  competition  would 
take  care  of  the  problem.  Indeed, 
U.S.  regulators  have  succeeded  in 
fostering  intense  competition,  result- 
ing in  per-minute  charges  that  tend 
to  be  lower  than  in  Europe. 

But  the  Fee's  approach  to  quality 
has  been  disastrous.  One  reason  is 
that  there  isn't  enough  reliable  infor- 


Lack  of  reliable 
information  is  one 

key  reason  U.S. 
service  is  so  lousy 


mation  available  to  enable  consumers 
to  make  intelligent  choices.  The  FCC 
hasn't  made  any  data  on  wireless 
service  public  for  more  than  a  year, 
although  it  hopes  that  will  change  in 
the  near  future.  Private  firms,  such 
as  Yankee  Group  and  J.  D.  Power  & 
Associates,  provide  good  market  re- 
search on  overall  satisfaction  with 
wireless  carriers,  but  they  can't  do 
thorough  analysis  of  quality  because 
much  of  that  info  is  proprietary. 
Without  good  information,  consumers 
can  get  blindsided. 

What's  the  answer?  Representa- 
tive Anthony  D.  Weiner  (D-N.  Y.) 
plans  to  introduce  legislation  on  Feb. 
13  that  would  require  the  fcc  to 
compile  information  on  consumer 
complaints  about  wireless  service. 


Specifically,  he  wants  the  fcc  to  re- 
lease data  twice  a  year  on  the  num- 
ber of  complaints  lodged  against  eacl 
carrier  and  the  nature  of  the  gripes. 

Werner's  proposals  are  a  good  start 
but  the  new  fcc  chairman,  Michael  K 
Powell,  should  go  further.  While  the 
fcc  can't  impose  quality  requirements 
after  licenses  have  been  awarded,  the 
commission  should  take  an  activist 
role  in  making  sure  that  reliable  quali 
ty-of-service  statistics  for  each  carrier 
are  made  public  at  least  once  a  year. 
What  it  should  aim  for  is  a  simple  sta 
tistic,  like  the  on-time  arrival  figure 
used  for  airlines,  that  will  quantify 
each  carrier's  quality  of  service. 

Here's  one  suggestion:  The  fcc 
could  rank  each  carrier  on  the  per- 
centage of  times  that  a  call  attempt 
doesn't  go  through,  that  voice  qualit 
is  so  poor  a  conversation  is  impossi- 
ble, or  that  a  call  is  disconnected. 
For  example,  if  AT&T  had  5%  failed- 
call  attempts,  2%  poor  voice  quality, 
and  4%  dropped  calls,  its  total  failur 
rate  would  be  11%.  Consumers  couk 
compare  its  performance  with  rivals' 

Nobody  is  crazy  about  governmer 
bureaucrats  compiling  this  informa- 
tion. However,  the  fcc  could  hire  ar 
independent  company  to  test  mobile] 
phone  networks  and  then  publicize 
the  results.  Alternatively,  it  could 
take  data  from  the  wireless  players, 
with  random  auditing  to  ensure  relil 
bility.  Activist  regulation  from  Pow- 
ell and  the  new  Bush  Administra- 
tion? Maybe  it's  not  so  outrageous. 
The  laissez-faire  approach  toward 
quality  has  failed  miserably  so  far. 
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Senior  Writer  Elstrom  writes  a 
telecom  and  technology  issues. 
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PeopleSoft  eProcurement 


Your  employees  should  purchase  what  they  need  through  a  web 
browser,  not  a  6-part  form.  Here's  the  first  and  only  pure  internet 
solution  that  handles  the  complete  procure-to-pay  process  for  your 
global  enterprise  -  fully  integrated  with  financial  and  supply  chain 
systems.  PeopleSoft  eProcurement  also  links  you  with  open  trading 
communities  for  instant  connection  to  suppliers,  products,  and 
services  worldwide.  Perfect  your  global  supply  network  with  improved 
sourcing,  faster  ordering,  reduced  maverick  spending,  and  realtime 
access.  Let  PeopleSoft  eProcurement  ignite  your  purchasing 
revolution.  Contact  us  at  1-888-773-8277. 
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In  Business  This  Week 


EDITED  BY  MONICA  ROMAN 


MEXICO  GETS 
MUDDIER  FOR  XEROX 

XEROX'S  MEXICO  SCANDAL  HAS 

been  enormously  costly:  The 
company  took  $120  million  in 
charges  last  year  to  cover 
bad  debts  and  accounting 
lapses  from  a  business  with 
just  $400  million  in  revenues. 
Having  just  concluded  an  in- 
dependent investigation,  Xe- 
rox now  says  that  it  has  cor- 
rected any  problems  there, 
which  it  attributed  to  rogue 
managers  who  tried  to  "drive 
growth  at  any  cost" — either 
by  neglecting  to  write  off  bad 
debts  or  failing  to  classify 
transactions  correctly  as  a 
sale,  lease,  or  rental.  While 
Xerox  says  it  has  fired  man- 
agers and  taken  all  appropri- 
ate actions,  the  Securities  & 
Exchange  Commission  is  not 


CLOSING    BELL 


SHELF  LIFE 

Giant  wholesaler  Fleming 
whet  investor  appetites  on 
Feb.  7  with  a  $4.5  billion 
deal  to  supply  food  and  con- 
sumable products  to  Kmart. 
At  the  same  time,  savvy  in- 
vestment firm  Yucaipa,  which 
owns  a  piece  of  Kmart,  an- 
nounced it  will  buy  an  8.7% 
stake  in  Fleming  for  $50  mil- 
lion. Plus,  it  has  a  12-month 
option  to  buy  an  additional 
$50  million  in  Fleming  stock. 
Dallas-based  Fleming's  share 
price  soared  45%  on  the 
news,  to  $24.40. 


STOCK  PRICE 
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done  investigating  the  mat- 
ter. It  notified  Xerox  in  June 
that  it  had  begun  looking  into 
accounting  issues  in  Mexico, 
and  Xerox  now  says  that  the 
sec  has  widened  its  investi- 
gation beyond  Mexico. 

THE  WORLD  IS  IN 
RUPERTS  SIGHTS 

AIMING   TO   BE   THE   WORLD'S 

first  global  broadcaster,  Ru- 
pert Murdoch  is  soon  expect- 
ed to  announce  a  complex 
deal  to  merge  GM  Hughes's 
DirecTV  unit  with  Murdoch- 
controlled  satellites  in  Britain 
and  Asia.  The  deal,  long  ru- 
mored, would  require  an  esti- 
mated $5  billion  cash  infusion 
from  software  giant  Microsoft 
and  John  Malone's  Liberty 
Media,  a  major  shareholder 
in  Murdoch's  News  Corp.  To 
resolve  difficult  negotiations 
about  the  value  of  the  deal, 
GM  is  expected  to  spin  off  its 
Hughes  Electronics  unit,  tak- 
ing a  64%  stake  in  the 
merged  company.  Murdoch, 
however,  would  retain  control 
of  the  satellite  operations. 

SAY  IT  AIN'T  SO, 
TOKYO  JOE 

WHEN  IT  COMES  TO  STOCKS, 
speech  isn't  so  free — even  on 
the  Net.  One  of  the  best- 
known  gurus  of  the  stock 
chat  rooms,  "Tokyo  Joe,"  has 
reached  a  tentative  settle- 
ment of  fraud  charges  with 
the  sec.  The  commission  says 
Joe — whose  real  name  is  Yun 
Soo  Oh  Park — took  gifts  from 
companies  to  promote  their 
stocks  in  his  e-mails  and  Web 
pages.  He  was  also  charged 
with  "pump  and  dump" — buy- 
ing shares,  recommending  the 
stock  to  his  subscribers,  and 
then  selling  as  the  price  rose. 
Park's  attorneys  claimed  his 
stock  advice  was  constitu- 
tionally protected  speech,  but 
were  rebuffed  twice  by  ap- 
peals courts.  Under  the  deal, 
Park  will  likely  cough  up 
$750,000  in  trading  profits. 


HEADLINER:   DOUGLAS   McCORMICK 


A  WAY  WITH  THE  LADIES? 


AFTER  YEARS  OF  SNIPING 

at  each  other,  the  two 
largest  online  women's 
sites  are  joining  forces 
to  try  to  survive 
the  harsh  Net  en- 
vironment. On 
Feb.  5,  belea- 
guered iVillage 
announced  a 
complicated 
merger  with  ri- 
val Women.com 
Networks  in  a  $36 
million  deal. 

Hearst,  which  owns  46% 
of  flagging,  money-losing 
Women.com,  will  invest  $4C 
million  in  the  combined 
company.  "This  will  be  a 
WNBA  kind  of  slam-dunk 
for  advertisers,"  says  iVil- 
lage ceo  and  President 
Douglas  McCormick.  Both 
Net  companies  suffer  from 


a  double  whammy  of  pes- 
simism about  dot-coms  and 
declining  online  ad  sales. 
Women.com  is  treading 
water  at  70tf,  while 
iVillage  is  trading 
at  $2,375.  Merg- 
ing with  a  rival 
is  a  scrappy 
move  by  Mc- 
Cormick, who 
took  over  in  Au- 
gust from  contro- 
versial founder  Can- 
dice  Carpenter.  An  Old 
Media  veteran,  he  is  apply 
ing  his  past  experience  as 
head  of  Lifetime  Televisioi 
to  instill  the  basics:  cutting 
costs  and  narrowing  losses 
From  hanging  by  its  fin- 
gertips, iVillage  has  movec 
to  having  a  foot  on  the 
ledge. 

Heather  Gree 


LONG  COURTSHIP, 
SHORT  HONEYMOON 

JDS  UNIPHASE  WON  REGULATO- 

ry  approval  for  its  $17  billion 
acquisition  of  rival  sdl.  But 
the  new  800-pound  gorilla  of 
the  fiber-optics  parts  indus- 
try shouldn't  celebrate  just 
yet.  The  San  Jose  (Calif.)- 
based  company  is  expected 
to  post  a  paltry  7%  to  10% 
rise  in  fiscal  third-quarter 
revenues  because  of  the  eco- 
nomic downturn.  JDS  manu- 
factures products  used  by 
telecommunications  carriers 
to  assemble  high-capacity  op- 
tical networks.  With  equip- 
ment inventories  on  the  rise, 
ids  stock  is  trading  at  just  a 
third  of  its  52-week  high  of 
$153.42. 


eTOYS  GOES  THE  WAY 
OF  THE  HULA  HOOP 

FORMER  WEB  SUPERSTAR 
(■Toys  is  on  its  way  to  the 
big   toy   chest   in    the    sky. 


Plagued  by  disappointing  1 
iday  sales  and  rapidly  dec 
ing  cash,  the  e-tailer  will 
off  its  remaining  293  empl 
ees  and  likely  end  operatic 
Apr.  6.  The  news  came  d 
after  the  company's  ere 
tors — who  are  owed  roug 
$200  million— extended 
deadline  to  take  legal  act 
against  eToys  to  Feb.  15 
the  hopes  that  the  compi 
would  find  a  buyer.  But 
unlikely  anyone  will  res 
the  ailing  e-tailer  or  prese 
the  brand  made  famous 
hundreds  of  pricey  yet  ir 
fective  TV  ads. 


ETCETERA... 


■  Bristol-Myers  Squibb  P 
ident  Peter  Dolan,  45, 
take  over  as  CEO  in  May. 

■  Retailers  Kmart  and  J 
Penney  will  offer  lower-pri  h 
Disney-branded  kids  cloth 

■  Raytheon  said  its  2<M)2  ei 
ings  could  lull  L29S  below 

lent    Wall  St  feel   estimate; 
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msdw.net/Freedom 

The  word  for  equity  trading  in  the  new 
global  economy?  Freedom. 

With  that  in  mind,  we've  been  helping  to  shape  barrier- 
free  financial  markets.  By  investing  in  ECNs.  By  advising 
governments  on  stock  exchange  and  market  structure,  and 
advocating  more  efficient  electronic  trading  platforms  that 
are  simple,  clear  and  fair.  By  being  a  founding  partner  in 
Jiway,  the  first  borderless  European  stock  exchange. 

All  of  which  will  allow  investors  to  revel  in  new  freedoms 
—  greater  liquidity,  broader  distribution,  better  pricing. 

You  can  deal  with  that. 

Network  the  world 


Morgan  Stanley  Dean  Witter 

Institutional  Securities  &  Investment  Banking 


TR  IT  TAKES  TO  SATISFY  YOUR  APPETITE 


FOR  WHOLESALE  ISP  PRODUCTS  AND  SERVICES. 
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In  the  world  of  ISPs,  the  ability  to  offer  your  customers  a  bro 
menu  can  mean  the  difference  between  retaining  the  accounts  you  have  -  or  losing  them  to  someone  else.  Fortunat 
Verizon  can  provide  you  with  virtually  everything  you  need  to  keep  your  subscribers  happy.  Including  a  spectrum  of  produ< 
and  services  ranging  from  DSL  Solutions,  HiBACM  and  SONET  to  Frame  Relay,  ATM  and  SS7.  And  we  back  it  all  with  dedicat 
customer  service  and  tech  support  that's  timely  and  quick.  Better  still,  our  pricing  is  very  competitive.  So  learn  more 
calling  our  Wholesale  Group  at  Verizon  today  at  1-888-483-9594,  or  visit  us  at  verizon.com/wholesale.  Before  a  competii 
tries  to  eat  your  lunch. 


(^2001  Verizon  Communications  Inc.  All  Rights  Reserved. 
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HE  OTHER  TAX  BATTLEGROUND 
)F 2001:  THE  INTERNET 


■ver  since  the  battle  over  Internet  taxes  began  in  1996, 
■  the  focus  has  been  on  whether  states  could  impose  levies 
■on  goods  sold  over  the  Net.  From  the  beginning,  most 
ate  and  local  officials  agreed  to  a  ban  on  taxing  the  month- 
fees  paid  to  Internet  service  providers  (isps),  such  as  aol 
me  Warner  Inc.,  believing  that  such  a  tax  would  cause  a  po- 
ical  firestorm.  The  only  exceptions:  a  half-dozen  states  that 
id  enacted  such  taxes  before  '96. 

Now,  with  the  moratorium  on  new  Net  taxes  set  to  expire 
October,  that  may  be  about  to  change.  For 
e  first  time,  governors  want  Congress  to  let 
»tes  tax  pricey  Internet  services.  Their  mod- 
is  a  Texas  law  signed  in  1999  by,  of  all  peo- 
e,  then-Governor  George  W.  Bush. 
The  governors'  beef:  isps  are  starting  to  in- 
ide  such  extras  as  long-distance  phone  calls, 
ws,  and  music  in  their  monthly  fees.  As  tax- 
le  products  get  bundled  into  the  fee,  states 
;e  a  shrinking  tax  base.  "The  ban  on  Net 
cess  taxes  is  really  problematic,"  says  Michael 
azerov,  a  tax  analyst  at  the  Center  on  Budget 
Policy  Priorities,  a  Washington  think-tank. 
■he  longer  it  lasts,  the  more  it  is  going  to  im- 
age on  traditional  state  taxation  of  telecom- 
onications  and  other  services." 
The  '99  Texas  law,  which  clarified  an  earlier 
K  on  information  services,  hits  monthly  Net 
-»s  above  $25  with  a  state  tax  of  6.25%.  Cities  " 
ch  as  Dallas  add  an  extra  2%.  Total  take:  a  modest  $50  mil- 
n.  But  the  potential  revenue  nationwide  would  be  much 
2[her.  Forrester  Research  Inc.  estimates  that  households  pay 
2  billion  a  year  in  access  charges.  Nearly  all  dial-up  cus- 
tners  pay  $22  or  less  a  month  and  thus  would  be  exempt 
)m  tax.  But  subscribers  to  higher-price  dial-up  services 
t  to  be  rolled  out  this  summer  could  be  hit,  along  with  the 
million  broadband  users  whose  fees  average  $40  a  month. 
But  the  idea  of  taxing  such  fees  will  run  into  heavy  oppo- 


COX:  No  new  e-taxes 


sition  in  Congress.  Says  Senator  Ron  Wyden  (D-Ore.):  "There 
ought  to  be  a  ban  on  access  taxes."  Already,  Wyden  and 
Representative  Christopher  Cox  (R-Calif.)  say  they  would  ex- 
tend the  e-tax  moratorium  for  five  more  years  and  perma- 
nently bar  all  access  taxes.  Arguing  that  the  battered  Inter- 
net industry  should  be  exempt  from  new  taxes,  the  pair 
may  also  try  to  roll  back  those  e-taxes  already  on  the  books. 
TOUGH  SELL.  But  governors  and  other  e-tax  backers  see  no 
reason  why  online  merchants  shouldn't  have  to  collect  the 
same  sales  taxes  as  Main  Street  retailers.  Sen- 
ator Byron  Dorgan  (D-N.  D.)  will  soon  offer  a 
measure  requiring  sellers  to  collect  taxes  on  e- 
commerce  as  long  as  the  states  agree  to  sim- 
plify existing  tax  regimes.  Late  last  year,  a 
group  representing  35  states  agreed  to  such  a 
simplified  system,  which  would  uniformly  define 
taxable  products  and  ease  paperwork. 

Later  this  year,  that  plan  may  be  consid- 
ered in  as  many  as  a  dozen  statehouses,  in- 
cluding those  in  Michigan,  Minnesota,  and 
Texas.  It'll  be  a  battle:  Local  businesses  will  be- 
moan any  loss  of  tax  exemptions  on  their  prod- 
ucts. And  dot-coms,  led  by  aol,  are  likely  to 
fight  the  streamlining  efforts  tooth  and  nail. 

Two  key  players  in  the  debate  will  be  Pres- 
ident Bush  and  Senate  Commerce  Committee 
Chairman  John  McCain  (R-Ariz.).  Despite  his 
Texas  experience,  Bush  favors  extending  the 
moratorium  for  up  to  seven  years  and  would  also  ban  taxes 
on  access  fees,  says  a  spokesman.  McCain,  who  early  last  year 
endorsed  a  permanent  ban  on  all  Net  taxes,  has  been  work- 
ing on  and  off  for  months  to  forge  a  compromise  between  the 
states  and  e-tailers.  So  far,  his  efforts  have  gone  nowhere. 

Congress  will  likely  extend  the  moratorium  beyond  October. 
But  deciding  how  long  it  lasts  and  what  gets  taxed  will  be 
the  year's  other  big  tax  brawl. 

By  Howard  Gleckman 
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)EMS:  LET  MY  REGS  GO 

►  With  President  Bush  delaying  con- 
roversial  rules  completed  in  the  final 
veeks  of  President  Clinton's  term,  Hill 
)ems  are  fighting  back.  On  Feb.  5, 
Jush  delayed  until  May  12  a  ban  on 
x)ad-building  and  logging  in  some  fed- 
;ral  forests.  Contractors  earlier  won  a 
lelay  in  a  rule  that  bars  them  from 
vinning  new  government  business  if 
hey  violated  labor  or  environmental 
ules  in  the  past.  And  business  groups 
lope  Bush  will  next  stop  an  ergonom- 
es  rule.  Leading  the  charge  to  keep 


the  regs  intact:  Senator  Joseph  I. 
Lieberman  (D-Conn.),  who  is  gathering 
copies  of  any  White  House  correspon- 
dence with  agencies  on  regulatory  is- 
sues. He  wants  to  make  sure  rules  to 
protect  public  health  and  safety  aren't 
rolled  back. 

ONLINE  LISTS  OFF-LIMITS? 

►  Ever  since  Toysmart.com  tried  to 
sell  its  customer  list  after  filing  for 
bankruptcy  last  year,  online  subscriber 
information  has  been  in  legal  limbo. 
Waltham  (Mass.)-based  Toysmart 
caused  a  furor  because  it  had  promised 


customers  that  it  would  not  share  per- 
sonal information.  A  worried  Federal 
Trade  Commission  wants  to  curb  the 
sale  of  personal  data  that  e-tailers 
pledge  not  to  release,  but  bankruptcy 
courts  continue  to  regard  such  lists  as 
assets  that  can  be  sold  to  pay  off  cred- 
itors. If  Senator  Patrick  Leahy  (D-Vt.) 
has  his  way,  however,  subscriber  info 
will  be  off  limits  to  creditors.  Leahy 
plans  to  offer  an  amendment  to  a  fast- 
moving  bankruptcy  reform  bill  that 
would  exclude  as  assets  any  personally 
identifiable  data  that  a  debtor  had 
promised  not  to  divulge. 
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KIMS  FALL 
FROM  GRACE 

Inside  Daewoo's  fraud  scandal 


What  an  ignominious  fall.  As  re- 
cently as  two  years  ago,  Kim 
Woo  Choong,  founder  of  South 
Korea's  Daewoo  Group,  was 
revered  as  the  man  who  built  a  small 
textile-trading  house  into  Korea's  sec- 
ond-largest industrial  conglomerate. 
Since  then,  revelations  of  deep  losses, 
corruption,  and  mismanagement  at  Dae- 
woo have  shredded  his  legend.  Now  the 
last  vestiges  of  respect  are  gone. 

In  the  first  week  of  February,  the 
Supreme  Public  Prosecution  Office,  Ko- 
rea's top  law-enforcement  agency,  an- 
nounced it  had  arrested  seven  of  Kim's 
top  lieutenants  on  four  criminal  charges, 
including  fraud  and  embezzlement.  They 
were  jailed  to  await  formal  indictment 
and  trial.  Those  in  custody  include  top 
current  and  former  executives  of  the 
group's  many  divisions,  among  them 
Kang  Byung  Ho  and  Chang  Byung  Ju, 
ex-presidents  of  Dae- 
woo Corp.,  and  Kim 
Tae  Gou,  former  chair- 
man of  Daewoo  Motor. 
Kim  Woo  Choong, 
whose  empire  once 
produced  10%  of  South 
Korea's  gross  domestic- 
product,  is  a  fugitive, 
flitting  between  Eu- 
rope and  Africa  to 
avoid  prosecution  on 
charges  including  fraud 
and  embezzlement. 

The  prosecutors  al- 
lege that  Kim  and  his 
associates    organized 
what  they  believe  is 
Asia's  biggest  single  fi- 
nancial    fraud — false 
inting     between 
i  L998  that  in- 
the    value    of 
•■      equity   by 

More  dis-    UNDER  ARREST: 
lid   come,  former  Daewoo 


"It's  not  over,  with  dozens  of  other  peo- 
ple still  being  probed,"  says  Kang  Kap 
Jin,  a  spokesman  for  the  prosecutor's  of- 
fice. One  arrested  executive,  Yoo  Ki 
Bum,  admits  the  company,  like  many, 
manipulated  the  books,  though  not  on 
his  orders:  He  will  "face  the  music,"  his 
lawyer,  Surh  Jeong  Woo,  says.  However, 
says  an  official,  "the  most  important  part 
of  the  jigsaw  puzzle  that's  missing  is 
Kim  Woo  Choong,  who  masterminded 
the  whole  operation."  Korean  missions 
worldwide  are  on  alert,  and  prosecutors 
plan  to  ask  Interpol  for  help  finding  Kim. 
Kim's  lawyer  couldn't  be  reached  for 
comment,  but  local  press  reports  have 
quoted  the  lawyer  as  saying  Kim  hasn't 
decided  whether  to  return  home.  Pros- 
ecutors sound  determined  to  get  their 
man — though  some  cynical  observers 
speculate  that  Kim  hasn't  yet  been 
found  because  Daewoo  money  ended  up 
in  politicians'  pockets. 
It's  no  secret  that 
over  the  years,  Korea's 
chaebol  relied  on  ac- 
counting maneuvers  to 
plump  up  profits,  di- 
minish liabilities,  and 
generally  make  the 
business  look  good.  But 
the  scale  at  Daewoo 
was  breathtaking.  The 
government  prosecu- 
tor's office  has  released 
only  scant  details.  It  ap- 
pears, though,  that  its 
investigation  centers  on 
a  few  areas:  asset- 
swapping  between  Dae- 
woo entities  to  create 
fictitious  profits;  cover- 
ups  of  failed  ventures; 
and  a  London-based 
slush  fund  that  diverted 
money  from  Daewoo's 
trading  arm,  Daewoo 
Corp. 


Kim  Tae  Gou, 

Motor  chairman 
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Unfortunately,  says  Lee  Dong  Gul 
former  economic  adviser  to  Presid| 
Kim  Dae  Jung,  much  of  what  prosecul 
are  uncovering  could  have  been  detec 
long  ago.  "To  send  a  strong  messs 
the  government  must  also  hold  respo 
ble  the  accounting  firms  and  regulat 
officials  who  overlooked  the  fraud,' 
says.  "Anyone  carefully  studying  E 
woo's  books  could  detect  miscondue 
that  magnitude." 
FICTITIOUS  PROFITS.  Take  Daewoo  C( 
Daewoo  Heavy  Industries,  and  Daei 
Electronics.  In  1998,  they  posted  a  c 
bined  net  profit  of  $272  million,  tho 
South  Korea  was  in  the  depths  of 
worst  recession  since  the  Korean 
Their  publicly  available  income  st: 
ments,  however,  list  $2.7  billion  in  g 
from  asset  sales  carried  out  betw 
Daewoo  companies:  One  Daewoo  b 
ness  would  sell  an  asset  far  above  stt 
book  value  to  an  affiliate,  and  book 
capital  gain  as  profit.  Governn 
lawyers  say  the  assets  were  actu 
worth  far  less.  "By  swapping  their  sh; 
and  other  assets  at  inflated  prices,  t 
generated  all  the  gains  without 
changing  even  a  single  cent,"  Lea  B 
( >i)cc  these  fictitious  profits  were  del* 
the  three  companies  collectively  lost 
billion. 
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Some  of  the  prosecutors'  allegations 
rder  on  the  farcical,  such  as  Daewoo 
•tor  Co.'s  attempt  to  cover  up  its 
led  $200  million  investment  in  a  car 
nt  in  Ukraine.  When  Daewoo  Motor 
s  unable  to  get  parts  to  keep  the 
.nt  running,  the  Ukrainian  govern- 
nt  complained.  To  placate  it,  Daewoo 
reptitiously  shipped  cars  built  in  Ko- 
.  to  the  Ukrainian  border,  where  they 
re  taken  apart  and  sent  to  the  plant 

reassembly.  Prosecutors  say  the 
npany  claimed  sales  and  profits  from 

bogus  production  and  fraudulently 
ained  loans  based  on  them. 
The  slush-fund  accusation  has  a  fa- 


miliar ring.  In  November,  1995,  Kim 
and  a  group  of  top  Korean  executives 
were  charged  with  paying  bribes  to 
Roh  Tae  Woo,  who  was  President  from 
1988  to  1993,  from  a  $650  million  slush 
fund:  Kim  got  a  suspended  jail  sentence 
for  that.  In  the  current  case,  prosecutors 
say  Kim  set  up  a  shell  company  called 
British  Finance  Center  (bfc).  In  pre- 
liminary filings,  prosecutors  could  not 
put  a  precise  figure  on  how  much  cash 
was  shifted  to  the  fund.  But  they  said 
that  $2.6  billion  made  its  way  into  the 
account  after  Daewoo  forged  documents 
to  create  an  import-export  transaction 
that  never  occurred.  The  group  diverted 


THE  SHAME:  A  mask  of  Kim 
(right)  at  a  Daewoo  workers'  rally 

an  additional  $1.5  billion  from  car- 
export  revenues.  Prosecutors  did 
not  say  how  the  money  was  spent, 
but  industry  executives  and  ana- 
lysts think  at  least  part  of  it  was 
earmarked  for  the  chairman's  per- 
sonal use  and  for  bribing  govern- 
ment officials  around  the  world  and 
executives  at  client  companies  and 
banks.  One  former  Daewoo  execu- 
tive told  BusinessWeek:  "Chairman 
Kim  carried  with  him  bundles  of 
money  to  lobby  for  projects  in 
emerging  markets." 
PUNISHING  THE  INNOCENT.  The  dis- 
closures may  explain  why  Ford 
Motor  Co.  last  September  dropped 
its  bid  for  Daewoo  Motor,  which 
went  bankrupt  in  November,  2000. 
(The  entire  chaebol  was  declared 
insolvent  in  1999,  with  more  than 
$70  billion  in  debt.)  The  allegations 
of  Kim's  wrongdoing  have  compli- 
cated an  already  arduous  restruc- 
turing and  negotiations  with  Gen- 
eral Motors  Corp.  to  buy  the 
company.  Management  has  pledged 
to  lay  off  some  2,000  assembly-line 
workers  this  month.  Understand- 
ably, the  company's  unionized 
workers  resent  the  sacrifice.  "Kim 
Woo  Choong  has  been  stealing  money 
from  the  company,  and  we  should  not  be 
punished  for  the  mess  he  created,"  says 
Daewoo  Motor  Labor  Union  represen- 
tative Choi  Jong  Hak. 

The  Daewoo  arrests  may  give  the  gov- 
ernment the  political  cover  it  needs  for  a 
fresh  attack  on  the  cronyism  infecting 
chaebol,  banks,  and  politicians.  Ensuring 
transparency  in  business  transactions 
would  help  the  entire  financial  system. 
For  decades,  Kim  Woo  Choong  has  been 
a  role  model  for  ambitious  Korean 
youths.  The  government  could  now  hold 
him  up  as  a  model  of  a  different  kind. 

By  Moon  Ihlwan  in  Seoul 


LONDON  SLUSH  FUND 


DAEWOO:  THE  PROSECUTORS'  CASE 


ACCOUNTING  DODGE        I  INFLATING  ASSET  VALUES  II    DECEITFUL  BORROWING 


rosecutors  charge  that  a 
indon-based  shell  corn- 
any  called  BFC  raised 
ush  funds  for  lobbying 
:  home  and  abroad.  The 
xount  included  bogus 

t  ^'iport-export  transactions 
$2.6  billion,  plus  $1.5 
llion  in  transferred  car 

import  revenues. 


To  book  profitable  results 
at  a  failed  factory  in 
Ukraine,  Daewoo  Motor  got 
fully  built  Korean  cars,  tore 
them  down,  reassembled 
them  at  the  Ukraine  plant, 
then  booked  the  sales  as  if 
produced  by  the  plant.  Val- 
ue of  all  Daewoo  Motor  ma- 
nipulations: $3.6  billion. 


Daewoo  Heavy  Industry 
artificially  generated 
profits  in  1998  by  selling 
assets  to  Daewoo  Motor 
at  inflated  prices  to  pro- 
duce a  profit,  when  it  ac- 
tually posted  a  loss  of 
$670  million.  Asset 
values  inflated  by  $4 
billion. 


Daewoo  Electronics  took 
out  a  loan  of  nearly  $1  bil- 
lion from  financial  institu- 
tions in  1997  after  con- 
cealing that  losses  had 
wiped  out  shareholders'  eq- 
uity. Value  of  inflated  equi- 
ty: $2.9  billion. 

Data:  Korean  state  prosecutors 
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Thomas  Middelhoff  is  in  a  good 
mood.  Grinning,  he  lifts  the  cen- 
terpiece from  his  dining  table.  At 
first  glance  it's  a  fish  on  a  platter, 
but  it  turns  out  to  be  a  plastic  bass 
that  lifts  its  head  and  sings  Take  Me 
to  the  River.  Middelhoff  tips  back  his 
head  and  laughs. 

The  CEO  of  German  media  giant  Ber- 
telsmann has  reason  to  be  jolly.  Profits 
at  the  $15  billion  company  rose  45% 
last  year,  to  $625  million.  His  latest 
coup:  Bertelsmann's  agreement,  an- 
nounced on  Feb.  5,  to  raise  its  stake  in 
rtl  Group  to  a  majority.  In  a  stroke, 
the  deal  delivers  to  Middelhoff  two  cher- 
ished objectives.  It  puts  Bertelsmann 
on  the  path  to  a  stock  exchange  listing 
for  the  first  time  in  its  166-year  history. 
And  Bertelsmann  gets  control 
of  Europe's  biggest  TV  compa- 
ny. "We're  in  the  driver's  seat 
now,"  he  says. 

Yet  the  road  to  an  initial 
public  offering  will  be  a  long 
one.  To  get  the  majority  stake 
in  RTL,  Bertelsmann  swapped 


This  is  a  deadly  slow  pace  by  the 
standards  of  Bertelsmann's  big  media 
rivals  in  the  U.  S.  Yet  Middelhoff  plans 
to  use  the  time  to  convert  to  interna- 
tional accounting  standards  and  accus- 
tom surprised  employees  to  the  idea  of 
answering  to  bank  analysts  and  fund 
managers.  After  all,  this  is  a  company 
that  got  its  start  selling  Bibles,  has  long 
cherished  its  privacy,  and  never  cared 
for  the  preoccupation  with  quarterly 
profits  that  going  public  will  bring. 

The  question  hanging  over  Middel- 
hoffs  latest  move  is  how  this  affects  his 
plans  for  reshaping  Bertelsmann.  Mid- 
delhoff wants  Bertelsmann  to  dominate 
in  the  digital  field — whether  through 
electronic  books,  peddling  music  through 
an  alliance  with  file-sharing  pioneer  Nap- 


GOING  TO  MARKET 


Structure  of  the  Bertelsmann-RTL- 
Groupe  Bruxelles  Lambert  deal 


STEP  1  Bertelsmann  gets  GBL's  30%  stake  in  $13  bil- 
lion RTL  group,  boosting  its  own  stake  to  67%. 


25%  of  its  own  stock  for  the 

30%  stake  in  rtl  controlled  by      ""l^L^..??.*.^^!?.?.?!1!: 

Groupe  Bruxelles  Lambert,  gbl      STEP  3  In  three  years,  GBL  can  sell  its  Bertelsmann 

stake  on  the  stock  market.  It  will  be  the  first  time  in  its 
166-year  history  that  $15  billion  Bertelsmann  has  pub- 
licly traded  stock. 


has  the  right  to  sell  its  Ber- 
telsmann stake  on  the  stock 
market  after  three  years,  and 
d  il  will  orchestrate 
Middelhoff. 


Data:  Bertelsmann 


MIDDELHOFF 

The  CEO  will  be  able 
to  use  RTL  as  a  vehic 
for  other  acquisition 

ster  Inc.,  getting  invol 
in  interactive  televisi 
or  constructing  media 
ferings  for  the  mob 
Web.  In  fact,  a  big  m< 
vation  for  the  RTL  dea 
the  control  it  gives  B 
telsmann  over  Europ 
biggest  producer  of  vk 
content,  including 
sports  and  hit  series  si 
as  the  German  version 
WJw  Wants  to  Be  a  A 
lionaire.  That  entert 
ment  treasure  chest 
be  a  priceless  as 
once  viewers  receive  p 
gramming  on  derm 
over  broadband  Inter 
connections. 

Middelhoff,  though 
still  restrained  by  B 
telsmann's  Westphal 
conservatism,  which  of 
seems  to  chafe.  And 
must  deal  with  some  serious  probk 
before  Bertelsmann  shares  have 
chance  of  commanding  a  premium.  ] 
spite  the  impressive  surge  in  prof 
core  parts  of  the  empire  need  a  revai 
Bertelsmann's  German  and  U.S.  bi 
clubs  are  losing  money.  Its  bmg  mi 
group's  profit  margin  of  5%  is  half  t 
of  rivals.  A  tricky  merger  between 
and  BMG  has  yet  to  be  pulled  off. 
company's  stable  of  magazines,  such 
Stent  in  Germany  and  Fast  Compani 
the  U.S.,  face  a  slump  in  ad  sales.  E 
RTL  has  plenty  of  work  to  do.  Its  st 
market  value  of  about  $13  billion  is 
than  half  that  of  the  smaller  Brit 
Sky  Broadcasting  PLC. 

Middelhoff  may  need  the  three  y 
to  get  other  pieces  in  place,  such 
experimenting  with  different  stock 
fering  techniques  on  the  side.  Bert 
mann  has  already  listed  some  holdir 
such  as  Berlin-based  Pixelpark,  wr 
helps  corporations  build  a  presence 
the  Web.  More  are  certain  to  com 
sort  of  stealth  stock  offerings  that  w< 
terrify  Bertelsmann  insiders  too  mi 
One  possible  candidate  for  going  pu 
is  Bertelsmann's  music  business, 
suming  the  KM  I  deal  takes  place:  I 
would  merge  with  km  I,  which  is  p 
licly  traded,  and  enter  the  world  of 
ed  slocks  through  the  back  door.  / 
Bertelsmann's  (17%  stake  in  publ 
listed  RTL  is  worth  $9  billion  and 
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low  be  used  as  acquisition  currency. 
One  goal  will  be  to  firm  up  control  of 
he  company's  TV  holdings,  perhaps  by 
niying  out  Walt  Disney  Co.'s  50%  stake 
1  Super  kti.,  a  children-oriented  Ger- 
ian  TV'  station.  Former  RTL  chief  Hel- 
iut  Thoma  speculates  the  TV  group 
Duld  make  a  bid  for  Silvio  Berlusconi's 
lediaset  empire  if  the  Italian  magnate 
i  elected  Prime  Minister  and  needs  to 
ill.  "Middelhoff  has  kept  his  powder 
rv  for  more  deals,"  says  Thoma. 
In  his  quest  to  run  a  digital  Bertels- 
lann,  Middelhoff  may  have  already  se- 
ired  his  key  victory,  by  bringing  Rein- 
ard  Mohn,  79,  the  company  patriarch 
id  honorary  chairman  of  the  supervi- 
MPy  board,  over  to  his  side.  He  has 
«rked  Middelhoff  at  crucial  moments, 
I  he  did  in  October  when  Middelhoff 
•st  went  to  Mohn's  office  to  propose 
tat  Bertelsmann  swap  its  own  shares 
r  those  of  KTL. 

JTHLESS  FEEDBACK.  Middelhoff  and 
lef  Financial  Officer  Siegfried  Luther 
lew  they  were  playing  a  long  shot 
hen  they  made  their  pitch.  Around 
grmany,  Mohn  used  to  be  called 
teinhard  the  Red"  because  he 
•eached  that  the  job  of  a  corporation 
as  to  contribute  to  the  public  good. 
0  one  took  him  for  a  shareholder-val- 
•  guy.  To  the  astonishment  of  Middel- 
■  and  Luther,  Mohn  said  yes  to  the 
'L  deal  and  the  IPO. 
Mohn,  who  rarely  gives  interviews, 
sn't  explained  his  conversion  to  eq- 
;y  culture.  But  Bertelsmann's  hold- 
iijs  in  public  companies  certainly 
ised  his  awareness  of  the  stock  mar- 
t.  Mohn  got  a  firsthand  account  of 
s  in  the  capital  markets  from  his 
n,  Christoph  Mohn,  ceo  of  Lycos  Eu- 
pe.  It  wasn't  always  a  pretty  pic- 
re:  Shares  of  the  Internet  portal, 
rt-owned  by  Bertelsmann,  have 
mged  86%,  to  $3.10,  since  a  March, 
00,  IPO.  But  the  elder  Mohn  saw  for 
nself  how  investors  provided  ruth- 
s  feedback  on  company  performance, 
e  son  says  he  wasn't  surprised  when 
;  old  man  decided  to  back  a  Bertels- 
inn  ipo:  "He  has  no  dogma  where 
erything  is  written  in  stone," 
ristoph  Mohn  says  of  his  father. 
Mohn's  agreement  signaled  that  he's 
II  willing  to  reinvent  Bertelsmann, 
t  can  his  protege  Middelhoff  keep 
;  winning  streak  going?  Other  top 
rman  managers  are  struggling  amid  a 
uf  wing  economy.  DaimlerChrysleFs  Jiir- 
n  E.  Schrempp,  for  example,  is  cling- 
to  his  job  as  U.S.  car  sales  slide. 
ien  Bertelsmann  goes  public,  share- 
iders  will  only  be  as  happy  as  the 
ct  earnings  statement.  Come  to  think 
it,  they'll  be  an  even  tougher  sell 
iji  Reinhard  the  Red. 
Jack  Ewing  in  Gutersloh,  Germany 
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WILL  THIS  MAN 
DRIVE  VOLKSWAGEN? 

A  onetime  BMW  boss  is  emerging  as  a  likely  successor  to  Piech 


Ferdinand  Piech  has  cut  such  a  pow- 
erful figure  at  Volkswagen  that  it's 
hard  to  imagine  the  company  with- 
out the  autocratic  Austrian  at  the  helm. 
Piech,  after  all,  pulled  VW  out  of  a  deep 
slump  in  the  mid-1990s  with  wonder- 
fully engineered  new  models.  But  even 
bigger-than-life  figures  have  to  leave 
the  stage  eventually:  Piech,  63,  is  re- 
quired by  company  rules  to  step  down 
in  2002.  The  crucial  question:  Who  will 
take  his  place? 

Well,  the  German  auto  indus 
try  is  currently  abuzz  with  ru- 
mors that  a  clear  front-runner 
in  the  race  to  succeed  Piech 
has  emerged:  Bernd  Pischet- 
srieder,  52,  the  former  head  of 
BMW  who  joined  VW  less  than 
two  years  ago.  vw  won't 
comment,  and  company 
insiders    are    circum- 
spect. "I  think  there's 
a  60%  probability  he'll 
get  it,"  says  one  exec- 
utive. "But  you  never 
know  with  Piech.   He 
is   always  good   for  a 
surprise." 

"A  GENTLEMAN."  The 
choice  of  Pischetsrieder 
would  be  something  of 
an  irony.  This  is,  after 
all,  the  executive  who 


Percent  of  the  European 
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VOLKSWAGEN 
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quality— a  job  he  previously  held  himself. 
Before  Pischetsrieder  joined  vw,  he 
and  Piech  crossed  swords  in  a  take- 
over battle  between  BMW  and  vw  for 
the  Rolls-Royce  car  business.  Piech  was 
said  to  have  been  mollified  by  Pischets- 
rieder's  efforts  to  negotiate  a  face-sav- 
ing arrangement — efforts  quashed  by 
the  BMW  board.  "He  was  a  gentleman 
trying  to  please  everyone,"  says  a  bmw 
executive. 

That's  Pischetsrieder's  style.  And  it 
may  be  a  problem.  "He's  not  hungry. 
He's  not  hard  enough,"  says  a  Ger- 

man  car  analyst. 

OLD  HAND:  Some  former  col- 

Pischetsrieder    leagues   say  Pis- 
chetsrieder       is 
tougher  than  he  looks.  But  oth- 
ers say  he  was  overshadowed 
at    BMW   by    Eberhard    von 
Kuenheim.  Von  Kuenheim, 
the    previous    ceo,    was 
close  to  bmw's  owners, 
the    Quandt    family, 
and  he  became  super- 
visory board  chief  after 
retiring  from  manage- 
ment. If  Piech  becomes 
VW's  next  supervisory 
board  chairman,  as  is 
widely    expected,    he 
could  try  to  keep  run- 
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got  the  ax  at  BMW  after  .™ME.R*L.MT.°.R.S !°.:.° through  a  pliant  Pis- 

the  company's  acquisi-  FORD  MOTOR  10.8  chetsrieder. 

tion  of  Britain's  Rover  Renault 10.6  The  formal  task  of 

degenerated    into    an  — ■••""••• picking  Piech's  succes- 

outright     fiasco.     But  "".. H:.u. sor  could  take  months 

there  are  good  and  bad  DAIMLERCHRYSLER  6.2  to  conclude  and  is  in 

reasons    for    Piech    to  fOYOTA  3.7  the  hands  of  VW's  su- 
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Before  the  Rover  deba- possible  candidates  for 
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the  world's  most  ad- 
vanced and  flexible  auto  manufactur- 
ers. Pischetsrieder's  expertise  in  the 
luxury  business  is  also  a  tremendous 
asset  for  Piech.  The  VW  boss  has 
bought  the  Bugatti  and  Bentley  badges 
and  launched  plans  for  a  vw-brand  lux- 
ury car,  the  Dl. 

As  head  of  vw's  Spanish  unit,  Seat, 
Pischetsrieder  hasn't  done  badly.  Last 
year,  Seat  sales  in  Europe  rose  4%.  And 
Piech  has  entrusted  Pischetsrieder  with 
responsibility  for  the  group's  overall 


terkorn  and  Jens 
Neumann,  who  runs  the  booming  North 
America  business. 

Pischetsrieder  has  one  more  advan- 
tage. His  still  cordial  relations  with  the 
Quandts  would  position  vw  as  the  pre- 
ferred buyer  if  the  family  did  decide  to 
sell  BMW — a  deal  that  Piech  has  long 
desired.  If  that  happened,  Pischets- 
rieder would  be  one  nice  guy  who  fin- 
ished first. 

By  Christine  Tierney  in  Frankfurt 
and  Katharine  Schmidt  in  Stuttgart. 
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sst  names  in  e-business  working  together  to  help  make  your  business 
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OR  BUSH  AND  FOX, 

HE  BEGINNING  OF  A  BEAUTIFUL  FRIENDSHIP? 


When  George  W.  Bush  meets  with  Vicente  Fox  at  the 
Mexican  President's  ranch  on  Feb.  16,  there  will  be 
plenty  of  photo  ops  of  the  leaders  in  their  cowboy 
ots  engaged  in  down-home  talks  over  the  future  of  U.  S.- 
;xican  relations.  The  visit,  coming  less  than  a  month  after 
;  inauguration  of  the  new  American  President,  raises  the 
jepect  "of  a  kind  of  relationship  with  Mexico  we've  never 
A,"  says  a  Bush  Administration  official. 
Indeed,  after  centuries  of  mutual  distrust,  both  countries  ap- 
ar  ready  to  work  together  to  har- 
st  the  benefits  of  an  expanded  part- 
rship.  Fox,  to  be  sure,  has  the 
der  vision:  He  wants  eventually  to 
sate  a  North  American  Common 
irket,  with  free  movement  of  labor 
i  possibly  a  single  currency.  Bush 
i  shorter-term  goals,  but  no  less 
illenging.  He  aims  to  find  solutions 
political  hot  potatoes  such  as  illegal 
nigration  and  drug  trafficking.  He's 
d  keen  to  build  on  his  father's  lega- 
as  U.S.  architect  of  the  North 
lerican  Free  Trade  Agreement. 
CKY  ISSUES.  Drawing  on  his  ex-  ~ 
ience  as  Texas  governor,  Bush  seems  ready  to  treat  Mex- 
as  a  political  equal  rather  than  a  subordinate  partner.  It 
ps  that  Mexico  has  moved  to  full  democracy  with  the 
iter  of  the  often  corrupt  Institutional  Revolutionary  Party 
;  year.  And  since  NAFTA  took  effect  in  1994,  U.  S.-Mexico 
)-way  trade  has  nearly  tripled,  to  $253  billion,  turning 
xico  into  the  U.  S.'s  No.  2  trading  partner,  after  Canada, 
's  impressive  how  quickly  we're  progressing  toward  a 
ser,  better  relationship,"  says  Rafael  Fernandez  de  Castro, 
in  of  international  affairs  at  Mexico's  Autonomous  Tech- 
ogical  Institute. 

Jnder  the  two  new  Presidents,  officials  from  the  U.S. 
I  Mexico  are  hoping  to  make  headway  on  issues  that  have 


NEW  LEADERS:  Off  to  a  good,  low-key  start 


long  marred  their  relations — including  illegal  immigration 
and  drug  trafficking.  Fox  wants  an  amnesty  for  the  700,000  or 
more  illegal  Mexican  workers  already  in  the  U.  S.  And  he  has 
proposed  expansion  of  a  guest-worker  program  that  would 
help  fill  labor  shortages  in  U.  S.  industries  such  as  agriculture 
and  restaurants.  Senator  Phil  Gramm  (R-Tex.)  plans  to  pro- 
pose immigration  legislation  in  the  coming  months. 

Meanwhile,  on  Jan.  30,  a  bipartisan  group  of  senators  in- 
troduced a  bill  that  would  would  suspend  for  two  years  the 
annual  "certification"  process  whereby 
Washington  grades  countries  on  their 
efforts  to  fight  drug  trafficking.  Mex- 
ico has  long  resented  Washington's 
finger-wagging  on  this  issue.  Now, 
Congress  seems  willing  to  give  Fox  a 
chance  to  make  good  on  his  promises 
to  crack  down  on  cartels. 
TRADE  DREAM.  For  Bush,  working 
with  Fox  to  expand  NAFTA  may  be 
one  way  to  start  building  his  legacy. 
Both  men  want  to  cooperate  on  en- 
ergy, including  two-way  traffic  of 
electricity  and  natural  gas.  And  Bush 
is  already  lobbying  for  so-called  fast- 
track  authority  to  cut  trade  deals — helping  him  create  a 
hemisphere-wide  Free  Trade  Area  of  the  Americas  (ftaa)  be- 
fore his  four-year  term  ends.  Although  Mexico  has  nothing  to 
gain  from  giving  up  its  exclusive  access  to  the  big  U.  S.  mar- 
ket, Fox  is  expected  to  support  quick  passage  of  the  FTAA — 
and  to  intercede  with  Latin  American  leaders  reluctant  to 
open  their  markets.  The  issue  will  be  debated  at  a  Summit  of 
tbe  Americas  in  Canada  in  April. 

Both  Bush  and  Fox  have  ambitious  agendas.  But  it's  not 
too  soon  to  begin  searching  for  common  ground.  A  low-key 
meeting  at  a  Mexican  ranch  may  be  just  the  place  to  start. 

By  Geri  Smith  in  Mexico  City, 
with  Stan  Crock  in  Washington 


GLOBAL  WRAPUP 


FTER  ISRAELS  ELECTIONS 


Newly  elected  Prime  Minister  Ariel 
laron  will  have  no  chance  to  enjoy  a 
meymoon  after  his  landslide  victory 
i  Feb.  6  over  incumbent  Ehud  Barak. 
Iready,  on  Feb.  8  negotiators  from 
laron's  Likud  Party  were  planning  to 
eet  with  counterparts  from  the  La- 
ir Party  to  discuss  creating  a  nation- 
unity  government.  Sharon  argues 
at  only  a  national  unity  government 
auld  have  authority  to  resume  nego- 
itions  with  the  Palestinians  after 
i  ur  months  of  violence. 


Sharon  also  needs  Labor  support  to 
ensure  his  new  government's  survival 
past  a  few  months.  Otherwise,  he  will 
have  to  ask  at  least  six  far  right  and 
ultra-orthodox  religious  parties  to  join 
Likud  in  a  coalition  with  just  a  slender 
majority  in  the  Knesset.  That  would 
make  his  government  just  as  vulnera- 
ble as  Barak's  was.  The  first  big  test 
will  come  on  Mar.  31,  when  Sharon 
must  push  through  a  budget — a  prime 
time  for  religious  parties  to  make  de- 
mands. If  Sharon  fails,  his  government 
will  automatically  fall  and  new  elec- 
tions must  be  held.  That  would  set  the 


stage  for  the  comeback  of  former 
Likud  Prime  Minister  Benjamin 
Netanyahu,  who  could  challenge 
Sharon  as  Prime  Minister. 

To  entice  Labor,  Sharon  has  hinted 
that  he  would  like  to  ask  former  La- 
bor Prime  Minister  Shimon  Peres,  a 
personal  friend,  to  be  his  Foreign  Min- 
ister. Labor  sources  say  Peres  might 
consider  joining  the  government  to 
save  the  peace  process.  But  it  would 
require  Sharon  to  moderate  his  stance 
on  the  Palestinians.  Landslide  or  not, 
Sharon  now  faces  tough  choices. 

By  Neal  Sandler  in  Jerusalem 
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The  writing's  on  the  wall.  Collaboration  is  the  key  to  profitability  in  the  New  Economy.  Enterprises  must 
share  information  and  processes  with  the  outside  world.  It's  time  to  harness  the  power  of  your  partners,  vendors, 
customers  and  employees  to  boost  efficiencies,  build  value  and  achieve  competitive  advantage.  But  to  truly 
collaborate,  you  need  freedom  of  choice.  That's  what  we  offer  at  j.D.  Edwards.  We  provide  the  only  enterprise-wide 
foundation  that  gives  you  the  freedom  to  choose  the  best  solutions.  So  you  can  run  with  any  idea.  Connect  with 
any  business  partner.  Plug  in  any  application.  And  transform  enterprise  software  from  a  constraining  liability  into 
a  liberating  asset.  Isn't  freedom  amazing?  To  collaborate  and  thrive,  visit  www.jdedwards.com/freedom 
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^  Sure,  we  pioneered  digital  copiers. 

And  yes,  we're  the  fastest  growing  maker  of 
network  printers  in  key  markets. 
'      But  what  keeps  our  customers  coming  back 

in  more  than  120  countries  is  our  uncompromising 
dedication  to  individual  output  needs. 
Talk  to  us.  «-w 


Image  Communicat 


BusinessWeek 

\ 

i 

3)1 

>/ 

IT           ON           ELECTRONIC           BUSINESS 

Ic 

a 

ke 

HJ 

FEBRUARY  19,  2001 


PERSONALITIES 
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INVESTING 
FOLIO/n  Reinvents 
the  Mutual  Fund 


Venture-capital 
firms  are  being 
slammed  by 
the  tech  crash, 
'low  will  their 

roes  affect 
startups-and 
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When  we  help  you  build  your 

e-marketplace,  we'll  make  sure 

the  technologies  play  nice. 
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ase  company  build  your  e-marketplace  is  one  way  to  make 

s  get  along.  Of  course,  then  your  e-marketplace  only  works  with 

d.  Defeating  the  very  purpose  of  an  open,  virtual  marketplace. 

architecture  supports  the  world's  largest  open  trading  community,  the 

•ding  W  ith  truly  open  exchanges  like  Exostar  (the  aerospace 

heon,  BAE  Systems,  Boeing,  and  Lockheed  Martin). 
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technology.  It  will  work  with  yours.  Get  exper  I 
iarketplace3  or  call  877-261-8 
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Since  the  tech  bubble  burst,  venture-capital  firms  have 
been  getting  hammered.  The  damage  will  be  severe,  and 
investors  aren't  the  only  ones  who'll  get  hurt.  How  will 
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e-shoppers'  moods  by 
tracking  their  behavior. . . 
SmartMouth  wants  you 
to  eat  healthy. . .  Whither  the 
Valley  wannabes? 

►  Personalities 

Yahoo! 's  Jeff  Mallett 
on  the  Hot  Seat 

He  has  been  the  least 
visible  of  the  company's 
"Three  Amigos."  But  now,  with 
Yahoo  faltering,  it's  up  to 
Mallett  to  rally  the  troops  and 
get  profits  growing  again 

►  Web  Smart  Companies 
Hammering  Away  at  the  Web 

Selling  home-improvement  products 
online  is  an  uphill  battle.  But  brick- 
and-mortar  retailers  are  finding  savvy 
ways  to  use  the  Net  to  cut  inventory  costs 
and  to  reach  new  customers 
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How  FOLIO/n  does  it 

Steve  Wallman  is  taking  on  the  mutual-fund  giants 
with  a  new  way  of  investing — using  "folios,"  or  person- 
alized funds.  In  a  turbulent  market,  it's  working 

BusinessWeek  e.biz  /  February  19,  2001    EB  3 


. 


@  ebiz.businessweek.com 


BusinessWeek  online 


The  conservative 
former  Educa- 
tion Secretary, 
who  once  railed 
against  comput- 
ers in  the  class- 
room, has 
become  a  Net  convert.  He's  so  convinced  that 
kids  can  learn  better  over  the  Internet  than  in 
a  classroom  that  he's  helping  build  a  K-12  on- 
line school.  What  explains  Bill  Bennett's 
about-face?  Wednesday 
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Cupid  to  the  Rescue 

Looking  for  insight  into  the  future 
of  e-commerce?  Valentine's  Day 

may  hold  the  answer. 
Perspective  by  Ellen  Neuborne 
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Good  Technologies  makes  the 

Handspring  Visor  sing. 

Company  Closeup  by  Cliff  Edwards 
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The  New  Music  Man 
at  AOL 

Kevin  Conroy  launched 
dozens  of  music  Web  sites 
during  his  five  years  at 
BMG.  His  combo  of  tech 
and  marketing  savvy  may 
be  just  what's  needed  to 
create  harmony  among 
AOL's  music  units. 
Movers  &  Shakers,  Jan.  24 
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Back  to  Basics 

Whether  fighting  drugs  or  fixing 
schools,  Bill  Bennett  has  brought 
enormous  resolve  to  his  missions 

impossible.  He'll  need  it  to  launch  his 
for-profit  online  school. 

Movers  &  Shakers  by  Alexandra  Starr 

THURSDAY 

Advice  on  Advisers 

Which  e-consulting  companies  will 

survive,  let  alone  thrive  after 

the  dot-com  meltdown? 

Street  Wise  by  Amey  Stone 

FRIDAY 

What  a  Breeze 

Weather  isn't  ho-hum  anymore  thanks 

to  cool  maps  that  let  you  follow  storm 

systems  at  weather.com. 

Clicks  &  Misses  by  Charles  Haddad 
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Sample  occasional  opinion  pieces 
by  staffers,  academics,  and  executives. 

Browse  through  stories  from 
BusinessWeek  and  BusinessWeek  e.biz. 
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Slim  Down 

Already  slipping 

on  that  New 

Year's  resolution 

to  shed  a  few 

pounds?  No 

need  to  break  a  sweat.  Just 

check  out  some  online  slim 

ming  sites  for  inspiration. 

Clicks  &  Misses,  Jan.  12 
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Meg  Whitman's 

Net  auction  giant 
stands  virtually 
alone  in  the 
midst  of  dot-com 

carnage.  Next  stop:  South 

Korea,  the  sixth-largest  Net 

market  in  the  world. 

Street  Wise,  Jan.  11 


EXTRAS 


O&As 

When  you  think  of  the 
folks  behind  Yahoo!  Inc., 
images  of  fluffy-haired  CEO 
Timothy  Koogle  and  boyish 
co-founder  Jerry  Yang  prob- 
ably come  to  mind.  Now 
meet  the  man  who's  just 
as  key  to  the  mega-portal's 
success:  Jeffrey  Mallett, 
Yahool's  president.  What 
tricks  might  he  pull  out 
of  a  hat  to  keep  the  dot- 
com darling  in  the  black 
this  year?  Then  switch 
from  Web  leaders  to  Web 
laggards.  Neil  Hastie,  CIO 
of  hardware  co-op  TruServ 
Corp.,  tells  us  how  the 
industry  has  finally  learned 
to  sell  wrenches,  saws,  and 
lumber  on  the  Net. 


A  Kicking  ASP 

Finally,  there's  an  ASP 
that  makes  sense  and  may 
even  make  money.  Legal 
Knowledge  Co.  delivers 
legal  training  and  educa- 
tion over  the  Net  to 
corporate  employees, 
much  to  the  relief  of 
their  chief  counsels. 
Company  Closeup,  Jan.  2 
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GOOD  MORNING 

Once  again,  today  has  arrived.  And  it  brings  with  it  the 
same  meetings,  the  same  problems,  and,  in  many 
cases,  the  same  solutions.  Unfortunately,  many  of 
those  same  solutions  aren't  working.  Because 
business  has  been  transformed  by  the  little  letter  e. 
And  the  technology  that  was  once  the  domain 
of  twentysomethings  with  a  website  and  a  warehouse 
in  their  garage  is  now  an  integral  part  of  every  business.  Fortunately, 
however,  the  same  principles  that  made  for  good  management  before 
still  make  good  eBusiness  sense.  Of  course,  that's  a  lot  more  difficult 
now  that  your  business  isn't  contained  by  four  walls  and  needs  to  be 
accessible  anywhere,  anytime,  for  anyone.  That's  why  it's  more  important 
than  ever  to  have  the  very  best  software.  Software  that  manages  your 
business  processes- integrating  all  parts  of  your  company,  including 
suppliers  and  partners,  to  make  sure  that  they're  working  together 
seamlessly.  Software  that  manages  information -storing,  accessing,  and 
utilizing  the  vast  wealth  of  knowledge  that  you  continually  gather  about 
yourself  and  your  customers.  Software  that  manages  your  infrastructure - 
maintaining  and  securing  your  assets  while  letting  you  see  the  big 
picture  to  ensure  that  everything  keeps  running  smoothly.  There's  no 
doubt  about  it.  Things  have  changed.  But  that  just  means  there  will  be  new 
solutions  to  the  old  problems.  And  we  think  that's  a  change  for  the  better. 

HELLO  TOMORROW 

WE  ARE  COMPUTER  ASSOCIATES 

THE  SOFTWARE  THAT  MANAGES  eBUSINESS 
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Computer  Associates7 
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Remember  that  '70s  fad,  mood  rings? 
Well,  get  ready  for  mood  software. 
No,  your  computer  doesn't  turn  crimson 
when  you're  mad.  But  Elizabeth  Charnock, 
ceo  of  Troba  Inc.,  says  her  software  program 
lets  Web  stores  divine  shoppers'  moods  by 
tracking  their  behavior.  Users  who  con- 
stantly hit  the  back  button,  for  example, 
are  confused  by  bad  site  design.  They  show 
up  on  a  computer  simulation  of  an  e-mer- 
chant's  site  as  icons  wandering  in  circles. 
Bored  customers — people  who  leave  the 
site  quickly — check  their  watches,  while  the 
angry  simply  explode.  The  idea:  fix  flaws 
that  stop  shoppers. 

After  a  slow  start,  Troba  is  attracting 
clients.  "I  thought:  'If  this  does  what  they 
say  it  does,  it's  worth  its  weight  in  gold,'" 
says  Carmine  Villani, 
chief  information  offi- 
cer at  McKesson  hboc 
Inc.  Not  surprisingly, 
McKesson's  after  just 
one  customer  mood 
. . .  acquisitive. 
— Jeanette  Brown 


Grocery  Police 

When  you  next  whip  out  your  supermarket  discount 
card  to  save  50C  on  hot  dogs,  beware:  The  store  may 
put  that  information  online  to  sell  you  tofu. 

So  hopes  Watertown  (Mass.)  startup  SmartMouth  Tech- 
nologies. The  key  is  capturing  consumers'  purchasing  data 
from  supermarkets,  then  giving  shoppers  nutrition  report 
cards  while  suggesting  healthy  alternatives.  Low-fat  gra- 
ham crackers  instead  of  Oreos,  for  example.  And  a  dose  of 
self-loathing  on  the  side,  please! 

SmartMouth's  supermarket  clients  ship  data  on  pur- 
chases to  the  startup  (deleting  shopper-identifying  data 
other  than  club-card  numbers).  Cardholders  visit  Smart- 
Mouth.com  and  enter  their  number  to  be  critiqued.  Stores 
are  hoping  you'll  buy  the  tofu,  since  nutritious  food  is 
more  expensive.  As  Pink  Floyd  put  it:  If  you  don't  eal 
your  meat,  you  can't  have  any  pudding.  — Cynthia  Flash 


Whither  the  Valley  Wannabes? 


All  over  America,  elected  officials  vowed  to  build  the  "next  Silicon  Valley."  What  region  has  had  the  stuff 

to  stand  up  to  the  tough  2000  market?  We  looked  at  jobs,  venture  investment,  and  stocks  in  some  of  the  most 

visible  wannabe  tech  havens.  The  skinny: 


CITY 

TECH  JOB  GROWTH 
1999-2000* 

VENTURE  INVESTMENT 
4Q'oo  vs.  lO'oo 

STOCK  PRICES 
1/1/00-12/31/00 

DOT-COM  LAYOFFS 
JUNE-DEC.  2000 

Austin 

5-3% 

-62.8% 

NA** 

339 

Boston 

2.7% 

-37-8% 

-21.8% 

1,480 

Dallas 

1.9% 

66.0%*** 

-1.6% 

186 

Seattle 

9.0% 

-22.8% 

0.0% 

2,558 

Washington, 

D.C. 

5-9% 

-11.2% 

-10.7% 

85 

Silicon  Valley 

,            2°%                   i 

-21.2% 

-16.8% 

,          2,624 

.M  EC  0N0MY.COM  FORECASTS  REVISED  IN  JANUARY,  2001  "  BLOOMBERG  FINANCIAL  MARKETS  DISCONTINUED  THE  BIOOMBERC  AUSTIN  INDLX  ON  10/17/2000 
'"IN  DALLAS,  TWO  COMPANIES  RECEIVED  $633  MILLION  IN  THE  FOURTH  QUARTER— MORE  THAN  THE  WHOLE  AREA  COT  IN  THE  FIRST  QUARTER  Data:  Economy.com,  Venture  Ec.0' 
nomics,  Bloomberg  Financial  Markets,  and  Challenger,  Cray  &  Christmas  Inc. 
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SOMETIMES  WHAT  GOES  UP 

DOESN'T  COME  DOWN 


Despite  a  now  fast-building  glut  of  dot-com  executives  out  of  jobs  and  the  fact 
that  many  Net  stocks  have  lost  more  than  90%  of  their  valuations,  the  pay  of  Web 
startup  leaders  hasn't  fallen.  A  new  study  shows  salaries  and  stock  packages  at 
venture  capital-backed  technology  companies  are  bigger  than  ever. 


FIRST  HALF  2000 

SECOND  HALF  2000 

PAY 

STOCK  AWARDED  AS 

PERCENTAGE  OF  OVERALL 

COMPANY  SHARES 

PAY 

STOCK  AWARDED  AS 

PERCENTAGE  OF  OVERALL 

COMPANY  SHARES 

CEO 

$225,000 

5.6% 

$240,000 

10-9% 

Vice-President 

$177-500 

1.7% 

$180,000 

1.8% 

Director 

$122,500 

0.4% 

$132,500 

0.6% 

ail  figures  are  median.  Data:  VentureOne  Corp. 


Hello, 
Mr.  Chips 


J 


I  eremy  Selwyn  wants  to 
'  know:  What  are  the 
best — and  the  most  revolt- 
ing—of the  10,000  com- 
mercial snacks  on  earth? 
His  quest  began  during  ed- 
iting stints  at  a  Massachu- 
setts newspaper.  First  it  was 
local  Wachusett  ripple  potato 
chips,  but  soon  it  was  onward  to 
the  hard  stuff:  ketchup  chips. 
This  trail  of  crumbs  led  to 
Taquitos.net,  where  Selwyn  and  friends  have  created  a  Web  site  for 
reviews  on  300  snacks  so  far.  When  available,  links  on  six-month- 
old  Taquitos.net  send  you  to  manufacturers'  sites  to  buy  such  yum- 
mies  as  papadum  garlic  masala  lentil  chips  (smell  like  paint, 
shaped  like  communion  wafers),  Korean  cuttlefish  snacks  (look  like 
Bugles,  taste  like  fish),  or  Britain's  finest:  Walkers  Pickled  Onion 
Monster  Munch  ("gross"). 

What's  the  best  thing  Selwyn  &  Co.  have  eaten?  He  votes  for 
Tim's  cascade-style  potato  chips,  jalapeno  flavored.  The  most  dis- 
gusting specimen  is  a  cassava  snack  from  Brazil  that  looks  like  pack- 
ing peanuts.  "I  took  a  bite  and  couldn't  go  on,"  Selwyn  groans.  And 
imagine:  There  are  9,700  left  to  try.  —  Darnell  Little 


Holy 
Portal 


B 


lessed  are  the  wired,  for  they 
shall  inherit  the  Web.  Or  so 
hopes  Fellowship  church  of  Grape- 
vine, Tex.  The  Baptist  church 
has  rechristened  itself  Fellow- 
shipChurch.com  and  this  month  will 
launch  a  Web  portal  featuring 
sports  scores,  weather,  and  stock 
quotes.  For  those  who  consider 
shopping  a  religious  experience,  it'll 
sell  books,  sermon  transcripts,  CDs, 
and  more.  Just  no  stock  picks  from 
The  Man  Upstairs. 

The  12,000-member  church  says 
the  Web  can  reach  nonbelievers. 
"If  Christ  were  here  in  the  flesh 
today,  he  would  say,  'Co  online,'" 
Pastor  Ed  Young  says.  "Churches  have 
been  dinosaurs  for  too  long." 

FellowshipChurch.com  isn't  a  Net 
newbie.  It  has  used  Webcasts  to 
flash  baptisms  and  Christmas  and 
Easter  services  around  the  world.  Its 
new  incarnation  might  even  be 
welcomed  by  downtrodden  dot- 
coms. Prayer  may 
be  their  only 
shot  at  salvation. 
— Lori  Hawkins 
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aluable  asset,  their  customers.  We  can  help  you 
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NEUBORNE  ON  E  TAILING 


BY  ELLEN  NEUBORNE 

ellen   neuborne@ebiz.businessweek.com 


Talk  to  Your  E-shoppers 

Retailers  need  to  explain  their  policies  to  avoid  hard  feelings.  Ads  can  help 


M 


acy's,  a  store  I've  shopped  at  for  years,  is  having  sales  without  me.  I  have 
finely  tuned  radar  that  detects  markdowns  at  Macy's  flagship  on  34th 
Street  in  New  York.  But  online  at  Macy's.com,  there's  a  different  sched- 
ule for  sales  and  specials.  For  the  first  time  since  I  was  16  and  started  pay- 
ing attention  to  such  things,  I  feel  as  if  I'm  out  of  the  loop.  What  gives? 


I'm  suffering  from  a  disconnect  between  online  and  offline 
stores.  The  burgeoning  Web  operations  of  traditional  retailers  are 
creating  new  layers  of  complexity  for  consumers.  Interacting 
with  these  stores — buying  goods,  returning  purchases,  bargain- 
hunting — is  more  complicated  than  it  used  to  be.  A  lack  of 
communication  between  cyber  and  brick-and-mortar  stores 
didn't  mean  much  when  few  consumers  shopped  online.  But 
Christmas,  2000,  was  a  breakout  season  for  traditional 
retailers  with  Web  stores.  Venerable  giants  such 
as  Sears,  Wal-Mart,  and  Kmart  kicked  some 
serious  e-tail  tail.  These  were  the  sites  that 
got  the  best  marks  for  service,  selection, 
and  ease  of  use.  While  Net-born  mer- 
chants struggled  to  right  their  fi- 
nances, companies  that  were 
once  dismissed  as  dinosaurs 
cleaned  up.  But  if  they  want 
to  continue  their  success, 
they've  got  some  explaining  to 
do  to  their  customers.  '-, 

I'm  not  talking  about  ban- 
ner ads  that  say:  "Shop  YourFa- 
voriteStore.com.  We're  Online." 
That  era  of  basic  information  is 
over.  We  already  know  they're  on 
the  Web.  Now  they  need  to  tell  us  what 
that  means.  Is  the  merchandise  different?  When 
do  markdowns  happen?  What  are  the  refund  poli- 
cies? Part  of  their  job  this  coming  year  is  to  make  all  this  newness 
make  sense.  After  all,  ads — from  tv  spots  to  online  banners — are 
not  simply  a  way  to  get  consumers  to  open  their  wallets.  They're 
also  vehicles  to  tell  consumers  what  they  need  to  know  to  get  the 
best  experience  from  a  retailer. 

Silence  leads  to  confusion  and  hard  feelings.  My  friend  Aman- 

ted  a  Christmas  present  to  Barnes  &  Noble  and  was  re- 

the  amount  b&n  charges  on  its  Web  site,  not  the  [higher] 

on  the  bookshelf  in  the  store.  "Was  that  a  mistake, 
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or  is  this  the  new  policy?"  she  asks,  b&n  says  its  policy  is  to  refund 
the  price  that  was  paid — although  that's  tough  for  someone 
like  Amanda,  who  couldn't  say  whether  the  book  had  been 
bought  online  or  in  a  store.  But  that's  not  the  point.  The  prob- 
lem was  that  Amanda  didn't  know  what  the  policy  was,  and  she 
felt  ripped  off  because  of  it.  Better  communication — not  to 
mention  coordination — could  have  left  her  less  annoyed. 

Some  companies  have  stepped  up  to 
the  challenge.  Staples  Inc.,  for  example,  is 
marshaling  its  marketing  forces  to  keep 
the  customer  up  to  date  on  the  multi- 
channel operation  the  re- 
i  tailer    has    become.    Its 

latest  tv  commercial  is  a 
humorous   little   sketch 
about  a  hapless  Staples 
deliveryman,  hemmed  in 
by  slow-driving  would-be  Sta- 
ples shoppers.  But  within  the 
gag  is  a   serious  message:  the 
many  ways  a  customer  can  now 
shop  from  Staples.  "We  place  a 
lot  of  value  in  educating  the  con- 
sumer," says  Kelly  Mahoney,  chief 
marketing  officer  of  Staples.com. 
That's  smart,  according  to  Nora 
Aufreiter,  a  principal  at  McKinsey 
&  Co.  Instead  of  focusing  on 
what  the  retailers  need  to  sell, 
she  says,  marketing  should  em- 
phasize what  consumers  need  to  know  to  make  purchases. 

Traditional  retailers  have  a  huge  opportunity  in  the  coming 
months  to  solidify  their  hold  on  the  Web  buyer.  Communication 
will  play  a  big  role  in  this.  Merchants  who  can  help  us  understand 
what  to  expect  and  demand  from  these  new  hybrid  retailers 
will  win  customer  loyalty.  Those  who  don't  can  expect  to  be  I 
click  away  from  just  plain  bricks  again.  • 


We  thought  about  listing 

our  most  successful  e-business  customers. 

But  Forbes  and  Fortune  beat  us  to  it. 


Over  8,000  of  the  world's  most  successful  e-businesses 
have  chosen  the  BEA  WebLogic®  E-Business  Platform!" 


BEA's  customers  include: 


BEA  is  the  platform  of  choice  because: 


100%  of  the  Fortune  Global  500 
Telecommunications  Companies 

100%  of  the  Fortune  Global  500 
Computer/Office  Equipment 

Manufacturers 

100%  of  the  Fortune  Global  500 
Financial  Securities  and  Diversified 
Financial  Companies 

100%  of  the  Fortune  500  Pharmaceutical 
Companies 

The  majority  of  the  Fortune  Global  500 
Airline  and  Delivery  Services,  as  well 
as  Aerospace  and  Healthcare 
Companies 


•  The  BEA  WebLogic®  E-Business 
Platform    is  built  on  BEA  WebLogic® 
Server,  the  industry's  number  one 
Java  application  server 

•  BEA  is  the  de  facto  standard  for  over 
1,200  of  the  world's  leading  Sis,  ISVs, 
and  ASPs 

•  Business  Week  named  BEA  the 
Number  One  Technology  Company  with 
the  highest  shareholder  return:  884% 
(June  2000) 

•  BEA  is  one  of  the  ten  most  highly  valued 
software  companies  in  the  world 

•  We've  had  20  straight  quarters  of 
record  revenue 


The  majority  of  Forbes  Super  100, 
Fortune  Global  500,  Fortune  e-50 
and  Business  2.0  100  lists 


Maybe  it's  time  to  get  your  company 
on  the  most  powerful  list  in  e-business. 
Ours.  Visit  us  at  www.bea.com. 
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How  business  becomes  e-business!" 
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Game  Theory:  Play  Pays 

Internet  game  sites  are  among  the  big  portals'  most  popular  and  "stickiest"  draws 

rian  Martin  never  imagined  he  would  become  such  a  die-hard  gamer.  Sure,  as  a 
teenager  he  occasionally  hit  the  arcade.  But  that  experience  stacks  up  like  a  tilted 
pinball  machine  compared  with  Internet  games.  With  his  keypad  and  mouse,  Mar- 
tin can  skywalk  through  the  air  and  launch  missiles  to  blast  enemy  fighters 
across  the  globe  in  a  nanosecond.  He  says  he  can  sit  for  hours  playing 


games  such  as  Team  Fortress.  "You  feel  kind 
of  like  a  kid  playing  war,"  says  the  29-year- 
old  computer  network  administrator  from 
Fort  Worth. 

That  sort  of  enthusiasm  has  made  game- 
playing  one  of  the  Web's  predominant  activ- 
ities. Games  top  instant  messaging  and  music 
downloads  on  the  list  of  favorite  pastimes  of 
online  households.  Nearly  26%  of  U.  S.  Web 
surfers,  or  40  million  people,  hang  out  at 
hard-core  game  sites  such  as  Planet- 
Fortress.com  and  Myst.com,  according  to  re- 
searcher PC  Data.  Add  in  the  millions  of  Web 
surfers  who  enjoy  a  quick  go  at  online  crib- 
bage,  trivia,  or  puzzles,  and  the  number  of 
U.S.  game  aficionados  soars  to  75  million 
people,  nearly  half  the  online  population. 

What's  more,  games  keep  customers 
coming  back.  Visitors  to  pogo.com  spent 
an  average  of  nearly  three  hours  per  month 
at  the  game  site,  making  pogo.com  the  stick- 
iest site  on  the  Web,  according  to  researcher 
Jupiter  Media  Metrix  Inc.  And  they  aren't 
just  twentysomething  Rambo-wannabe  guys. 
Half  of  all  online  players  are  women,  al- 
though they  tend  to  prefer  board  games 
and  trivia  quizzes,  says  PC  Data. 

Now,  the  action  is  breaking  out  of  games- 
only  sites  and  onto  the  wider  Web.  Games 
have  become  standard  fare  on  big  Web  portals 
such  as  Yahoo!  and  America  Online.  Even 
specialized  sites  are  offering  games.  Tech- 
nology professionals  browsing  job  opportuni- 
ties at  BrainBuzz.com  find  a  game  called  Prairie  Doggin'.  Much  like 
;he  comic  strip  Dilbert,  the  game  features  cartoon  caricatures  of 
I  /pical  workplace  bosses — a  "high-strung"  administrator,  for 
pie,  and  a  sales  manager  named  Slick  Dick — who  pop  out  of 
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Playtime 


More  than  75  million  cybersurf- 
ers,  or  48%  of  all  U.  S.  Net  users, 
visit  online  game  sites.  Here  are 
their  favorite  types  of  games: 


KIND  OF 
CAME 


Cards 


Strategy 


Fantasy 


Word  puzzles 


Board 


Trivia 


Sports 


'NOT  INCLUDING  GAMBLING. 
Data:  Cyber  Dialogue,  PC  Data 


cubicles  as  if  they  were  prairie  dogs.  Players 
get  points  by  bopping  administrators,  instead 
of  co-workers,  such  as  Geek  Guy.  Although 
BrainBuzz  doesn't  track  the  number  of  people 
who  play,  Chief  Executive  Jeff  D'Adamo  cred 
its  the  game  with  helping  to  boost  site  traffic 
to  384,000  visitors  in  January,  from  158,000 
in  September. 

Name  that  tune.  It's  best  to  use  game 
that  fit  the  demographics  of  your  site.  Prain 
Doggin  works  because  it  appeals  to  the  anti 
management  ethos  of  the  engineers  the  sit< 
targets.  Similarly,  tunes  portal  Planet  of  Mu 
sic  offers  trivia  games  that  let  visitors  test 
their  knowledge  of  jazz,  rock,  and  r&b  with 
such  questions  as:  When  did  The  Beades 
first  appear  on  The  Ed  Sullivan  Show7.  The 
site  also  offers  keno  and  blackjack,  but  th 
trivia  has  proven  most  popular. 

Many  sites,  however,  are  not  so  smartly 
designed.  Take  Nabisco's  Candystand.com. 
The  Web  site  sports  games  that  range  from 
miniature  golf  to  football,  each  one  tied  to  a 
Nabisco  product,  such  as  Lifesavers  or  Chips 
Ahoy!  But  the  deliciously  playful  Candystand 
hasn't  successfully  driven  traffic  to  Nabisco — 
in  part  because  kids  don't  know  or  care  to 
go  to  the  corporate  site.  Nabisco  might  con 
sider  placing  a  link  to  Candystand  on  a  site 
I  hat  kids  already  flock  to,  such  as  MTV.com. 
Even  so,  "Fig  Newtons  have  nothing  to  dfl 
with  games,"  says  Ekaterina  O.  Walsh,  an  an 

alyst  at  Forrester  Research  Inc.  "It's  a  total  waste." 

Tie  games  to  your  Web  site's  demographics  and  prodtll 

mix,  however,  and  you  could  turn  yesterday's  pinball  wizard: 

into  paying  customers.  # 


PERCENT  OF  ONLINE 
GAMERS  WHO  PLAY* 


30% 


14% 


8% 


6% 


5% 


5% 


f\_f  Being  the  best  in  your  business,  you've  already 
got  enough  excitement  without  surprises  from  your 
information  systems.  So  Fujitsu  Technology  Solutions 
has  designed  robust  open  systems  solutions  that  you  can 
trust.  Our  enterprise-class  PRIMEPOWER,  Solaris™ 
SPARC'-compliant,  Web-enabling  servers  and  storage 
systems  deliver  industry-leading  flexibility,  resilience, 
reliability,  and  availability.  As  well  as  the  peace  of  mind 


that  comes  from  a  low  total  cost  of  ownership.  Our  data 
center  perspective  shows  in  the  quality  of  our  products 
and  solutions.  With  innovative  architecture,  hot-swap 
components,  and  built-in  SANs,  you'll  feel  totally  at 
ease.  Our  powerful  servers  and  storage  systems  are 
the  engine  that  can  power  today's  e-business  boom. 
Count  on  it.  Enjoy  the  advantages.  And  learn  to  trust. 


Fufrrsu 


THE     POSSIBILITIES     ARE     INFINITE 


FUJITSU  TECHNOLOGY  SOLUTIONS 
SUNNYVALE,  CA  1   077  905  3044 

www.lujitsu-technology.cim 


PRIMEPOWER  is  a  registered  Trademark  of  Fujtsu  United.  Solans  is  a  trademark  of  Sun  Microsystems.  Inc  SPARC  s  a 

registered  trademark  ol  SPARC  International.  Inc.  Products  bearing  the  SPARC  trademark  are  based  on  an  Archrtecture 

developed  by  Sun  Mcrosystems,  Inc  0  2000  Fuiitsu  Technology  Sotutons.  Inc  Al  rights  reserved 
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CLICKS&MISSES 


BY  TIMOTHY  J.  MULLANEY 

tim_mullaney@ebiz.businessweek.com 


What's  an  Investor  to  Do? 

Web  sites  can  help  you  pick  stock  analysts  to  follow-and  then  get  their  reports 


hese  are  times  that  try  online  investors'  souls.  The  es- 
timated 13  million  people  who  trade  online — almost  all 
of  them  through  limited-service,  deep-discount  bro- 
kers— have  spent  the  past  six  months  or  so  standing  be- 
neath a  torrent  of  cascading  stocks.  The  natural  answer: 


Web  reviews 


Track-the-analysts  sites 

►  www.BulldogResearch.com 

►  www.StarMine.com 

►  www.Multexlnvestor.com 


Turn  to  Wall  Street's  mandarins  for  help.  But  of  the  sharp  suits 
who  spend  so  much  time  on  TV,  which  ones  know  what  they're 
doing,  and  who's  just  part  of  the  Hype  Machine? 

Naturally,  some  enterprising  folks  are  trying  to  make  businesses 
out  of  rating  the  experts.  The  idea  is  that  when  investors  reach 
out  for  help,  they  should  know  who  can  be  trusted.  BulldogRe- 
search.com  and  StarMine.com  are  two  leading  sites  that  give 
investors  a  sort  of  meta-tool:  They  analyze  the  analysts.  They  tell 
you  which  ones  are  likeliest  to  pick  the  best  stocks — in  up  to  90 
industries — and  whose  earnings  estimates  are  the  most  accurate. 
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perts  worth  listening  to,  then  use  Multex  to  get  the  full  scoop  onl 
what  the  creme  de  la  creme  consider  the  cream  of  the  crop. 

An  instructive  example  of  how  to  use  these  sites  together  isl 
DuPont's  poor  fourth  quarter.  StarMine's  earnings-surprise  alertsi 
would  have  tipped  you  that  DuPont's  numbers  would  come  in  al 
little  short.  It  also  would  have  told  you  that  the  best  DuPont  an-l 
alyst  on  the  Street  is  J.  P.  Morgan  Chase  &  Co.'s  Don  Carsonl 
(Bulldog  rates  Carson  No.  2).  But  you  wouldn't  know  why  the! 
quarter  was  short,  or  how  long  any  dip  in  the  stock  would  like-l 
ly  last.  That  could  best  be  gleaned  by  reading  Morgan's  three-pagel 
follow-up  note  on  Multex  (where  it  was  free  if  youl 
signed  up  for  J.  P.  Morgan's  research  trial).  The  report! 
warns  that  the  first  quarter  looks  tough,  too:  High  natura 
gas  prices  and  a  soft  economy  are  giving  the  Delaware 
contingent  a  tough  winter.  So  use  a  Bulldog  or  StarMine 
to  get  ideas,  but  use  a  Multex  to  get  context. 


By  themselves,  these  sites  don't  provide  enough  information 

upon  which  to  base  trading  decisions.  Most  people  should  follow 

getting  detailed  analyst  research  from  a  site  such  as  Mul- 

stor.com,  which  distributes  full  reports  from  250  broker- 

and  other  providers.  Some  Multex  reports  are  free,  others 

ip  to  $50.  The  idea:  Use  Bulldog  or  StarMine  to  identify  ex- 
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Innovative.  Bulldog  and  StarMine  use  similar  ap 
preaches  to  identify  and  highlight  top  analysts.  Bot 
start  with  data  on  recommendations  and  earnings  esti 
mates  that  they  get  from  the  Institutional  Brokerage  Es 
timate  System  (i/b/e/s),  an  established  service  owned  b 
Canadian  publisher  Thomson  Corp.  But  both  massag 
the  i/b/e/s  data  to  use  it  more  as  a  starting  point  for  the 
own  calculations. 

San  Francisco's  StarMine  is  the  more  innovative.  I 
rates  analysts  on  a  scale  of  one  to  five  stars  and  tracks  th< 
movements  of  the  best  analysts  to  warn  investors  o 
short-term  surprises.  The  key  is  StarMine's  "SmartEsti 
mate,"  a  recalculation  of  Wall  Street's  consensus  tha 
gives  more  weight  to  numbers  that  have  been  revisec 
more  recently — and  more  weight  to  the  highest-rated  analysts 
StarMine  claims  these  estimates  arc  more  accurate  than  Wal 
Street's  consensus  almost  three-quarters  of  the  time,  predict inj 
earnings  surprises  that  make  stocks  fly  up  or  down  in  volatih 
markets  such  as  this  one.  (Now  here's  my  question:  Sinci 
StarMine  is  backed  by  Hummer  Winblad  Venture  Partners 


. 


backer  of  such  gems  as  Pets.com,  HomeGrocer.com,  and  The- 
Knot.com,  why  couldn't  StarMine  have  shared  its  investment 
smarts  at  home?  Fellas,  where's  the  love?  But  I  digress.) 

StarMine  called  16  earnings  surprises  correctly  in  a  second- 
quarter  test  in  which  they  supplied  18  early  calls  to  the  San  Francisco 
Chronicle.  To  do  my  own  test,  in  January  I  asked  StarMine  for  some 
predictions  for  the  fourth  quarter.  Of  the  10  they  forwarded,  all  but 
one  of  those  that  pertained  to  companies  that  reported  quarterly  re- 
sults in  time  for  my  deadline  were  on  or  near  the  mark.  StarMine 
was  correct  in  predicting  that  DuPont  would  disappoint.  They 
also  spotted  a  big  upside  surprise  from  Phillips  Petroleum,  and  they 
were  correct  on  El  Paso  Energy  and  Tyson  Foods. 

The  big  miss:  Merrill  Lynch  &  Co.  The  SmartEstimate  said 
Merrill  would  earn  84<t  a  share  instead  of  the  consensus  estimate 
of  88<t.  The  real  number  was  93<t.  For  those  who  plan  to  keep 
score  at  home,  StarMine  says  Harrah's  Entertainment  and  Wal- 
Mart  Stores  will  post  disappointing  results  after  my 
deadline,  and  Williams-Sonoma  will  beat  estimates. 

The  other  good  thing  about  StarMine  is  that  it  puts  its 
best  ideas  where  you  can  find  them.  Go  to  the  site,  and 
there's  a  list  of  predicted  earnings  surprises  and  new 
"bold  calls  by  five-star  analysts"  smack-dab  on  the  first  page.  Pre- 
dicted surprises  are  stocks  for  which  StarMine's  SmartEstimate  is 
higher  or  lower  than  the  Street  consensus.  The  "bold  calls"  fea- 
ture highlights  situations  where  a  single  analyst  whose  recent  es- 
timates are  in  the  top  10%  according  to  StarMine's  accuracy 
ratings  is  making  a  call  different  from  the  consensus. 

Bulldog  starts  with  the  same  logic  but  doesn't  follow  it  as  far. 
Instead  of  having  SmartEstimates,  for  example,  it  offers  Flash 
Consensus  estimates,  a  number  that  gives  extra  weight  to  recent 


estimate  changes  but  doesn't  appear  to  weight  the  opinions  of  the 
top  stock-pickers  any  more  highly  than  the  rest  of  the  pack. 

More  disappointing:  The  way  Bulldog  presents  information  is 
distressingly  backward-looking.  Its  front  page  is  dominated  by  a 
"Stocks  to  Watch"  feature  that,  when  I  looked  at  it,  was  mostly 
composed  of  stocks  that  had  just  announced  quarterly  results  or 
other  big  news.  Comparing  this  to  StarMine's  front  page  is  like 
comparing  a  smoke  alarm  to  a  volunteer  fire  department.  Bulldog 
would  be  more  compelling  if  it  got  ahead  of  the  news  more  of- 
ten, as  StarMine  is  trying  to  do. 

The  biggest  flaw  at  Bulldog,  however,  is  one  it  shares  with 
StarMine:  Too  many  analysts  are  missing,  thanks  to  their  un- 
willingness to  cooperate  with  the  sites'  ratings.  Neither  site  rates 
Merrill  Lynch,  Morgan  Stanley  Dean  Witter,  or  Credit  Suisse 
First  Boston  analysts,  among  others.  Powerful  firms  like  these  have 
to  be  in  the  picture  for  these  sites  to  be  truly  helpful. 

StarMine  is  good  at  predicting 
surprises,  but  it  missed  a  big  one 

Bulldog  and  StarMine  are  interesting  and  useful  but  hardly 
sufficient  to  guide  investors  through  a  volatile  market.  They're 
headline  services  that  generate  ideas,  not  fully  formed  analysis 
(which  isn't  infallible  itself).  Bulldog  appears  to  recognize  this:  It 
provides  prominent  links  to  Multex  on  its  site.  The  key  to  using 
these  sites  is  to  keep  your  expectations  reasonable.  Hmmm. 
That  may  be  tough.  Unreasonable  expectations  on  the  part  of  in- 
vestors are  what  made  the  market  bounce  like  a  ping-pong  ball 
for  the  past  two  years.  ®> 


PICKING  OVER  THE  STOCKPICKERS 


With  bears  clawing  at  the  holdings  of  online  investors,  sites  that 
help  people  evaluate  expert  opinion  could  help  rebuild  tattered 
portfolios.  We  looked  at  sites  that  help  spot  the  stock  analysts 
with  the  best  track  records: 


Sizing  Up 
Analysts 


Breadth 


StarMine  identifies  the  analysts  with  the  best  picks 
and  then  pounces  on  their  opinions  to  predict  earnings 
surprises.  Bulldog  Research's  approach  is  more  backward 
looking,  highlighting  recent  earnings  news.  Multex  gets 
a  miss  because  it  doesn't  rate  analysts. 


StarMine  and  Bulldog  have  the  same  problem:  Several  of 
Wall  Street's  top  firms  won't  allow  them  to  publish  the  data 
that  helps  determine  rankings.  Multex  has  reports  from  the 
big  firms,  but  doesn't  compare  analysts'  track  records. 


Neither  StarMine  nor  Bulldog,  by  itself,  gives  you  enough 
data  to  make  investments.  Bulldog  gets  the  click  because 
it  fixed  this  problem  by  allying  with  Multex:  If  Bulldog 
highlights  an  analyst  with  a  good  track  record,  Multex 
can  deliver  full  research  reports  for  a  modest  fee. 
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OUR  ONLINE 
SHOP 

DON'T  JUST 
|  "ADD  TO 

SHOPPING 
CART/    THEY 

"ADD  TO 


CAR." 


When  an  online  book  order  doesn't  show  up  on  time,  it's  not  the  end  of  the 
world.  But  when  you  manufacture  VLSI  chips,  and  vour  supply  chain  grinds  to 
a  halt  because  20,000  gallons  of  ammonia  are  missing  in  action,  you've  lost 
more  than  time.  You've  lost  customers.  SAP's  Supply  Chain  Management 
solution — part  of  the  mysap.com  e-business  platform — lets  you  collaborate 
with  customers,  partners  and  suppliers  to  keep  your  supply  chain  moving. 
Whether  your  customers  order  by  the  pound  or  by  the  ton.  I  earn  more; 
type  in  www.sap.com 


THE  BEST-RUN   E-BUSINESSES  RUN  SAP 
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BY  JOAN  O'C.  HAMILTON 

joan_hamilton@ebi2.businessweek.com 


A  Valley  of  Shopkeepers 

Old-line  merchants,  watching  dot-coms  implode,  are  adapting — and  thriving 


W 


elcome  to  the  new  Silicon  Valley,  where  stocks  are  cheap,  people  are  nerv- 
ous, and  everybody  carries  a  flashlight.  A  year  ago,  venture  capitalist  John 
L.  Doerr  was  bragging  that  we  were  witnessing  the  "largest  legal  creation 
of  wealth  in  the  history  of  the  planet."  Now,  tech  stocks  are  in  the  dumps, 
pink  slips  are  flying,  and  those  iiberbooster  vcs  who  got  us  into 


all  this  are  off  huddled  somewhere  counting  their  money,  trying 
to  ignore  the  dying  bleats  of  the  dot-coms  they  launched  And  for 
your  winter  enjoyment,  there's  a  fresh  hell:  rolling  blackouts.  Lo- 
cal radio  announcers  give  the  daily  likelihood  of  power  outages 
across  our  energy-strapped  region  in  the  same  breath  that  they  re- 
late Nasdaq's  daily  jitters  and  earnings  shortfalls.  You  hear  these 
gloom  indexes  and  think:  Hey,  what  happened  to  our  little  rein- 

vention-of-the-universe  science  project  anyway?  ^ 

I  was  charting  about  all  this  recently  with  Clark  Kepler,  ^**4i**iii^ 
a  lifelong  Silicon  Valley  local  whose  family  has  owned  Ke-      p^  Local  merchants  aren't  Luddites 
pier's  Books  &  Magazines  in  Menlo  Park  for  40  years.  We         in  silicon  Vallev-  See  KePler's  Web 


were  having  coffee  next  door  to  his  bookstore  at  Cafe  Borrone,  an 
eclectic  Valley  hangout  whose  paper  napkins  have  launched  a 
thousand  business  plans.  Not  long  ago,  "there  was  a  feeling  that 
you'd  better  run  hard  or  you  were  going  to  get  run  over,"  Keplei 
admits,  and  in  some  ways  the  slowdown  is  welcome.  And  yet,  he 
fears  that  we're  simply  "in  the  eye  of  the  storm"  that  the  Inter 
net  has  unleashed,  and  he's  sure  that  more  technological  upheava 
lies  ahead. 

By  all  rights,  guys  like  Keple 


site  at  www.keplers.com  where  you 
can  view  the  bookstore's  many 
community  events  and  even  order 
books  for  free  same-day  delivery. 


are  among  the  few  that  shoulc 
be  gloating  a  little  bit  here 
Lake  Wealthbegone.  After  all 
they  outlasted  many  of  the  dot 
com  vandals  and  visigoths  whe 
were  licking  their  chops  at  th< 
prospect  of  "distintermediating"  books,  pet  supplies,  groceries,  gar 
dening  tools,  and  all  that  other  charming  stuff  whose  traditions 
merchants  help  make  our  communities  tick.  Fueled  with  seemingly 
endless  supplies  of  venture  capital  and  promising  infinite  selectior 
at  rock-bottom  prices,  dot-coms  had  local  merchants  in  thei 
gunsights.  George  Roberts,  a  third-generation  grocer  and  owner  o 
Roberts  Market  in  tony  Woodside,  listened  to  his  prominen 
venture-capital  customers  and  neighbors'  grand  plans  for  grocen 
delivery  outfits  such  as  Webvan  Group  Inc.  "They  had  so  mucl 
money,  they  were  like  the  government.  As  long  as  you  havi 
somebody  else's  money,  you're  King  Kong,"  he  says,  chuckling. 
The  pressure's  off  a  bit  now,  but  these  merchants  are  far  to< 
smart  to  think  the  game  is  over  and  they've  won.  On  th< 
one  hand,  they  did  well  by  relying  on  the  things  they've  alway 
done  best:  Did  Pets.com  Inc.  ever  sneak  your  pooch  a  cookie 
Could  Garden.com  Inc.  ever  replicate  the  economics  of  th 
beloved  local  nursery,  where  you  go  to  get  watering  advice  Iron 
somebody  with  dirty  fingernails  and  pay  for  it  by  buyin; 
plants  and  supplies  you  don't  need?  But  successful  nuuh.mi 
stuck  to  what  they  knew — and  embraced  the  best  of  what  th 
c-explosion  offered  to  make  their  businesses  work  better. 
Quite  a  few  local  merchants,  in  feet,  did  not  withstand  th 
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POINTERS 


Read  the  story  of 
Roberts  family  and 
their  market,  a  Wood- 
side  (Calif.)  institution. 
v.robertsmarket.com 


oberts:  Selling 
even  to  Web  Van 


their  noses  and  go:  'Gee,  I  don't  know,  I  really 
need  it  today.' " 

So  now  he  has  a  Web  site  where  folks  can 
order  from  their  desks,  and  Kepler  works  with 
nearby  deliverEtoday.com  to  get  a  minimum 
$50  order  to  customers  the  same  day  if  needed. 
"The  lifestyles  of  my  customers  today  have 
changed  so  much — it's  go,  go,  go,  and  everyone 
is  running.  I  have  customers  who  say:  'I  want  to 
hold  a  book,  feel  it,  smell  it.'  But  I  look  at  my 
nephew,  and  he  and  his  generation  don't  have 
that  attachment.  Things  are  changing,  and  I 
have  to  adapt  to  it."  (For  a  take  on  how  small 
businesses  can  thrive  on  the  Web,  see  page  56.) 
At  least  he  now  feels  as  if  his  competitors 
also  have  to  make  a  profit.  "We  had  a  really 
wonderful  Christmas,"  Kepler  says.  Sales  were 
good,  but  even  more  satisfying,  he  adds,  was 
hearing  "people  say  things  like:  'It's  so  nice  to  see 
lines  in  here.  That  must  mean  Kepler's  is  doing 
O.  K.'  Another  couple  said:  'We  could  have  or- 

dered  online,  but  we  wanted  to 

come  in  and  support  Kepler's.' " 

Roberts  always  has  banked  on 
common  sense,  experience,  and 
the  personal  touch  as  the  keys  to 
his  success — though  even  he  now 
has  a  nifty  site  where  locals  can 
find  specials  or  peruse  the  market's  wine  se- 
lection online.  These  days,  Roberts  smiles  when 
he  occasionally  sees  those  tan-colored  Web- 
van  trucks  pulling  into  his  parking  lot,  their 
drivers  dashing  in  to  buy  a  few  items  Webvan 
couldn't  supply.  It's  no  surprise  to  him  that  on- 
line grocers  are  up  to  their  aprons  in  red  ink. 
"My  father  and  grandfather  used  to  deliver 
groceries  to  peoples'  homes  in  San  Francisco 
with  a  horse  and  buggy,"  he  says.  "I  used  to 
make  deliveries  in  a  two-tiered  truck  when  I 


dot-com  blitzkrieg,  though  they  typically  were 
not  driven  out  by  the  success  of  outfits  prom- 
ising unprecedented  service  for  unsustainable 
prices.  Instead,  they  were  ousted  by  the  absurd 
rents  the  King  Kongs  were  willing  to  pay  for  Sil- 
icon Valley  office  space.  Some  time  ago,  Kepler,  for  example,  had 
to  move  his  bookstore's  business  office  several  towns  away,  to 
Belmont,  because  he  simply  couldn't  justify  paying  the  rent  for 
he  office  space  above  his  store. 

Trimming  costs  like  that  helped  Kepler  add  the  services  the  In- 
ernet  was  teaching  customers  to  demand.  Although  Kepler's  has 
ong  had  one  of  the  largest  inventories  in  the  San  Francisco  Bay 
irea,  customers  suddenly  started  coming  in  carrying  printouts  from 
\mazon.com  Inc.'s  more-than-2-million-book  list,  many  of  them 
>ut  of  print  or  otherwise  rare.  "It  used  to  be  people  could  come 
n  and  order  those  books,  and  I  could  get  it  for  them  in  four  to 
ix  weeks,"  he  says.  But  online  bookstores  fundamentally  changed 
lis  customers'  expectations.  "Now,  I  can  usually  get  something  in 
naybe  three  to  seven  days,  but  those  same  customers  will  wrinkle 


"The  lifestyles  of  my  customers 
today  have  changed....  It's  go,  go,  go" 


was  a  teenager.  I  know  how  extremely  difficult  it  was  to  satisfy 
customers  profitably  in  those  days,  and  it  would  be  way  more 
costly  today."  Besides,  he  adds,  "people  like  to  come  into  a  gro- 
cery store."  Especially  his,  where  friendly  butchers  will  give  you 
side-dish  ideas  for  those  plump  New  Zealand  lamb  chops. 

If  New  Economy  architects  had  one  glaring  shortcoming,  it 
was  their  visible  disdain  for  bona  fide  experience.  Challenge 
their  assumptions  and  they'd  often  roll  their  eyes  like  adolescents 
sick  of  hearing  about  granddad's  five-mile,  barefoot  march  in  the 
snow  to  school.  Asking  a  guy  like  George  Roberts  for  a  common- 
sense  take  on  the  grocery  biz  before  investing  hundreds  of  mil- 
lions of  dollars  in  trucks  and  servers  probably  seemed  unthinkably 
old-fashioned.  That's  one  reason  Webvan  drivers  now  come  to 
Roberts  for  help  in  filling  their  orders — at  hill  retail.    • 
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There's  plenty  of  buzz  out  there.  Everyone's  rushing  to  promise  wireless  connectivity  via 
everything  from  your  phone  to  your  organizer  to  your  toaster!  But  let's  face  it.  Those  products 
were  never  built  to  handle  the  requirements  of  your  corporate  email  system.  BlackBerry™ 
is  different.  It's  a  wireless  email  solution  that  was  specifically  engineered  to  work  with  your 
business  email.  BlackBerry  is  designed  to  let  you  easily  manage  your  existing  email  account 
on  the  go.  It  gives  you  the  industry's  most  advanced  wireless  handhelds  and  the  only 
completely  integrated,  end-to-end  solution.  No  wonder  BlackBerry  is  quickly  becoming  the 
corporate  standard  for  wireless  email.  For  business,  it's  simply  be' 


BlackBerry 
has  chosen  to  do  one  very  difficult  thing  -  business  email  -  extremely  well. 
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The  industry  is  headed  for  a 

nasty  shakeout  that  will  hurt 

startups  and  the  economy 


ot  long  ago,  Ronald  C.  Conway 
was  probably  the  single  most 
active  venture  capitalist  on  the 
planet.  In  just  20  months,  the 
49-year-old  founder  of  Angel 
Investors,  a  Silicon  Valley  firm 
that  seeds  Internet  startups,  sank  $160  million 
into  206  companies.  His  star-studded  collec- 
tion of  investors  includes  Shaquille  O'Neal, 
financier  Herbert  Allen,  and  eBay  Inc.  founder 
Pierre  Omidyar.  But  now,  Conway  is  calling  it 
quits.  He  plans  to  shutter  Angel  Investors  af- 
ter the  current  two  funds  run  their  course.  Al- 
though his  overall  returns  will  be  strong,  the 
past  few  months  have  wreaked  havoc  on  his 
portfolio:  Twenty  of  the  companies  he  backed 
and  an  estimated  $10  million  in  seed  capital 
have  been  wiped  out.  "When  the  bubble 
burst,  all  hell  broke  loose,"  he  says. 

Hold  on  tight  Conway  is  a  leading  indicator 

ILLUSTRATIONS  BY  CORDON  STUDER 
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of  what  lies  ahead  for  the  financiers  of 
the  Internet  Age.  After  the  biggest  boom 
years  ever,  the  venture-capital  industry  is 
headed  for  a  gut-wrenching  shakeout  that 
will  have  repercussions  throughout  the 
economy.  Think  of  the  industry  as  an 
overinflated  balloon.  During  the  past  five 
years,  the  number  of  venture  firms  more 
than  doubled  to  1,010,  the  number  of 
companies  financed  surged  150%,  to  5,380 
last  year,  and  the  amount  of  money  in- 
vested soared  nearly  tenfold  to  $103  billion, 
according  to  researcher  Venture  Economics. 

'Real  debacle/  Now  comes  the  pin- 
prick. Many  of  the  tech  companies  that 
have  gone  public  over  the  past  two 
years — most  financed  by  venture  firms — 
are  proving  to  be  downright  terrible  busi- 
nesses. Venture-backed  companies  taken 
public  in  2000  fell  an  average  of  24% 
from  their  offering  price,  the  first  negative 
return  since  Venture  Economics  started 
keeping  the  statistics  15  years  ago.  Burned 
investors  have  slammed  the  door  shut  on 
the  market  for  initial  public  offerings.  Af- 
ter tech  IPOs  reached  a  peak  of  $8.7  billion 
during  March  of  last  year,  there  was  not 
a  single  dollar  raised  in  the  public  markets 
by  such  upstarts  in  January,  according  to 


Thomson  Financial  Securities  Data. 
With  the  stocks  of  their  public  com- 
panies  tumbling   and   many   of  their 
seedlings  running  out  of  cash,  venture 


with  office  space  and  other  administrative 
services,  will  go  under  within  two  years. 
Many  of  the  thousand  or  so  venture  firms 
also  will  close  their  doors  once  their  cur- 


If  the  play-it-safe  mood  persists,  it  could 
Undercut  the  tech  development 
necessary  to  keep  the  economy  healthy 


firms  are  seeing  their  returns  plunge.  The 
average  one-year  return  to  venture  funds 
has  sunk  from  a  high  of  164%  in  1999  to 
43%  in  the  first  nine  months  of  2000. 
And  Venture  Economics  is  predicting  that 
returns  will  dip  into  negative  territory  for 
the  2000  fourth  quarter.  "This  has  all  the 
makings  of  a  real  debacle,"  says  Jesse  E. 
Reyes,  a  Venture  Economics  vice-presi- 
dent. "The  industry  will  go  through  a 
downturn  in  performance,  the  number 
of  companies  invested  in,  the  amount  of 
money  raised,  and,  ultimately,  the  number 
of  firms  that  exist." 

The  fallout  will  be  savage.  Harvard 
Business  School  professor  Morten  T. 
Hansen  estimates  that  at  least  half  of  the 
200  U.  S.  incubators,  which  provide  mon- 
ey like  traditional  venture  firms  along 


rent  funds  are  depleted.  The  first  to  go  will 
be  fair-weather  newcomers  who  never  es- 
tablished strong  track  records.  Even  veter- 
ans are  feeling  the  pain.  The  11 -year-old 
Silicon  Valley  firm  Hummer  Winblad  Ven- 
ture Partners  had  to  write  off  more  than 
$44  million  in  one  fund  because  of  worth- 
less investments  in  Net  retailers  Gazoon- 
tite,  HomeGrocer.com,  and  Pets.com, 
according  to  a  report  sent  to  limited  part- 
ners that  was  obtained  by  BusinessWeek. 
Though  that's  just  three  companies  out  of 
37  in  the  fund,  the  write-offs  represent 
more  money  than  the  firm  has  lost  in 
total  since  its  founding.  "It  is  an  under- 
statement to  say  how  bad  we  feel  about 
this,"  partner  John  Hummer  wrote  to  his 
limited  partners. 

And  the  wreckage  within  the  venture 


Venture  Capitalists'  Five-Point 

Survival  Plan 


For  three  years,  venture  investors 
raced  from  deal  to  deal,  throwing  moi 
startups  at  a  record  pace.  But  the  p; 
over  as  the  economy  and  the  tech  biz : 


1 


■ 


Slow  the 

investment 

pace: 

Firms  are  funding  fewer 
new  startups.  Redpoint  Ven- 
tures has  cut  in  half  the 
number  of  new  deals  it  is 
doing  to  about  15  this  year. 
And  Crosspoint  Venture 
Partners  isn't  raising  a 
$i  billion  fund  be- 
cause of  the  de- 
pressed market — even 
though  investors  had  com- 
mitted the  money. 


2 

I*-  Up  the 

reserves: 

Firms  are  setting  aside 
more  funds  for  their  cash- 
strapped  companies. 
New  Enterprise  Associate; 
has  set  aside  50%  of 
its  newest  fund  instead  0 
its  usual  35%  to  40%  to 
keep  companies  afloat. 
Battery  Ventures  is  makin 
a  similar  change. 


community  is  the  least  of  it.  Venture  cap- 
ital has  a  profound  impact  on  the  tech- 
nology sector  and  the  global  economy. 
Venture  money  was  the  primary  fuel  that 
powered  the  commercialization  of  the  In- 
ternet and  other  transformation  tech- 
nologies. Without  those  breakthroughs, 
the  economy  would  not  have  enjoyed  its 
supercharged  run  over  the  past  decade. 
"The  impact  of  venture  capital  on  inno- 
vation is  four  to  five  times  greater  than 
corporate  research  and  development,"  says 
Harvard  B-school  professor  Joshua  Lern- 
er.  Already,  that  flow  of  capital  is  con- 
tracting: Venture  bucks  slowed  to  $19.6 
billion  in  the  last  quarter  of  2000,  down 
26%  from  an  average  of  $27  billion  for 
the  three  preceding  quarters,  according 
to  the  National  Venture  Capital  Assn.  and 
Venture  Economics.  It's  the  largest  per- 
centage drop  in  funding  since  1993 — and 
the  biggest  overall  dollar  decline  ever. 

Even  more  worrisome  is  a  shift  in  the 
kind  of  investments.  Venture  firms  are 
backing  away  from  risky,  change-the-world 
companies  and  focusing  on  safer,  more  in- 
cremental technologies.  "We're  going  to 
fund  substantially  fewer  brave  new  world 
innovations  no  matter  how  good  the  ideas 
are,"  says  Redpoint  Ventures  partner 
Geoffrey  Y.  Yang.  He  believes  that  TiVo 
Inc.,  a  personalized-TV  pioneer  he  backed 
in  1997,  would  likely  not  get  funding  to- 
day because  it  requires  too  much  money 
to  reach  profitability.  If  this  play-it-safe 
mood  persists,  it  could  undercut  the  tech 


Triage 

portfolios: 

Troubled  companies  are 
jetting  the  ax  or  being 
isked  to  make  big  changes 
is  VCs  try  to  minimize 
osses.  Accel  Partners  has 
iirected  half  its  portfolio 
:ompanies  to  cut  their 
:ash  burn  rates,  while 
lattery  Ventures 
iasa"red  list"  of 
ipstarts  with  serious 
nanagement,  revenue,  or 
inancing  problems. 


A 

■    Mind  the 

store: 

After  three  years  focused 
on  landing  new  deals,  VCs 
are  spending  more  time 
nurturing  existing  invest- 
ments and  streamlining 
internal  operations.  Tech- 
nology Crossover  Ventures 
limited  to  eight  the  number 
of  boards  that  any  partner 
may  sit  on. 


P  Offer 

more  help: 

Experts  in  fields  rang- 
ing from  marketing 
to  recruiting  to  public 
relations  are  being  hired 
into  VC  firms  to  help 
entrepreneurs.  Kleiner 
Perkins  Caufield  & 
Byers,  for  example, 
brought  in  a  human 
resources  partner. 
Softbank  boasts  a 
professional  support 
staff  of  40. 
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development  necessary  to  keep  the  econ- 
omy healthy.  "The  coming  five  years  will 
probably  be  less  an  era  of  radical  inven- 
tions than  the  completion  of  ideas  from 
the  last  couple  of  years,"  says  Richard 
Shapero,  a  partner  at  Crosspoint  Venture 
Partners. 

How  bad  could  it  get?  Venture  Eco- 
nomics' research  shows  that  investments 
are  still  being  made  at  an  $80  billion 
annual  rate,  sky-high  for  a  business  that 
was  only  $22  billion  in  1998.  But  the 
historical  evidence  suggests  that  invest- 
ments could  drop  much  more.  After  the 
i  arket  crash  of  1987,  venture  cap- 
tancings  plunged  51%,  from  $5.2 
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Shapero:  Getting 
more  conservative 


billion  in  1988  to  $2.6  billion  in  1991. 
The  number  of  new  companies  receiving 
venture  money  dropped  61%  to  283  dur- 
ing the  downturn. 

Venture  capitalists  are  bracing  for  a 
downturn  that  could  be  just  as  dramatic. 
Though  they  hope  that  the  second  half  of 
this  year  will  brighten,  most  expect  the 
gloom  to  continue  at  least  through  2001. 
"One  hundred  billion  was  invested  last 
year.  Maybe  $30  billion  to  $40  billion  will 
be  invested  this  year,"  predicts  Oliver  D. 
Curme,  a  partner  at  Battery  Ventures.  His 
reasoning:  Most  of  the  $100  billion  in 
venture  money  was  poured  into  flawed 
businesses  that  could  collapse.  "That  will 


have  a  very  chilling  impact  on  the  view  of 
venture  capitalists  and  entrepreneurs." 

To  make  sure  they  don't  wind  up  on 
the  same  junk  heap  as  the  collapsed  com- 
panies, vc  firms  are  launching  a  revolution 
within.  No  more  cutting  checks  to  inex- 
perienced entrepreneurs  with  unproven 
business  plans  an  hour  after  hearing  their 
pitch.  Gone,  too,  are  the  lemming-like 
stampedes  to  create  copycat  startups,  such 
as  the  150  finance  sites  launched  in  the 
last  year  alone.  And  say  adios  to  the  days 
when  a  venture  capitalist  sat  on  more 
than  a  dozen  boards,  spreading  himself  so 
thin  that  the  startups  suffered. 


Slash-and-burn  missions.  Now, 

venture  firms  are  turning  to  innovative 
new  strategies.  They're  doing  everything 
from  partnering  with  established  money 
houses  to  streamlining  internal  opera- 
tions to  focusing  their  investments  on 
specific  tech  niches.  And  when  it  comes 
to  saving  money,  they're  not  hesitating  to 
go  on  slash-and-burn  missions  within 
their  own  portfolios.  Venture  stalwart 
New  Enterprise  Associates,  for  example, 
recently  recouped  60C  on  the  dollar  when 
it  and  several  other  investors  forced  the 
shutdown  of  the  .Com  Group,  an  online 
direct-marketing  startup.  It  figured  the 
company,  which  relied  on  online  adver 
tising  for  revenue,  wasn't  likely  to  flour 
ish.  So  it  was  better  to  take  the  hit  soon 
er  rather  than  later. 

It's  those  kinds  of  tough  calls  that  will 
separate  the  winners  from  the  losers.  Cer 
tainly,  Kleiner  Perkins  Caufield  &  Byers, 
nea,  and  other  established  players  with 
proven  track  records  will  be  fine.  In  fact, 
there's  likely  to  be  a  flight  to  quality  where 
the  best  entrepreneurs  will  work  only  with 
the  best  vcs. 

The  selection  process  is  beginning.  Al- 
fred J.  Giuffrida,  managing  director  at 
Horsley  Bridge  Partners  Inc.,  an  asset- 
management  outfit  in  San  Francisco  with 
$6  billion  under  management,  invests  with 
more  than  35  venture-capital  firms  in  the 
U.  S.  Now  Giuffrida  says  it's  time  to  weed 
out  the  pros  from  the  amateurs.  Horsley 
Bridge  will  be  paring  back  the  number 
of  firms  that  get  its  money,  though  not  the 
overall  dollar  amount  it  invests.  "All  groups 
in  venture  don't  have  the  skill  in  equal 
measure,"  says  Giuffrida.  "We're  only  going 
to  look  to  invest  with  people  who  have 
core  technology  skills." 
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Adams  Street  Partners,  a  Chicago-based 
■SKI  manager  that  invests  in  about  75 
U.S.  venture  firms,  is  taking  a  different 
tack.  It's  shifting  5%  of  its  $10  billion 
portfolio  out  of  venture  capital.  Instead,  it 
will  put  more  money  into  distressed  debt 
or  buyout  investments.  "Venture  capitalists 
need  to  get  back  to  building  companies  as 
opposed  to  building  stocks,"  says  Adams 
Street  CEO  T.  Bondurant  French. 


would  have  sunk  enough  money  into  the 
company  to  give  it  time  to  revamp  its 
business  plan.  The  final  straw  came  when 
Battery  Ventures,  the  largest  shareholder, 
decided  to  write  off  its  $13  million  invest- 
ment in  EC  Cubed.  Three  weeks  before 
Christmas,  Tognoni  was  forced  to  send  his 
290  employees  home.  "It  was  the  most 
abrupt  change  I've  ever  seen,"  he  says. 
Certainly,  write-offs  are  nothing  new  in 


Venture  firms  are  backing  away 

from  financing  change-the-world 
companies  to  focus  on  safer  technologies 


With  investors  pulling  back,  many  ven- 
ture capitalists  are  taking  steps  to  con- 
serve cash — both  at  their  firms  and  at 
the  companies  they  have  funded.  These 
days,  a  lot  more  money  is  being  set  aside 
to  fund  companies  for  longer  periods  of 
time.  Wellesley,  Mass.-based  Battery  Ven- 
tures, for  instance,  used  to  leave  about 
30%  of  the  money  in  its  funds  for  follow- 
on  financings  because  so  many  companies 
were  able  to  go  public  or  get  acquired  at  a 
handsome  premium.  Now,  it  reserves  half 
of  its  fund  for  such  investments.  Battery 
says  that  will  help  make  its  latest  fund 
last  about  two  years  instead  of  the  15 
months  it  took  to  blow  through  the  pre- 
vious one. 

The  same  gimlet-eye  is  being  cast 
upon  their  investments.  Consider  EC 
Cubed  Inc.,  a  business-to-business  soft- 
ware upstart  in  Westborough,  Mass.  It 
was  on  track  to  increase  revenue  by  about 
400%  by  the  end  of  2000.  And  even 
though  the  company  expected  to  lose  $26 
million  last  year  and  take  three  years  to 
achieve  profitability,  EC  Cubed  ceo  Jeffrey 
Tognoni  didn't  fret.  "Our  venture  capital- 
ists and  investment  bankers  told  us  that  as 
long  as  we  grew  our  top  line  400%,  we 
didn't  have  to  worry  about  the  bottom 
line,"  says  Tognoni,  who  had  already  se- 
lected bankers  to  manage  the  company's 
expected  ipo.  "And  we  hit  every  quarter." 

But  it  was  not  to  be.  In  November,  EC 
Cubed  learned  that  three  dot-com  cus- 
tomers were  going  out  of  business  and 
that  several  established  companies  were 
suddenly  putting  their  orders  on  hold.  Half 
of  the  startup's  revenue  was  wiped  out. 
Making  matters  worse  was  the  llth-hour 
pull-out  of  an  investment  consortium  that 


venture  capital.  Industry  veterans  rou- 
tinely expect  them.  A  rule  of  thumb  has 
been  that  one-third  of  a  firm's  portfolio 


will  tank  completely,  one-third  will  do 
fair-to-middlin',  and  the  last  third  will 
yield  at  least  one  or  two  home  runs  that 
pay  investors  back  and  then  some.  The 
sizzling  market  of  the  past  three  years 
turned  that  upside  down:  Venture  firms 
have  been  raking  in  millions  while  suffer- 
ing few  write-offs.  Now,  it's  time  to  pay 
for  the  excesses  of  the  past,  vcs  have 
slapped  together  so  many  companies  that 
the  failure  rate  for  many  of  them  over 
the  next  few  years  will  likely  be  higher 
than  the  historical  average  of  one-third. 

That's  why  many  venture  capitalists 
are  working  more  closely  than  ever  with 
their  startups  to  help  them  weather  the 
storm.  During  the  wildest  times  of  the 
Internet  craze,  investors  were  spending 
far  more  time  sniffing  out  new  opportu- 
nities than  they  were  managing  deals  al- 
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ready  done.  James  W.  Breyer,  managing 
partner  at  Accel  Partners,  estimates  that  he 
and  most  of  his  colleagues  were  devoting 
only  about  a  quarter  of  their  time  working 
with  existing  portfolio  companies.  The 
rest  was  spent  competing  for  new  deals. 
Now,  he  says,  that  ratio  will  probably  flip 
back  to  the  way  it  was  pre-Internet  mania. 
And  Breyer,  like  many  others,  is  aim- 
ing to  reduce  his  workload  so  he  can 
pay  more  attention  to  his  crop  of  start- 
ups. He  has,  for  example,  begun  to  cut 
back  his  board  memberships  from  a 
high  of  12,  to  10,  to  focus  on  the  most 
likely  winners.  Six  months  ago,  Tech- 
nology Crossover  Ventures  decreed  that 


no  partner  at  its  firm  could  sit  on  more 
than  eight  boards.  "I  have  no  doubt  that 
some  companies  suffered,"  Breyer  says. 
"We  dropped  the  ball  on  the  level  of 


point  has  hired  a  so-called  operating  part- 
ner to  assist  startup  CEOs  who  are  having 
trouble  navigating  through  the  turbulence. 
Last  year,  Kleiner  Perkins  brought  on  a 


Faced  with  a  growing  number  of  needy 

Companies  in  their  portfolios, 
VCs  are  bringing  in  management  experts 


advice  and  strategy  we  were  providing." 
Given  that  a  greater  proportion  of 
companies  in  ves'  portfolios  are  needy, 
some  firms  are  opting  to  bring  in  more 
management  experts  to  help  out.  Red- 


The  Venture  Capital  Bubble 
Is  About  to  Burst 


The  VC  Business  has  been  booming... 

NO.  OF  TOTAL  CAPITAL     NO.  OF  BILLION- 
COMPANIES  AMOUNT  UNDER  DOLLAR 
NO.  OF          NO.  OF         RECEIVING  INVESTED    MANAGEMENT      FUNDS 
VC  FIRMS            VCS              FUNDING  (in  BILLIONS)      (IN  BILLIONS)         RAISED 


1996 

458 

!    3,584 

2,123 

11.2 

52.0 

1 

1997 

528 

3.912 

2J80 

17.2 

70.0 

1 

1998 

6lO 

4.253 

3,732 

22.0 

99.0 

2 

1999 

779 

i    5,48o 

3,967 

59-4 

164.0 

9 

2000 

1,010 
■ 

i    7.051     . 

.      5,380     . 

103.0 

230.0 

.     19 

...but  returns  have  started  to  tumble... 


RETURNS  OF  VENTURE-BACKED 

COMPANIES  TAKEN  PUBLIC 

DURING  EACH  YEAR 


ONE-YEAR 

AVERAGE  PERFORMANCE  FOR 

VENTURE  FUNDING 


98       '99       '00* 

•THROUGH  03  2000 


.leading  to  a  sharp  drop  in  investments 


Q12000 

Q.2 

Q3 

Q4 

COMPANIES  RECEIVING 
VENTURE  FUNDING 

1,738 

1,860 

1,785 

1,345 

AMOUNT  INVESTED 

(IN  billions) 

27.1 

■                 « 

27.9             28.3           19.6 

1                     ■                  ..m. . 

Data:  Venture  Economics 


human-resources  partner  to  assist  com- 
panies with  recruiting  and  employment. 
Softbank  Technology  Ventures  has  gone 
even  further,  offering  its  companies  spe- 
cialists in  everything  from  business  devel- 
opment to  compensation. 

Venture  capitalists  also  are  doing  away 
with  their  lackadaisical  approach  to  due 
diligence.  Many  ves  took  shortcuts  during 
the  Net  frenzy.  They  didn't  check  out  en- 
trepreneurs thoroughly.  They  didn't  con- 
duct deep  industry  research.  And  they 
didn't  verify  technologies.  It  took  LogicTier 
Inc.,  a  startup  in  San  Mateo,  Calif,  that 
runs  complex  Web  sites  for  businesses, 
just  20  minutes  to  get  a  commitment  of 
funding  from  Kleiner  Perkins  last  June. 

The  company  had  some  cachet  since 
its  founder,  Omar  Ahmad,  had  been  Web- 
master at  Netscape  Communications 
Corp.  And  Kleiner  Perkins  knew  a  com- 
pany like  LogicTier  offered  something 
companies  desperately  needed.  But  even 
Ahmad  didn't  expect  such  a  speedy  re- 
sponse. "We  were  ecstatic,"  recalls  Ah- 
mad, who  was  so  overcome  that  he  got 
out  of  his  car  in  the  Kleiner  Perkins  park- 
ing lot  to  lay  down  on  the  ground  and 
collect  his  thoughts. 

Such  spontaneous  moments  of  joy  are 
largely  a  thing  of  the  past.  Firm  after  firm 
is  reemphasizing  the  need  for  discipline. 
Redpoint  told  its  investors  in  a  Jan.  15  let- 
ter that  the  firm  will  "be  relentless  on 
due  diligence"  going  forward.  Redpoint's 
Yang  says  that  while  the  firm  has  always 
required  at  least  two  partners  to  sponsor 
any  proposed  deal,  that  rule  was  relaxed 
when  competitive  pressure  made  split- 
second  decisions  essential.  Now,  Redpoint  | 
will  take  its  time  before  committing  any 
capital.  Silicon  Valley's  Crescendo  Ven- 
tures has  formed  an  internal  eight-mem- 
ber research  group  whose  mission  is  to  I 
evaluate  new  opportunities  and  under- 
stand the  competitive  landscape. 

Perhaps  the  biggest  changes  taking  place  I 
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When  business  teams  with  technology. . . 

VERITAS®  gets  you  to  the  top. 


The  Data  Availability  Company" 


VERITAS 


3USINESS    WITHOUT    INTERRUPTION' 


2000  /ERITAS  Software 


In  a  rocky  and  fiercely  competitive  global  economy,  your 
data  is  your  most  valuable  asset. 

Unrivaled  solutions  from  VERITAS  give  you  the  vital  edge 
necessary  to  scale  new  business  heights. 

VERITAS,  The  Data  Availability  Company,  provides  you 
with  essential,  industry-leading  software  solutions,  UNIX 
to  NT,  data  center  to  laptop,  to  continuously  access  and 
protect  your  business  critical  data. 


Visit     us     at 


Wf*t*M#*iMilil^lil^ 


Til  i.    it  ( ink   oi-  (e>  lil  si  \  ESS 


"Hell,  it  looked  like  a  friendly  horse. 


M      IBM,  the  e-business  logo  and  other  marks  designated  ®  or  ™  are  trademarks  ot  International  Business  Machines  Corporation  in  the  United  States 


(@  business  infrastructure 


TO  YOU,  IT'S 
A  FRIENDLY  MERGER 

TO  YOUR  OPERATING  SYSTEMS, 
IT'S  A  HOSTILE  TAKEOVER. 


THE  DOTTED  LINKS  have  been  signed. 
Everyone  has  shaken  everyone  else  s  hand.  The 
easj  pari  is  over.  Now  you  jusl  have  to  create  an 
infrastructure  thai  integrates  and  accommodates 
your  legac)  systems,  their  legacy  systems,  the 
systems  your  largest  customer  just  installed, 
your  old  databases,  your  new  databases  and 
your  proposed  wireless  applications.  Basically, 
you  have  to  find  a  way  to  make  systems  work 
together  that  were  never  designed  to  work 
together  in  the  first  place. 

This  is  probably  about  the  time  when  you 
realize  you  could  use  the  experience,  technology 
and  resources  of  a  company  like  IBM.  Frankly, 
e-business  integration  is  tough.  And  the  smartest 
move  you  can  make  is  to  work  with  a  company 
that  has  the  depth  and  knowledge  to  deliver 
integration  at  every  point  in  the  technology  chain. 

IBM  has  over  60,000  e-business  specialists 
who  understand  your  business  and  technology- 


past,  present  and  tut ure.  These  are  people  who 
get  it.  People  who  can  assess  your  existing 
systems  and  develop  a  strategy  that  supports 
evolving  technology  lor  the  future.  People  with 
the  tools  to  turn  strategy  into  practice.  For 
instance,  new  IBM  (©server  models  run  all 
major  operating  systems  from  Windows  NT,  to 
UNIX®  to  Linux."  IBM's  storage  systems  are 
built  on  open  standards  to  easily  connect  to 
disparate  platforms.  New  generations  of  IBM 
software,  like  Tivoli"  and  WebSphere  (which 
do  nothing  less  than  make  peace  across  35 
different  platforms),  are  continually  evolving  to 
solve  integration  issues. 

So  don't  stop  the  party  just  yet.  That  merger 
really  was  a  great  idea.  You  just  may  need  a  little 
help  from  the  right  people  to  pull  it  off.  To  see 
what  our  e-business  infrastructure  specialists 
can  do  for  you,  visit  us  at  ibm.com/e-business 
or  call  800  426  7080  (ask  for  infrastructure). 


and/or  other  countries.  Other  company,  product  and  service  names  may  be  trademarks  or  service  marks  of  others.  ©  2001  IBM  Corporation   All  rights  reserved. 


BusinessWeek  e.biz    COVER  STORY 


revolve  around  how  venture  capitalists  run 
their  own  ships.  While  many  have  operat- 
ed like  mom-and-pop  shops  for  years,  ves 
are  starting  to  behave  more  like  the  well- 
run  businesses  they  like  to  fund.  It's  a 
move  that  is  long  overdue,  say  experts, 
especially  for  a  community  that  makes  its 
living  trying  to  build  lasting,  tightly-run  en- 
terprises. "If  any  one  of  a  venture  firms' 
portfolio  companies  were  run  the  way 
they  are,  they  would  kill  them,"  says 
Michael  Homer,  an  investor  in  several 
high-profile  venture  funds. 

Many  venture  firms,  including  Accel 
and  Redpoint,  have  begun  to  hire  chief 
operating  officers  to  manage  internal  op- 
erations. And  they  are  creating  programs 
to  address  staff  training  and  infrastructure 
issues.  Battery  Partners,  arguably  the  largest 
venture  firm  focused  on  early-stage  in- 


gone  into  the  hedge-fund  business,  putting 
cash  into  the  public  markets  with  both 
long  and  short  positions,  tcv  launched  a 
$140  million  fund  devoted  to  public-mar- 
ket investing,  which  is  up  more  than  30% 
for  2000,  while  the  Nasdaq  sunk  39%. 
Near-term,  tcv  wants  to  grow  that 
fund  to  $500  million. 

Accel,  one  of  the  most  respected 
venture  firms,  is  branching  out,  too.  It 
hooked  up  with  buyout  king  Kohlberg 
Kravis  Roberts  &  Co.  last 
year  to  integrate  off-  and 
online  opportunities  within 
Corporate  America.  The 
idea  is  to  use  kkr's  vast  net- 
work of  contacts  to  identify  and 
ultimately  land  clicks-and-bricks 
deals.  Their  $250  million  fund, 
one  of  the  few  in  the  industry,  al- 


ero's  Crosspoint  Venture  Partners.  A  Sili- 
con Valley  outfit  that  backed  lots  of  high- 
fliers, including  Brocade  Communications 
Systems,  Ariba,  and  Juniper  Networks,  it  is 
one  of  the  best-performing  firms  around. 
One  of  its  funds,  raised  in  1996,  has 


Many  venture  firms  have  begun  to 

hire  chief  operating  officers 

to  manage  their  internal  operations 


vesting,  is  convinced  that  the  most  suc- 
cessful venture  firms  will  be  those  that 
scale  their  businesses  most  efficiently.  It  has 
increased  spending  on  its  computer  sys- 
tems and  facilities  to  cope  with  its  growth 
from  eight  investing  professionals  in  1990 
to  40  today.  The  firm  plans  to  hire  12 
people  this  year  to  bring  its  total  staff 
headcount  to  64  so  it  has  the  capacity  to 
handle  a  larger  number  of  investments 
down  the  road.  "Our  industry  will  be 
gready  dominated  by  firms  that  are  insti- 
tutional and  have  reached  economies  of 
scale,"  says  Battery  partner  Thomas  J. 
Crotty.  "It's  a  dramatic  change." 

David  Spreng,  managing  partner  at 
Crescendo  Ventures,  couldn't  agree  more. 
His  firm  is  planning  to  build  a  global 
franchise  dedicated  to  early-stage  investing 
in  communications  technologies.  That's 
why  Crescendo  has  created  teams  of  spe- 
cialists from  different  disciplines  to  work 
with  each  of  its  portfolio  companies  so 
that  no  partner  is  overwhelmed  by  the 
help  any  one  company  might  need. 

Firms  are  just  as  vigorous  about  rejig- 

gcring  the  way  they  make  money  during 

these  tough  economic  times.  Technology 

ver  Ventures  has  doubled  its  funding 

of  companies  later  in  their  developments, 

king  more  risky  startups.  It  also  has 


ready  has  backed  ventures  with  Mc- 
Donald's, Safeway,  and  Wal-Mart  Stores. 
It's  a  risk,  of  course,  but  one  that  Accel's 
Breyer  says  is  necessary  to  maintain  re- 
turns of  at  least  25%  to  35%  in  a  down 
market.  "We  don't  think  business  as  usual 
alone  will  generate  the  returns  we're  look- 
ing for,"  says  Breyer. 

Of  course,  there  are  plenty  of  firms 
that  believe  business  as  usual  is  exacdy 
what  venture  needs.  They  are  welcoming  a 
calmer  investment  environment  and  the 
exit  of  frothy,  irrational  market  conditions. 
They  say  that  companies  backed  now  have 
a  greater  shot  at  success  because  they  will 
have  more  time  to  build  their  business 
fundamentals  and  won't  face  pressure  from 
rivals  or  bankers  to  put  out  products  pre- 
maturely or  to  go  public  without  a  plan 
for  profitability.  "As  difficult  as  it  is,  it's  a 
healthy  thing,"  says  New  Enterprise  As- 
sociates partner  C.  Richard  Kramlich,  a 
veteran  vc. 

For  venture  capitalists,  maybe.  But  not 
so  for  America's  innovation  engine.  With 
so  much  focus  on  saving  existing  portfo- 
lios, few  investors  are  willing  to  roll  the 
dice  on  expensive,  long-term  projects 
whose  returns  could  be  many,  many  years 
away,  if  ever.  No  example  of  this  unwill- 
ingness is  more  telling  than  that  of  Shap- 


turned  $100  million  into  $4  billion.  It 
also  is  considered  to  have  a  good  eye  for 
breakthrough  technologies. 

So  it's  not  surprising  that  Crosspoint 
had  little  trouble  getting  commitments 
for  a  $1  billion  fund  it  intended  to 
launch  late  last  year.  But  at  the  last 
minute,  the  firm  did  an  about-face  and 
informed  investors  that  it  wasn't  going  to 
take  their  money  after  all.  Shapero  ex- 
plains that  the  uncertainties  of  the  cur- 
rent stock  market  are  driving  the  firm  to 
adopt  a  more  conservative  stance,  par- 
ticularly when  it  comes  to  backing  big 
ideas.  He  says  that  focusing  on  previous 
investments  may  be  a  smarter  move  right 
now  than  looking  for  new  opportuni- 
ties. "You  can  create  the  greatest  compa- 
nies known  to  man  and  still  be  stuck 
with  small  returns,"  says  Shapero. 

That's  not  to  say  that  there  still  won't 
be  great  technologies  emerging.  Nor  is  it  a 
verdict  that  venture  capital  will  cease  to  be 
one  of  the  best-performing  asset  classes 
around.  It  will  be.  But  it  is  a  stark  re- 
minder that  even  venture  capital  is  a  cycli- 
cal industry  that  Is  vulnerable  to  the  whims 
of  Wall  Street.  Not  even  Shaquille  O'Neal 
or  Herb  Allen  can  change  that.  • 
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I  CAN  T  ANSWER  THAT. 


I'M  SORRY. 

I  WISH  I  COULD  HELP. 

LET  ME  REFER  YOU  TO  A  COMPANY  THAT 

CARES  ABOUT  ITS  CUSTOMERS. 


In  the  age  of  eBusiness, 
one  fat  i  dominates  .ill  others:  customers 

arc  in  control. 

\\  hether  through  a  call  to  a  toll-free 
number,  a  visit  to  a  stoic  down  the 
street,  or  the  click  of  a  mouse  to  Web 
sites  around  the  world,  customers  expect 
a  consistently  positive  experience. 

Foj  organizations  everywhere  and 
of  everv  size,  the  implication  is  clear: 
keep  your  best  customers  100%  satisfied 
or  risk  losing  them  altogether. 

But  keeping  customers  completely 
satisfied  is  getting  harder  and  harder.  Customers 
arc  demanding  more  and  more — faster  delivery, 
broader  selection,  customized  products  and  services, 
better  value  and  instant  response  to  inquiries.  In 
other  words,  thev  want  to  do  business  on  their 
terms,  not  on  yours. 

At  Siebel  Systems,  we  make  the  applications  that 
companies   need   to   succeed   in   today's   ruthlessly 


competitive,  customer-driven  eBusmess 
environment. 

Our  applications  give  everyone  in 
your  organization  access  to  the  same 
real-time  information.  So,  no  matter 
where  or  with  whom  your  customers 
interact,  they  feel  as  if  they  are  having 
one  continuous  and  uninterrupted 
dialogue. 

With  Siebel  eBusiness  Applications, 
you'll  have  the  ability  to  do  business 
any  way  your  customers  want — am  time, 
anywhere,   in   any   language,   in   any 
currency,  through  any  communication  channel. 

It's  called  multichannel  eBusiness.  And  it's  already 
working  for  customer-focused  companies  such  as 
IBM,  Charles  Schwab,  and  WorldCom. 

To  learn  more  about  eBusiness  and  how  it  can 
change  your  company,  visit  www.siebel.com/ebusiness 
or  call  us  direct  at  800.356.3321.  And  your  customers 
will  never  have  to  hear  "I'm  sorry"  again. 
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In  a  major  study,  Siebel  solutions  helped  increase  revenue  by  16%,  customer  satisfaction  by  21%  and 
employee  productivity  by  21%.  Which  makes  for  happy  shareholders.  And  not-so-happy  competitors. 
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The  General  Says 
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Charge! 
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With  Yahoo!  reeling,  Jeffrey  Mallett  must 
rally  the  troops  and  pull  in  more  cash 

Jeffrey  Mallett  knows  a  thing  or  two  about  being  an 
underdog.  The  five-foot,  five-inch,  140-pound  Ya- 
hoo! Inc.  president  looks  like  a  kid  just  out  of 
short  pants.  Back  in  college,  his  appearance  won 
him  runner-up  status  in  a  Michael  J.  Fox  look-alike 
contest.  But  those  boyish  looks  can  be  a  draw- 
back in  the  gritty  business  world.  People  regularly 
mistake  Mallett  for  a  twentysomething  marketing  assistant, 
rather  than  Yahoo's  36-year-old  field  general.  On  more 

than  one  occasion,  Mallett  has  found 
himself  straining  to  convince  business 
associates  he  has  just  met  that  he  is,  in- 
deed, Yahoo's  No.  2  exec.  "Sometimes, 
people  will  just  gasp  when  I  introduce 
myself,"  he  admits. 

It's  a  nuisance,  but  Mallett  doesn't  let 
first  impressions  hold  him  back.  While 
Yahoo's  big-picture  co-founder,  Jerry 
Yang,  and  mellow-as-wine  Chief  Execu- 
tive, Timothy  A.  Koogle,  get  most  of  the 
ink,  no  one  has  been  more  responsible  for 
the  megaportal's  rise  to  Internet  star- 
dom than  Mallett,  the  third  of  the  com- 
pany's "Three  Amigos."  With  Mallett  in 
PHOTOGRAPHS  BY  charge  of  day-to-day  operations,  six-year- 
ROBERT  CARDIN       old  Yahoo  has  established  itself  as  the 


second-most-popular  entry  point  to  the 
Internet,  after  America  Online  Inc.,  with 
an  audience  of  55  million  visitors.  Better 
yet,  the  company  has  been  churning  out 
the  dough,  registering  a  profit  of  $291 
million  on  $1.1  billion  in  sales  for  2000. 
"Mallett  has  been  the  wizard  behind  the 
curtains  pulling  all  the  levers,"  says 
Andrea  Williams  Rice,  managing  director 
of  Deutsche  Banc  Alex.  Brown. 

But  suddenly,  Yahoo  is  sputtering. 
Blindsided  by  a  sudden  slowdown  in  In- 
ternet advertising  spending,  which  ac- 
counts for  90%  of  its  revenues,  this  year's 
sales  are  expected  to  slow  to  $1.19  bil- 
lion— a  paltry  7%  growth  rate,  down 
from  88%  last  year.  Analysts  say  its  prof- 
its could  drop  to  $248  million  this  year. 
Fearful  investors  have  sheared  Yahoo's 
market  valuation  by  80%,  or  $90  billion, 
since  early  2000. 

Now,  the  time  has  come  for  Mallett  to 
step  out  from  behind  the  curtain  and 
prove  that  he's  more  Napoleon  than 
Wizard  of  Oz.  It's  his  job  as  president 
and  coo  to  reduce  the  company's  re- 
liance on  dot-com  advertisers  and  better 
cash  in  on  its  immense  audience.  In  an 
attempt  to  super-size  revenue  growth, 
Mallett  is  spearheading  several  initia- 
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tives,  internally  dubbed  "Yahoo  2.0." 
In  the  advertising  realm,  Mallett  aims 
to  winnow  the  company's  dot-com 
clients  from  33%  of  its  advertising  sales 
to  just  15%  by  the  end  of  the  year.  To 
accomplish  this,  he  is  trying  to  tone  down 
Yahoo's  brash  swagger  at  the  deal  table — 
which  is  at  least  partly  due  to  his  own 
cocky  personality.  In  the  past,  Yahoo  has 
been  reluctant  to  negotiate  on  rates  or 
other  terms — and  that  alienated  potential 
brick-and-mortar  advertisers.  Now,  it's 
showing  a  new  willingness  to  do  busi- 
ness their  way.  It's  also  attempting  to 
boost  ad  revenues 
in  the  23  foreign 


markets  where  it  operates  portals. 
To  goose  nonadvertising  revenues, 
Mallett  is  expanding  some  of  the  com- 
pany's newer  businesses.  Yahoo  just  began 
selling  customized  Web  portals  for  cor- 
porations. Lump  that  together  with  its 
Web  conferencing  business,  and  Mallett 
expects  the  two  to  double  in  size  this 
year,  to  $200  million,  or  17%  of  revenues. 
Mallett  also  aims  to  charge  up  e-com- 
merce.  Yahoo  gets  a  cut  each  time  a  vis- 
itor shops  at  one  of  more  than  120  ma- 
jor retailers  in  its  online  mall.  Mallett  is 
trying  to  woo  more  stores — and  analysts 
expect  him  to  nearly  triple  that  business, 
to  $90  million,  this  year. 


P^^cV  1     Jeffrey  Albert  Dimery  Mallett 


Born:  Aug.  7, 1964, 
in  Vancouver,  B.C. 

Education:  stints 
at  University  of 
Victoria,  Santa 
Rosa  Junior  College, 
and  San  Francisco  State  University, 
but  nine  credits  short  of  a  business 
degree.  "Someday  I'm  going  to  fin- 
ish that  off,"  Mallett  swears. 

Early  passion:  Soccer.  All-confer- 
ence in  college,  he  scored  a  tryout 
with  the  Portland  Timbers  of  the 
now-defunct  North  American  Soc- 
cer League.  Mallett  hung  up  his 
cleats  after  breaking  his  heel  in  his  fi- 
nal game  at  San  Francisco  State. 

Entrepreneurial  roots:  Caught 
business  fever  as  a  youth,  helping 
his  father  and  stepmother  run  fam- 
ily-owned companies,  including  a 
motor-home  rental  business,  a  tea 
room,  a  powdered-milk  distribution 
outfit,  and  a  telecom  company.  "I 
took  an  immediate  liking  to  profit- 
and-loss  statements,"  says  Mallett. 

Career:  Began  selling  home  insur- 
ance at  16.  Was  the  top  sales  per- 
former at  dad's  telecom  outfit,  Is- 
land Pacific  Telephone,  1985-87. 
Joined  San  Francisco  startup  Refer- 
ence Software  in  1988  as  a  summer 
intern  before  taking  over  sales  and 


marketing.  Reference  in  1994  be- 
came part  of  Novell,  where  Mallett 
ran  its  consumer  unit.  Joined  Ya- 
hoo! in  '95  as  No.  2  exec,  now  hold- 
ing the  titles  of  president  and  COO. 

Management  style:  A  blunt, 
charismatic,  and  often  cocky  leader, 
Mallett's  fiery  approach  is  in  stark 
contrast  to  Yahoo  CEO  Timothy 
Koogle's  unflappable,  mellow-as- 
wine  demeanor.  "He's  the  big 
thinker,  and  I  make  sure  everything 
happens,"  says  Mallett. 

Family:  Proposed  to  wife,  Claire,  15 
years  ago  over  the  phone  while  she 
was  studying  abroad  in  Florence. 
"I  wasn't  down  on  one  knee,  but 
she  could  hear  the  begging  in  my 
voice,"  says  Mallett.  Two  daugh- 
ters: Victoria,  6,  and  Amber,  3. 

Frivolities:  Season  tickets  to  both 
the  San  Jose  Sharks  and  the  San 
Francisco  Giants,  an  entry  into  this 
month's  Pebble  Beach  National  Pro- 
Am  golf  tournament,  and  a  bud- 
ding baseball  hat  collection  that 
numbers  nearly  60. 

Nicknames:  In  high  school,  Mal- 
lett and  a  couple  other  vertically 
challenged  soccer  teammates  were 
dubbed  "the  Smurfs."  Since  joining 
Yahoo,  his  nonstop  motor  has 
earned  him  the  nickname  "Sparky." 
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To  make  things  happen  fast,  Mallett  is 
rethinking  the  way  he  operates.  He's 
spending  20%  more  time  on  the  road, 
spreading  the  gospel  of  a  new,  more  di- 
versified Yahoo  to  employees,  advertis- 
ers, and  potential  partners.  It's  a  zeal  he 
expects  employees  to  match.  At  a  man- 
ager's retreat  in  Yosemite  National  Park 
in  October,  just  as  the  Net-advertising 
malaise  began  to  hit  home,  Mallett  chal- 
lenged 275  execs  to  do  a  gut  check.  If 
they  weren't  100%  committed,  he  said,  it 
was  time  to  move  on.  "Whenever  Jeff 
speaks,  you  always  get  the  sense  that  he's 
rolling  his  sleeves  up  right  next  to  you," 
says  one  attendee.  Says  Yang:  "We're  en- 
tering a  whole  different  mind-set.  Jeff  is 
making  our  troops  understand  that." 

Mallett's  game  plan  has  won  the  ap- 
proval of  most  analysts,  but  it's  not  clear 
yet  that  he's  going  far  enough,  fast 
enough.  The  newer  revenue  streams  will 
take  a  couple  of  years  to  fully  develop, 
leaving  Yahoo's  advertising  makeover  as 
its  most  important  short-term  push.  Even 
though  Mallett  &  Co.  are  reaching  out 
to  traditional  advertisers  and  building 
relationships  with  their  agencies,  some 
changes  are  slow  in  coming.  "Unless 
you're  talking  about  a  contract  in  the 
millions  of  dollars,  you  get  the  same  old 
Yahoo,"  gripes  an  executive  at  a  major 
U.  S.  advertising  agency. 

Easy  pickings?  If  Mallett  falls  short  of 
his  goals,  the  consequences  could  be  dire 
for  Yahoo.  With  a  low  stock  price,  it  can 
no  longer  afford  to  buy  companies  to 
boost  its  technology,  content  offerings, 
or  viewership.  Meanwhile,  it's  easy  pick- 
ings for  Old  Media  giants  looking  to  buy 
a  valuable  piece  of  Net  real  estate  on  the 
cheap.  Both  Walt  Disney  and  News  Corp. 
have  expressed  interest  over  the  past  18 
months  in  acquiring  Yahoo,  according 
to  Mallett,  and  Viacom  is  rumored  to  be 
interested,  too.  While  being  taken  over 
could  still  be  lucrative  for  Yahoo  investors 
and  employees,  it  would  be  a  major  dis- 
appointment for  a  swashbuckling  outfit 
that  has  long  insisted  it  can  become  the 
preeminent  media  company  of  the  21st 
century. 

The  Yahoo  makeover  is  the  defining 
moment  in  Mallett's  budding  career.  Af- 
ter cutting  his  teeth  at  over  a  half-dozen 
family-run  businesses  in  Victoria,  B.C., 
Mallett  made  a  name  for  himseli  .is  .1 
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"A  U.S.  technology  company  asked  us  to  assess  growth  alternatives.  Should 
they  look  for  venture  capital?  Go  public?  Find  a  strategic  fit?  We  came  up  with 
the  answer:  a  European  firm  that  wanted  a  U.S.  beachhead.  We  helped  our 
client  complete  its  deal  in  a  month— and  now  they're  a  tough  global  competitor." 

—  Kimberly  Valentine,  Management  Solutions  S  Services 


For  Management  Solutions  &  Services 

the  answer  is  the  people  of  Deloitte  &  Touche 
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maverick  marketer  at  several  software 
companies,  culminating  as  vice-presi- 
dent of  the  consumer  division  at  Novell 
Inc.  Equal  parts  charming,  cocky,  and 
combative,  he's  known  for  the  bound- 
less energy  that  has  earned  him  the  nick- 
name "Sparky"  around  Yahoo's  purple- 
and-yellow  Santa  Clara  (Calif.)  offices. 
He's  a  bit  of  an  enigma.  Inside  Ya- 
hoo, he  has  established  himself  as  a 
charismatic  team-builder  who  is  revered 
for  his  ability  to  keep  everyone  on  the 
same  page  and  the  company's  execution 
well-oiled.  Outside,  Mallett's  feisty  im- 
patience has  stirred  up  some  criti- 
cism from  analysts  and  business 
associates.  One  Wall  Street  analyst, 
for  instance,  gripes  that  Mallett  will 
rudely  interrupt  if  he  doesn't  like  the 


Mallett  on  the 
Yahoo!  Hot  Seat 


•Woo  traditional  advertisers:  With  dot- 
coms imploding,  Yahoo  must  convince  traditional  businesses 
that  the  Web  is  the  place  to  advertise. 


•  Diversify  revenue  streams:  Yahoo  hopes  to  more  than  double 
its  subscription  and  enterprise  businesses  this  year,  to  $240  million. 


Counter  AOL  Time  Warner  threat:  Yahoo  must  partner  with 
traditional  media  to  match  the  breadth  of  rival  AOL  Time  Warner. 


Go  global:  With  nearly  30%  of  its  traffic  coming  from  beyond  the 
U.S.,  the  company  is  seeking  global  partners  to  up  overseas  revenues. 


line  of  questioning.  "He'll  just  abruptly 
say,  'Next  question.'"  says  the  analyst, 
who  requested  anonymity. 

In  spite  of  the  challenges  stacked 
against  him,  Mallett  is  as  confident  as 
ever.  He  points  out  that  competitors  are 
falling  by  the  wayside.  The  most  recent 
flop:  Disney's  Go.com.  "This  is  our 
chance  to  grab  market  share,"  insists  Mal- 
lett. "When  I  see  other  portals  cutting 
back,  I  smell  blood."  He  acknowledges 
that  aol  Time  Warner,  with  its  broad 
family  of  online,  print,  tv,  and  movie 
properties,  has  tremendous  pull  with  ad- 
vertisers. But,  he  insists,  "I'd  much  rather 
be  in  my  chair  right  now.  Our  vision  can 
ater  than  aol  Time  Warner. . .  in 
I  (J  years." 

Because  Yahoo  is  indepen- 
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dent  and  doesn't  compete  with  tradi- 
tional media  companies  like  Bertelsmann 
or  Reuters  Group  PLC,  Mallett  believes 
it's  a  more  inviting  partner — and  a  more 
potent  media  outlet — than  aol,  which 
competes  with  some  of  these  companies 
through  its  Time  Warner  assets.  If  Ya- 


League  as  content  partners. 
This  is  the  kind  of  uphill 
challenge  that  Mallett  relishes. 
As  a  kid,  he  threw  himself  into 
sports.  Despite  being  inches 
shorter  than  most  teammates,  he 
used  his  hustle  to  become  one  of 
the  top  young  athletes  in  Victoria,  an 
upscale  city  of  300,000.  While  Mallett 
was  a  stellar  hockey  goalie  and  a 
skilled  catcher  at  baseball,  he 
thrived  at  soccer.  The  speedy  kid 
set  scoring  records  in  high 
school,  earned  a  scholarship 
to  the  University  of  Victo- 
ria, and  was  eventually 
offered  a  tryout  with  the 
Portland  Timbers  of  the 
now-defunct  North  Ameri- 
can Soccer  League.  "It  didn't 
matter  to  him  that  everyone  was 
bigger.  Jeff  was  absolutely  fearless,"  says 
childhood  buddy  Scott  Longpre. 

Quick  Study.  Mallett's  innate  talent 
as  a  leader  showed  up  early.  Thanks  to  his 
intensity  and  his  confidence,  he  was  the 
captain  of  most  of  his  teams — and  would 
prod  teammates  when  they  didn't  do 
their  best.  When  he  was  12,  his  family 
moved  about  30  minutes  across  town. 
But  his  coach,  eager  to  keep  his  team's 
leader,  offered  to  drive  the  half  hour  to 
pick  up  and  drop  off  Mallett  from  prac- 
tice. "For  a  12-year-old  kid,  he  had  an 
unbelievable  ability  to  orchestrate  an  en- 
tire team,"  says  Mallett's  father,  Brian. 

Mallett's  passion  for  sports  was  over- 
shadowed only  by  his  zeal  for  business. 
When  Mallett  turned  10,  his  father  and 
stepmother,  Marilyn,  converted  their 
comfortable  upper-middle  class  home 
into  a  command  center  for  numerous 
family  businesses,  from  a  tea  room  to  a 
powdered-milk  distribution  outfit  to 
a  motor-home  rental  company.  Mallett 


'When  I  see  other  portals 

cutting  back,  I  smell  blood' 


hoo  can  turn  its  neutrality  into  a  more 
robust  array  of  online  content  than  AOL's, 
viewers  and  advertisers  will  certainly  fol- 
low. At  least  that's  the  theory.  Mallett 
has  reason  to  hope:  In  the  past  four 
months,  Yahoo  has  landed  Dow  (ones, 
ABC  News,  and  the  National  Football 


immersed  himself  in  the  businesses,  sur- 
prising the  entire  family  with  his  knack 
for  getting  things  done  quickly  and  effi- 
ciently. One  example:  As  .1  waiter  in  the 
tea  room,  he  would  take  orders  for  large 
groups  without  writing  anything  down. 
By    16,    Mallett    ventured    out    on    his 


The  wisdom  of  experience. 
The  energy  of  youth. 
Limitless  potential. 


covisint 


Covisint,  combining  the  heritage 
of  the  automotive  industry  and  the 
promise  of  Internet  technology  to 
open  a  new  window  of  possibility. 
Covisint  is  a  global  automotive 
business-to-business  exchange 
developed  by  DaimlerChrysler, 
Ford  Motor  Company,  General  Motors, 
Nissan,  Renault,  Commerce  One 
and  Oracle. 

Here,  connection  increases  organization. 
Collaboration  transcends  geography. 
Speed  breeds  efficiency. 
Knowledge  is  exchanged  securely. 
This  time,  everyone  gets  to  grow. 


covisint.com 
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own,  selling  home  insurance  after  school. 
Nothing  has  ever  been  handed  to  him. 
During  the  summers  while  attending  col- 
lege, he  would  work  day  jobs  and  serve 
drinks  in  a  restaurant  bar  at  night.  When 
he  took  a  year  off  to  bum  around  Aus- 
tralia, he  ran  out  of  money  and  called 
his  parents  for  a  loan.  No  dice.  "They 
said  if  I'm  out  of  money,  it's  time  to 
come  home,"  recalls  Mallett,  who  land- 
ed a  job  busing  restaurant  tables  to  pro- 
long his  trip.  He  has  shown  the  same 
gritty  work  ethic  ever  since.  Sometimes, 
if  he  comes  back  to  the  office  from  a 
business  trip  at  11  p.m.,  he'll  work 
through  the  night. 

"Not  a  tyrant."  He's  not  all  work, 

though.  A  devoted  family  man,  Mallett 
sets  aside  time  every  Sunday  for  ice  skat- 
ing or  going  to  the  beach  with  wife 
Claire  and  two  daughters,  ages  6  and  3. 
He  even  squeezes  in  a  couple  of  trips  a 
year  to  Victoria  to  visit  his  92-year-old 
grandmother.  "He  absolutely  adores 
her,"  says  longtime  pal  James  Shypitka, 
who  traveled  with  Mallett  across  the 
South  Pacific. 

While  Mallett  seems  to  have  mastered 
the  art  of  attaining  inner  calm  at  home, 
at  work  he's  on  a  self-improvement  quest. 
It's  the  "arrogant"  thing.  He's  knows  it's 
a  problem  and  is  trying  to  become  more 
of  a  diplomat.  "Sometimes  my  passion 


Three  Amigos:  While  Yang  and  Koogle  get  most  of  the  ink,  Mallett  is  key  to  Yahoo's  rise 


ing  the  way  it  sells  advertising.  When  Ya- 
hoo burst  onto  the  scene  in  1994,  it  often 
had  to  skirt  traditional  advertising  agen- 
cies that  were  slow  to  grasp  the  Net  and 
go  straight  into  customer  boardrooms.  If 
a  customer  wasn't  ready  to  set  up  an  ad- 


AAallett's  latest  crusade:  Stoking  the 

passion  of  Yahoo's  workforce 


gets  ahead  of  me.  Koogle  is  really  helping 
me  work  on  my  patience,"  he  says.  This 
has  helped  Yahoo  win  deals  with  big 
clients  such  as  Compaq  Computer  Corp. 
The  two  companies  resolved  the  financial 
terms  of  a  complex  advertising  and  com- 
puter purchase  deal  in  just  one  day.  "The 
whole  tone  of  the  negotiations  was  flex- 
ibility," says  Jeff  Clarke,  Compaq's  vice- 
president  for  finance  and  strategy  in  the 
sales  division,  who  credits  Mallett  for 
making  things  happen.  Based  on  things 
he  had  heard,  he  expected  Yahoo  to  be 
hard  to  deal  with,  but  "we  were  very 
pleasantly  surprised." 

That's  Mallett' s  model  for  changing 
how  the  company  is  viewed  in  the  busi- 
ness community.  Priority  One:  revamp- 
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vertising  deal  on  the  spot,  usually  at  the 
terms  Yahoo  dictated,  Yahoo  would 
quickly  move  on — leaving  hard  feelings 
in  its  wake. 

To  help  polish  Yahoo's  reputation, 
Mallett  a  year  ago  hired  30-year  ad-in- 
dustry veteran  S.  Murray  Gaylord  to 
cultivate  agency  relationships.  Yahoo  is 
trying  to  move  sales  from  simple  dollar 
negotiations  to  a  consulting  approach, 
spending  months  with  critical  advertis- 
ers in  teaching  them  how  to  build 
brands  via  the  Net. 

Mallett' s  latest  crusade  is  stoking  the 
passion  of  Yahoo's  workforce.  With  many 
employees'  stock  options  under  water, 
Mallett  must  sell  the  game  plan  more 
vigorously  than  ever.  He's  stepping  up 


visits  to  satellite  offices  and  holding  reg- 
ular Web  conferences.  He  has  even  made 
the  2001  business  plan  required  reading 
for  the  entire  company.  "[Mallett's]  not 
a  tyrant,"  says  Tim  Sanders,  director  of| 
Yahoo's  ValueLab  Group.  "He'll  put  his 
arm  around  you  and  ask,  'How  can  I 
keep  you  motivated?' " 

Mallett's  own  duties  are  gradually 
shifting.  Although  he's  still  primarily 
Mr.  Inside,  he  is  slowly  taking  on  more 
jobs  outside  the  office,  like  meeting  with 
customers  and  potential  partners.  With 
Yahoo  looking  to  beef  up  its  veep-level 
talent  with  several  new  outside  hires 
possibly  easing  some  of  the  operations 
burden,  Mallett  will  only  move  further 
into  the  limelight.  Whether  he  can  reju- 
venate Yahoo  remains  to  be  seen.  But 
with  a  more  visible  role,  one  thing  is 
certain:  No  one  is  likely  to  once  again 
mistake  Mallett  for  a  junior  marketing 
assistant  anytime  soon. 

Contributing:  Linda  Himektein  in  Sa 
Mateo,  Calif. 


For  a  O&A  with  Yahool  President  Jeff 
Mallett,  go  to  ebiz.businessweek.com. 
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tot  if  you  could  double  your  profits  by  anticipating  the  exact  price  your  customers  were  willing  to  pay 

fet  if  you  could  find  efficiencies  in  every  aspect  of  your  business  without  disrupting  your  business? 

»t  if  supply  chain  management  was  united  with  pricing/revenue  optimization  in  a  single  end-to-end 

■on  to  achieve  Enterprise  Profit  Optimization™{EPO)?  What  if  there  was  software  that  did  just  that? 

EXPAND    YOUR    MARGINS." 

,  www.manugistics.coi 
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THE  FABLED  FIVE  NINES.  ELUSIVE,  COVETED,  A 


j^'l Windows  2000 

Server  Family 


For  a  server  operating  system,  the  five  nines  are  a  measure  of  reliability  that  translates  in 
over  five  minutes  of  server  downtime  per  year*  For  your  business,  that  means  servers  a 
and  running  when  people  need  them.  Of  course,  rumors  of  this  99.999%  uptime  usuall 
under  ideal  lab  conditions.  But  where  are  these  five  nines  when  your  business  needs  th 
If  you're  using  Microsoft"  Windows'"  2000  Server-based  solutions,  they  may  be  closer  th 
think.  Today  Starbucks,  FreeMarkets  and  MortgageRamp,  an  affiliate  of  GMAC  Comme 
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'This  level  of  availability  Is  dependent  on  many  factors  outside  of  the  operating  system,  Including  other  hardware  and  software  technologies,  mission-critical  operational  processes  and  professions 
1  rights  reserved  Microsoft,  Windows,  and  the  Windows  logo  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  In  the  United  States  and/or  other  count n.      rhensj 
products  mentioned  herein  may  be  the  trademarks  of  their  respective  owners. 
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SER  THAN  YOU  THINK. 

ige,  are  using  Windows  2000  Server-based  systems  designed  to  deliver  99.999%  server 
.  Of  course,  not  all  installations  require  this  level  of  reliability,  but  one  thing  is  for  sure:  The 
vs  2000  Server  family  can  help  you  get  to  the  level  of  reliability  you  need.  In  fact,  industry 
;  such  as  Compaq,  Hewlett-Packard,  Unisys,  Stratus  and  Motorola  Computer  Group  can  work 
1  to  deliver  solutions  with  up  to  five  nines  uptime.  To  learn  more  about  server  solutions  you 
-int  on,  visit  microsoft.com/windows2000/servers  Software  for  the  Agile  Business. 
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Hammering 
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DARNELL  LITTLE 


the  Web 


Selling  home-improvement  products  online  is 
an  uphill  battle,  but  the  combatants  are  hard  at  it 


n  e-tailing,  it's  getting  pretty  tough  to  hit  the  nail  on  the 
head.  But  it's  especially  tricky  in  home  improvement  and 
hardware,  one  of  the  last  retail  categories  to  move  online. 
This  elusive  area  ranks  as  No.  16  out  of  a  listing  of  20  Net  cat- 
egories tracked  according  to  their  potential  by  Goldman, 


Sachs  &  Co.  For  starters,  few  consumers 
want  to  buy  lumber  online  because  it  would 
cost  an  arm  and  a  leg  to  ship.  Plus,  scores  of 
people  make  urgent  trips  to  the  store  be- 
cause their  toilet  is  overflowing  or  they 
have  a  leaky  faucet.  They're  not  going  to 
wait  for  United  Parcel  Service  to  deliv- 
er the  goods  necessary  to  make  the 
repairs.  Market  researcher  Jupiter 
Media  Metrix  estimates  that  on- 
line hardware  sales  will  hit  $170 
million  in  2001 — up  more  than 
double  from  2000,  but  still  only 
a  tiny  fraction  of  the  $186  bil- 
lion overall  home-improvement 
market.  "It's  the  crappiest  segment  of 
the  whole  e-tailer  sector,"  says  Neil  A.  Hastie, 
chief  information  officer  for  hardware  co- 
operative TruServ  Corp.  in  Chicago. 

Established  hardware  companies  have 
no  dot-com  delusions.  They  know  the 
Internet  isn't  ideal  for  selling  wrenches 
and  table  saws.  Instead,  they're  finding 
savvy  ways  to  use  the  Web  to  cut  the  in- 


ventory costs  of  stocking  big-ticket  items 
in  stores  and  to  reach  new  customers. 

Indeed,  the  Web  may  be  just  the  ticket 
for  luring  buyers  into  good,  old-fashioned 
stores.  Home  Depot,  Lowe's,  and  Ace  Hard- 
ware are  using  their  Web  sites  to  provide 
online  hardware  reference  guides  and 
how-to  libraries,  hoping  this  will 
help  buyers  make  decisions.  "I 
think  online  pure  play  isn't  go- 
ing to  work,"  says  Jupiter  Senior 
Analyst  Michael  May.  "But  us- 
ing the  Net  to  enhance  the  of- 
fline experience  is  of  real  value  to 
hardware  stores." 
One  way  to  do  that  is  to  bring 
the  Net  into  the  store.  Big  retail  chains 
such  as  Ace,  Sears,  and  Lowe's  are  testing 
Web  kiosks  in  their  stores  so  customers 
can  get  product  information,  comparison 
shop,  and  even  buy  items — avoiding  long 
checkout  lines.  North  Wilkesboro  (N.  C.)- 
based  Lowe's,  the  nation's  second-largest 
hardware  retailer  with  $15.9  billion  in 
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IF  I  HAD  A  HAMMER... 

►  Home  Depot 

Company  Revenue:  $38.4  billion 

Web  Site:  Homedepot.com,  with  1.2  million  unique  visitors 

Number  of  Products  Online:  40,000 

Strategy:  Pilot  Web  stores  are  open  to  customers  in  Las  Vegas,  Austin, 

Tex.,  and  San  Antonio.  No  schedule  has  been  set  for  a  nationwide  rollout. 

Products  offered  online  vary  according  to  what's  available  in  local  stores, 

allowing  local  delivery  from  those  stores. 

►  Ace  Hardware 

Company  Revenue:  $3.2  billion 

Web  Site:  Ourhouse.com,  with  5.6  million  unique  visitors 
Number  of  Products  Online:  25,000 

Strategy:  Ace  owns  20%  of  OurHouse.com,  a  year-old  Web  site. 
OurHouse  doesn't  focus  on  the  convenience  hardware  market  like  Ace, 
but  on  big  home-improvement  projects  such  as  cabinets,  kitchen  appli- 
ances, and  lawn  tractors. 

►  Amazon.com 

Company  Revenue:  $1.6  billion 

Web  Site:  Amazon.com,  with  21.1  million  unique  visitors 
Number  of  Products  Online:  20,000  products  in  its  hardware  catalog 
Strategy:  Under  its  Tools  &  Hardware  section,  it  sells  hand  and  power 
tools,  plumbing  equipment,  painting  supplies,  and  more.  Users  can  sign 
up  for  e-mail  tool  tips  or  call  one  of  Amazon.com's  hardware  advisers. 
The  site  also  contains  a  Do-lt-Yourself  library,  plus  product  reviews  and 
tool-buying  guides. 

►  Lowe's  Companies 

Company  Revenue:  $15.9  billion 

Web  Site:  Lowes.com,  with  617,000  unique  visitors 

Number  of  Products  Online:  11,000 

Strategy:  In  November,  Lowe's  became  the  last  of  the  major  offline 

hardware  stores  to  amble  online.  Lowes.com  combines  its  catalog  of 

tools  and  appliances  with  online  advice  and  info  on  home  improvement. 

►  Sears  Roebuck 

Company  Revenue:  $41.1  billion 

Web  Site:  Sears.com,  with  6.5  million  unique  visitors 

Number  of  Products  Online:  6,000  tools,  2,800  appliances 

Strategy:  Sears.com  offers  everything  from  electronics  to  lawn  mowers  to 

Craftsman  tools  and  appliances.  Netizens  can  schedule  deliveries,  repairs, 

and  installations.  Home-improvement  advisers  are  available  online,  as  are 

lots  of  product  data. 

COMPANY  REVENUE  AS  OF  1999,  WEB  TRAFFIC  DATA  AS  OF  NOV.  2000,  DATA:  Company  reports 
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sales,  has  been  testing  Web  kiosks  in  30  of 
its  stores  since  March.  "We've  had  people 
tell  us  it's  the  fastest  shopping  they've 
ever  done  at  Lowe's,"  says  Thomas  E. 
Whiddon,  executive  vice-president  of  lo- 
gistics and  technology.  He  expects  half  of 
all  kiosk  purchases  to  be  take-home  buys. 

The  Web  also  is  helping  some  Old 
Economy  companies  sell  products  that 
customers  can't  carry  out  the  door.  At 
retailer  Sears,  research  shows  that  its  Web 
site  influences  10%  of  all  in-store  major 
appliance  purchases.  Better  yet,  sears.com 
customers  on  average  made  at  least  one 
more  trip  to  the  store  than  all  other  cus- 
tomers. Sears  says  the  content  on  its  Web 
site — home-improvement  tips  and  product 
advice — attracts  potential  customers  who 
then  see  promos  for  other  products  and 
come  into  the  stores.  Although  Sears  won't 
reveal  the  average  spending  of  its  online 
customers,  the  company  says  it's  30%  to 
50%  higher  than  the  average  spent  at  its 
brick-and-mortar  stores. 

Going  virtual  may  also  help  hardware 
companies  snag  an  audience  they  have 
failed  to  attract — women.  Ace  says  its  re- 
search shows  that  female  buyers  are  driv- 
ing most  of  the  big  in-home  appliance 
sales.  But  Ace's  in-store  clientele  is  70% 
male.  That's  where  its  minority  stake  in 
hardware  e-tailer  OurHouse.com  comes 
in.  Ace  supplies  75%  of  the  goods  and 
handles  all  fulfillment  chores  for  the  Web 
retailer.  And  Ace  is  testing  a  mini  version 
of  the  OurHouse  Web  site  on  kiosks  in 
some  stores.  The  female  connection:  More 
than  60%  of  the  buyers  at  OurHouse  are 
women.  For  Victoria  Stach,  34,  a  lawyer 
for  the  Chicago  firm  of  Winston  &  Strawn 
and  an  experienced  e-shopper,  buying  a 
light  fixture  and  some  Christmas  pres 
ents  like  a  George  Foreman  grill  at  Our 
House  was  a  breeze.  "It  was  easy,  no-stress, 
no-hassle,"  says  Stach,  who  regularly  shops 
online  because  she  doesn't  have  the  time 
to  wander  through  stores. 

Now  Ace  wants  to  get  Stach  and  other 
women  who  already  shop  online  into  the 
store.  A  new  national  print  and  tv  mar- 
keting campaign  targeting  women  based 
on  life  stages — buying  a  first  home,  having 
a  first  baby,  becoming  an  empty-nester — 
is  scheduled  to  begin  in  February  and 
also  will  run  on  OurHouse. 

For  Tool  Time-type  companies,  the 
less  risky  strategy  is  to  use  the  Net  to 
strengthen  ties  to  the  heavy  spenders 
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TOOL  TIME 


ccording  to  surveys  conducted  by  the  Home  Improvement 
l  Research  Institute,  more  people  are  buying  their  hardware  online. 


►June,  1999.  In  a  survey  of  663  homeowners,  iy.g%  say  they  have 
made  purchases  online.  Of  that  group,  2.2%  indicate  some  of  those 
items  were  home-improvement  products. 


►  June,  2000.  In  a  survey  of  684  homeowners,  21%  say  they  have 
made  purchases  online.  Of  those  online  buyers,  4.1%,  bought 
home-improvement  items  online. 


professional  contractors  who  typically  buy 
higher-margin  products.  That's  why  the 
nation's  largest  home-improvement  re- 
tailer is  focusing  its  Web  strategy  on  the 
pros.  The  $38.4  billion  Home  Depot  ex- 
pects that  Web  sales  will  be  more  attrac- 
tive to  the  30%  of  its  customers  who  are 
professional  contractors,  rather  than  the 
ypical  weekend  Mr.  and  Ms.  Fix-It.  Home 
Depot  began  testing  online  sales  last  Au- 
gust to  customers  in  the  Las  Vegas  area. 
\nd  in  recent  months,  it  added  San  An- 


tonio and  Austin,  Tex.  "Professionals  are 
more  likely  to  use  the  Internet  to  buy, 
along  with  other  channels  like  phone  and 
fax.  We  want  to  give  them  as  many  choic- 
es as  possible,"  says  Home  Depot  Chief 
Information  Officer  Ron  Griffin. 

Not  that  the  remaining  Internet-only 
hardware  sites  are  ready  to  close  up  their 
tool  sheds  just  yet.  CornerHardware.com 
opened  shop  in  February,  1999,  and  offers 
more  than  37,000  home  improvement 
products  on  its  site.  And  in  October  of 


that  year,  Amazon.com  Inc.  pur- 
chased the  catalog  business  of 
Tool  Crib  of  the  North,  a  Grand 
Forks,  N.  D,  construction  equip- 
ment and  tools  company.  One 
month  later,  it  launched  its 
home-improvement  shopping 
area.  Now,  Amazon.com  offers 
more  than  20,000  products  and 
scores  of  hardware  specialists  to 
its  25  million  customers.  The 
company  says  home-improve- 
ment sales  this  past  Christmas 
were  2.5  times  that  of  1999. 

Still,  lacking  a  partnership 
with  a  big  bricks-based  hard- 
ware retailer,  or  a  long-estab- 
lished online  brand  presence  like 
Amazon.com,  pure-play  e-tail- 
ers  face  an  uphill  climb.  Watch- 
ing the  growing  Web  presence 
of  Home  Depot  and  Lowe's,  sev- 
eral analysts  question  Corner- 
Hardware's  ability  to  survive  the 
year.  The  privately  held  company 
insists  it  is  doing  fine,  but  its 
visitors  shrank  by  more  than 
38%  from  October  through  De- 
cember of  last  year,  according 
to  Internet  market  analyst  PC 
Data  Inc.  At  the  same  time,  Web 
traffic  at  Home  Depot  and  Lowe's  shot  up 
70%  and  27%,  respectively. 

Even  having  a  big  backer  in  the  busi- 
ness may  not  be  enough.  Under  its  deal 
with  OurHouse,  Ace  supplies  the  bulk  of 
the  site's  25,000  listed  products.  But  a  dis- 
pute between  the  two  companies  over  who 
gets  manufacturers'  discounts  has  shaken 
the  relationship.  OurHouse  Chief  Executive 
Philip  Airey  isn't  predicting  when  his  com- 
pany will  reach  profitability,  but  he  says  it's 
on  track  with  more  than  750,000  registered 
customers  and  average  sales  figures  of  $50 
for  first-timers  and  $70  for  repeat  cus- 
tomers. He  says  sales  at  the  end  of  2000 
were  more  than  five  times  what  they  orig- 
inally promised  Ace  and  he's  confident 
the  two  companies  will  hammer  out  their 
differences.  Good  luck,  because  being  a 
dot-com  in  the  home-improvement  mar- 
ket isn't  going  to  be  as  easy  as  hitting  the 
nail  on  the  head.   • 


e.biz  online 


For  a  Q&A  with  Neil  Hastie,  chief 
information  officer  of  TruServ  Corp., 
visit  ebiz.businessweek.com. 
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FOLIOfn's  Steve  Wallman  is  taking  on 
the  mutual-fund  giants  with  a  new  way 
of  investing — and  he's  thriving 


teven  M.  H.  Wallman's  timing  couldn't  have  been 
^  worse.  He  launched  his  online  brokerage  and  in- 
vestment firm,  FOLiq/h  Inc.,  last  June,  using 
the  Internet  to  offer  customers  lower  costs 
and  more  flexibility  than  traditional  financial 
products  like  mutual  funds.  The  stock  market 
promptly  turned  in  its  worst  performance  in 
decades,  frightening  away  many  investors.  You 
might  think  Wallman  would  be  wringing  his  hands.  Instead, 
he's  celebrating.  "We're  getting  capital,  customers,  and  partners  in 
an  environment  where  dot-coms  supposedly  can't  get  any  of 
those,"  he  says.  "I  can  only  chalk  it  up  to  the  power  of  our  idea." 
That  idea  is  folio  investing,  folio/w  lets  investors  buy  stocks  in 

PHOTOGRAPHS  BY  KATHERINE  LAMBERT 
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folios,  or  customized  baskets,  prepackaged 
by  the  brokerage  or  selected  by  the  cus- 
tomer. Think  of  a  folio  as  a  personalized 
mutual  fund — a  bundle  of  up  to  50  stocks 
that  can  be  either  diverse  or  focused  by 
industry,  geographic  region,  or  investment 
style.  Wallman's  favorite  example:  An  in- 
vestor can  use  a  folio  to  buy  the  30  most 
promising  biotech  companies,  riding  the 


the  tax  advantages  of  owning  actual  stocks 
instead  of  shares  in  a  fund.  An  investor, 
for  example,  can  decide  to  hold  off  selling 
stocks  that  have  risen  sharply  to  defer 
taxes  until  the  next  year. 

Wallman,  45,  dreamed  up  his  new  way 
of  investing  while  he  was  serving  as  a 
member  of  the  Securities  &  Exchange 
Commission  in  the  mid-1990s.  As  he  saw 


Wallman  pitches  his  'joliD'5  as  a  way 

to  cut  costs  and  boost  j]g;db]J]\ 


industry's  growth  without  having  to  gam- 
ble on  picking  the  two  or  three  biggest 
winners. 

Wallman  is  pitching  his  idea  to  in- 
vestors as  a  way  to  cut  costs,  as  well  as 
boost  their  flexibility.  For  folio/m's  $295 
annual  fee,  an  investor  gets  unlimited 
trades  in  three  folios,  each  containing  up 
to  50  stocks.  For  accounts  with  $25,000  or 
more  invested,  that's  cheaper  than  the 
1.35%  of  assets  that  the  average  equity 
mutual  fund  charges.  What's 
more,  a  folio  investor  enjoys 


it,  individual  investors  were  stuck:  They 
needed  diversified  portfolios  to  minimize 
market  risks,  but  brokerage  commissions 
to  buy  even  30  stocks  were  prohibitive. 
Mutual  funds  offered  diversification  for 
less  cost,  but  took  away  investors'  con- 
trol over  taxes  and  strategy.  Wallman  fig- 
ured folios  could  ignite  a  revolution  in 
investing  by  using  the  Net's  cheaper  trad- 
ing and  investing  tools  to  blend  the  best 
features  of  mutual  funds  and  stocks. 


Investing  the  Net  Way 


With  the  stock  market  in  a  funk,  Wall- 
man  is  proselytizing  more  than  ever.  The 
Vienna  (Va.)  startup  has  poured  $15  mil- 
lion into  advertising  on  investor-oriented 
cable  TV.  He  also  has  cut  deals  to  allow  in- 
vestors to  trade  folios  through  cable  chan- 
nel cnbc's  Web  site  and  more  than  200 
credit  unions. 

While  Wallman  continues  to  recruit 
individual  investors,  he  now  has  his  eye  on 
an  even  bigger  pool  of  money:  the  billions 
of  dollars  that  Americans  entrust  to  fi- 
nancial planners  and  other  advisers.  In 
January,  he  rolled  out  folio  Advisor,  a 
Web  service  that  lets  professional  financial 
planners  set  up  and  manage  folios  for 
their  clients,  with  as  many  as  five  folios 
per  client.  He  also  signed  an  exclusive 
deal  with  Advent  Software  Inc.,  the  leading 
maker  of  software  for  professional  money 
managers,  to  integrate  folio  trading  into 
Advent's  systems. 

folio/m's  pursuit  of  advisers  flies  in 
the  face  of  a  central  notion  of  e-com- 
merce:  that  the  Net  wipes  out  the  mid- 
dleman. Wallman  sees  the  Web 
differently:  In  his  view,  it  lets 


The  interactivity  of  the  Internet  lets  FOLIO/n  offer  innovative  ways  to  invest.  Here  are  examples: 


READY-MADE  FOLIOS 


"Folios"  are  groups  of  20  to  50  stocks  tailored  for 
investment  risks  or  special  interests — say,  stocks  in 
one  industry.  Investors  can  buy  up  to  three  folios 
with  as  many  as  150  stocks. 

HOW  IT  STACKS  UP:  Can  trade  daily  for  a  flat  month- 
ly fee  of  $29.95.  F°r  accounts  over  $25,000,  that's 
cheaper  than  mutual-fund  fees,  which  average 
1.35%  in  equity  funds.  Investors,  however,  sacrifice 
professional  management  of  their  money. 


CUSTOM  FOLIOS 


Investors  can  construct  their  own  portfolios.  For 
instance,  you  could  make  a  customized  folio  for 
higher-than-average  risk  and  potential  return. 

HOW  IT  STACKS  UP:  Investors  can  get  a  diversified 
portfolio  without  paying  brokerage  commissions  for 
each  transaction.  Investors  also  can  control  the  tim- 
ing of  stock  sales  and,  as  a  result,  the  impact  of  taxes. 

STOCK  TRADING 


Investors  can  buy  or  sell  individual  stocks  for 
$14.95  a  trade. 


HOW  IT  STACKS  UP:  Investors  can  mix  active  stock 
trading  with  investing  in  diversified  folios — for  the 
price  of  a  mid-range  discount  broker. 


INVESTMENT  PLANNER? 


A  service  called  Folio  Advisors,  launched  in  Janu- 
ary, lets  financial  planners  set  up  and  manage  di- 
versified accounts  for  clients,  with  up  to  five  folios 
per  client. 

HOW  IT  STACKS  UP:  Planners  can  charge  less  and  at- 
tract accounts  in  the  $ioo,ooo-$i  million  range — 
portfolios  that  traditionally  have  been  too  small  for 
professional  money  managers. 


CROSS-SELLING 


Through  licensing  deals,  FOLIO/h  creates  folios 
based  on  recommendations  from  Motley  Fool, 
Money,  and  other  publications.  In  January,  the  ca- 
ble channel  CNBC  started  allowing  investors  to  set 
up  lists  of  favorite  stocks  on  its  Web  site  and  buy 
the  stocks  as  a  folio. 

HOW  IT  STACKS  UP:  Easy  investing  in  recommenda- 
tions from  recognized  sources. 
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Using  our  own  E-Business  Suite, 

Oracle  saved 

$1  billion  in  1  year. 
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"  e-Procurement: 
Modeling  The  Buy  Side 
of  B2B  Commerce" 

Procurement  is  certainly  not  a  new 
topic  on  the  e-business  front.  In 
fact,  in  the  year  2000,  it  seemed 
like  a  new  exchange  or  market- 
place was  built  every  day  -  for  the 
steel  industry,  for  the  automotive 
industry,  for  every  industry.  Was  it 
only  hype?  Or  is  there  a  real,  mea- 
surable business  value  associated 
with  e-procurement? 

According  to  Sheila  Konczewski, 
Director  of  Marketing,  e-Business 
Solutions,  for  Unisys  Corporation, 
"As  the  transformation  of 
companies  continues  into  2001 , 
companies  are  beginning  to  feel 
competitive  pressure  to  get  their 
e-procurement  initiatives  in  place," 
said  Sheila.  They  should  be  asking 
a  very  importation  question:  What 
business  model  should  be  used? 
Should  you  host  the  procurement 
function  yourself?  Or,  should  you 
outsource  to  an  ASP? 

Join  Unisys  experts,  clients, 
partners  and  industry  analysts 
as  they  examine  several  business 
models  in  a  Webcast  on  March  6, 
2001  at  1 1am  EST.  Structured  as 
part  seminar,  part  panel  discussion, 
and  part  Q&A,  this  45  minute 
Webcast  will  help  you  determine 
which  model  best  meets  your 
business  needs  and  provides  the 
greatest  return  on  your  investment. 
For  more  information  and  to 
register  for  the  Webcast,  visit 
www.unisys.com/e-bizAA/ebcasts . 


We  have  a  head  for  e-business. 
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entrepreneurs  break  down  financial  serv- 
ices and  repackage  them  in  new  combi- 
nations, with  or  without  intermediaries. 
"When  you  buy  a  mutual  fund,  you  get 
two  things — low-cost  diversification  and 
professional  stock-picking,"  he  explains. 
"Folios  plus  advisers  let  you  buy  just 
one  of  those,  or  both,  in  the  combina- 
tion you  want." 

Even  with  the  spread  of  online  investing, 
surveys  show  that  most  people  still  want 
some  help  managing  money.  Indeed,  ana- 


er  brokers — from  neophyte  Buyand- 
Hold.com  to  relative  old-timer  E*Trade 
Securities  Inc. — are  figuring  out  ways  to 
package  stocks  for  the  same  long-term 
investors  that  folio/h  has  targeted. 

Still,  Wallman's  real  competition  is 
not  other  folio  proponents,  but  the  mu- 
tual-fund industry.  Fidelity,  Vanguard, 
Janus,  and  other  fund  companies  have 
$6  trillion  in  assets  and  big  brand  names 
that  investors  trust.  The  mutual-fund  Go- 
liaths  dismiss  the  folio  upstarts:  Folios 
are  "a  bit  of  a  niche  product"  because 
"they  take  a  lot  more  monitoring  and 
work  than  most  fund  investors  are  willing 
to  exert,"  says  George  U.  Sauter,  managing 
director  at  fund  giant  Vanguard  Group. 

But  fund  companies  may  need  to  take 
notice.  Analysts  say  that  folios,  with  their 
ability  to  mass-customize,  could  loosen  the 
grip  that  mutual  funds  have  on  small  in- 
vestors' savings.  Even  with  7,650  equity 
mutual  funds  to  choose  from,  "funds  can't 
meet  the  demand  for  personalized  portfo- 
lios," says  senior  analyst  Robert  F.  Sterling  of 
Jupiter  Media  Metrix  Inc.  Another  e-finance 
analyst,  Jaime  Punishill  of  Forrester  Research 
Inc.,  predicts  portfolio-based  online  bro- 
kers will  snatch  $1  trillion  in  assets  from 
mutual  funds  in  the  next  decade. 


Some  say  Wallman's  folios  take 

too  much  rnunrtonnc) 


lysts  say  snaring  advisers  will  be  crucial  for 
fouo/tj's  future.  "It's  a  complicated  product, 
and  advisers  will  see  the  advantages  much 
more  quickly  than  individual  investors," 
says  Stephen  C.  Franco,  an  e-commerce 
analyst  at  U.  S.  Bancorp  Piper  Jaffray. 

Likely  prospects  are  advisers  who  cater 
to  investors  with  less  than  $1  million  in  as- 
sets— accounts  that  are  too  small  for  pro- 
fessional stock-picking.  Folio  investing  "will 
definitely  fill  a  gap.  It'll  be  cheaper  and 
more  flexible  than  mutual  funds  for  the 
client  who  can't  meet  the  minimums  for 
individual-account  money  management," 
says  Jay  Penney  of  Phoenix  money  man- 
ager Walker,  Hebets  &  Penney,  who  says  his 
firm  is  likely  to  sign  up  for  FOLIO  Advisor. 

Wallman  isn't  the  only  one  trying  to 
change  the  way  investors  plunk  their  mon- 
ey down.  James  P.  O'Shaughnessy,  a  mon- 
ey manager  and  author  of  best-selling 
investment  guides,  is  launching  a  similar 
Wch  startup,  Nctfolio  Inc.,  in  March.  Oth- 
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What  share  of  those  immense  riches 
can  FOLIO/h  capture?  Wallman  figures  his 
firm — launched  nine  months  ahead  of 
the  closest  competitor — has  a  clear  lead, 
which  he's  trying  to  lock  in  with  his 
cnbc  and  Advent  deals.  Some  analysts, 
however,  fret  that  the  startup  is  spreading 
itself  too  thin.  Wallman  "has  made  a  big 
mistake  by  pursuing  retail  customers" 
instead  of  focusing  solely  on  attracting  the 
big  money  that  advisers  can  bring, 
Punishill  says. 

Not  so,  insists  Wallman,  who  believes 
that  folios  will  work  for  "the  whole  spec- 
trum, from  do-it-yourselfers  to  people 
who  just  want  someone  lo  manage  their 
money."  So  far,  his  backers,  including  ven- 
ture capitalists  from  PSINet  Inc.  and  May- 
field  Fund,  are  supporting  that  notion. 
Wallman  predicts  that  toilo/"  will  reach 
positive  cash  flow  sometime  this  year  II  he 
can  manage  that,  his  revolution  in  finance 
will  have  taken  linn  root.    • 


They  say,  in  e-business,  it  takes  forever  to  unify  the  past  with  the  future. 


Some  e-business  consultants  will  tell  you 
trying  to  integrate  your  legacy  systems 
takes  too  long  and  costs  too  much.  They 
would  have  you  scrap  what  exists  and 
commit  to  whatever  vision  of  the  future 
they're  selling  that  day.  Unisys  people 
can  unify  what  you  have  with  what  you're 
going  to  need,  using  our  decades  of 
experience,  ingenuity,  and  plain  old 
hard  work.  And  we  do  it  every  day,  in 
over  1 00  countries.  Today  is  the  day  to 
start  unifying  your  past  with  the  future. 
With  Unisys  people  there  to  help,  it 
won't  take  forever.  Visit  our  website  at 
www.aheadforebusiness.com. 


UNISYS! 
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Those  Mighty  Mini-Dots 

Small  online  businesses  thrive  in  dot-com  consolidation 

was  afraid  it  would  come  to  this — just  not  so  soon.  Suddenly,  the  World  Wide  Web  is 
looking  like  the  Land  of  the  Giants.  Check  out  Nielsen//NetRatings'  list  of  the  15  most 
visited  Web  sites  over  the  holidays:  Online  Goliath  Amazon.com  Inc.  leads  the  way,  with 
the  help  of  partner  Toys  'R'  Us — a  team  that  may  well  hasten  the  demise  of  the  No.  2 
site,  troubled  eToys  Inc.  Ten  other  sites  are  run  by  physical-world  megachains  such  as 


Barnes  &  Noble  Inc.  and  Wal-Mart  Stores  Inc.  A  few  years  ago, 
who  would  have  thought  cyberspace  would  look  so  much 
like  suburbia? 

Yet  there's  more  than  meets  the  eye  if  you  click  past  the  fa- 
miliar bland  names — I  mean,  brand  names.  Tens  of  thousands 
of  small  businesses  you've  never 
heard  of  are  quietly  making  a  go  of 
it  online,  providing  welcome  relief 
from  the  big  brands.  And  despite 
continuing  consolidation  online,  I 
think  the  best  of  these  mini-dots 
will  thrive. 

Why?  Partly  because  the  Net 
continues  to  give  even  the  little 
guys  unprecedented  opportunity  to 
cut  costs  and  reach  new  customers. 
The     Florida-based     owners     of 
the    online    antiques    emporium 
eGalleriaMall.com,  for  instance,  saved 
90%  on  overhead  by  closing  their 
physical  stores  and  selling  exclusively  on- 
line. Says  co-owner  Joan  Valente:  "Now, 
with  the  Internet,  we  wait  for  the  world  to 
come  to  us."  That  it  does,  to  the  tune  of  $100,000  in 
sales  per  month,  which  Valente  expects  to  double  next  year. 

But  mostly  these  small  businesses  thrive  because  they're 
avoiding  the  mistakes  of  their  big  brothers.  For  one,  since  they're 
often  operated  by  folks  who  already  run  small  businesses  in  the 
physical  world,  they  don't  need  multimillion-dollar  portal  deals  to 
reach  customers.  ElectricShaver.com,  for  instance,  was  started 
in  1995  by  Gary  Burns,  the  tech-sawy  son  of  the  owner  of 
Electric  Shaver  Service,  a  62 -year-old  store  in  Lincoln,  Neb.  This 
no-frills  site,  which  got  started  simply  by  registering  the  right  Web 
site  name  early  on,  sent  me  replacement  parts  that  I  couldn't  find 
easily  in  my  area.  That  led  me  to  take  a  chance  on  the  company's 
repair  service — which  fixed  a  job  botched  by  a  local  shop.  I'm  not 
V  one  who's  sold  on  Electric  Shaver:  Burns  says  90%  of  the 
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company's  nearly  $1  million  in  revenue  is  now  from  the  Web 
Other  mini-dots  knew  not  to  get  too  big  for  their  britches 
They're  focused  on  narrow  niches  they  know  really  well,  allowing 
them  to  provide  intensely  personal  service.  Stethoscopes4u.com, 
for  instance,  is  operated  part-time  by  Joseph  A.  Rybicki,  a  nurse 
anesthetist  in  New  Jersey.  Call  up  his 
800  number  and  you'll  get  Rybicki 
himself,  who  can  tell  you  which 
stethoscope  can  detect  your  baby- 
to-be's  heartbeat  in  the  womb 
Says  Andrew  Beebe,  chairman  of 
the  small-business  services  site 
Bigstep.com:  "The  personal  touch  is  on* 
what  will  make  them  succeed." 

Of  course,  most  traditional  small 
businesses  fail,  and  many  of  those 
online  will,  too.  But  surprisingly,  it  iftlCi 
probably  won't  be  because  the  big  Olut 
guys  stomped  them.  Indeed,  some  of 
the  online  giants  are  their  biggest 
boosters.  eBay  Inc.'s  auction  site,  for 
instance,  has  helped  tens  of  thousands  of 
people  create  online  businesses  selling  every 
thing  from  printer  cartridges  to  Beanie  Babies.  Ama 
zon  and  Yahoo!  Inc.  also  run  marketplaces  and  auction  sites 
that  make  it  easy  for  individuals  to  start  businesses  and  existing 
companies  to  get  new  customers  around  the  world. 

That's  one  reason  it  appears  that  the  Internet  may  well  pre 
vent,  not  accelerate,  the  demise  of  many  small  businesses.  Ac- 
cording to  market  researcher  Keenan  Vision  Inc.,  the  70,000 
U.S.  e-merchants  in  1999  will  balloon  to  525,000  this  year  and  2.6 
million  in  2004 — or  almost  a  third  of  all  small  businesses, 

O.  K.,  so  these  sites  don't  always  look  too  slick.  So  their  own- 
ers aren't  on  the  cover  of  e.biz.  So  they  don't  earn  a  ton  of 
money  or  make  venture  capitalists  and  investment  banks  even 
richer.  So  what?  By  making  a  living  and  doing  a  great  job  for  cus 
tomers,  they're  showing  the  big  guys  what  really  matters.  • 
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Metcalfe's  Law:  The  value  of 
a  network  increases  exponen- 
tially with  its  number  of  users. 

Originally  used  to  describe 
computer  networks,  Metcalfe's 
Law  today  has  a  broader 
meaning.  The  Internet  has 
enabled  networks  not  only  of 
computers  but  of  buyers  and 
sellers,  of  wireless  devices,  of  supply- 
chain  participants,  and  much  more  — 
and  it  has  become  clear  that  Metcalfe's 
Law  continues  to  apply.  The  larger  the 
network,  the  greater  the  value  it  can  drive 

As  this  truth  becomes  increasingly 
evident,  businesses  are  rushing  to  create 
or  join  e-networks  in  a  variety  of  areas. 
The  ways  in  which  they  are  addressing 
this  task  was  the  topic  of  e.biz  Live: 
Atlanta,  held  on  November  9,  2000. 
The  conference  gathered  a  dynamic  mix 
of  visionaries,  technologists,  financiers, 
practitioners,  and  solution-seekers  to 
examine  the  issues  at  hand  and  arrive 
at  insights  about  this  still-unfolding 
phenomenon.  Highlights  from  a  full  day 
of  discussion  follow. 


The  E-tail  Challenge 

Retail  consumers  have  the  potential  to 
form  an  enormous  network  of  electronic 
buyers.  Most  analysts  agree  that  data  is 
the  key  to  this  network.  An  e-tailer  gains 
valuable  information  with  each  online 
purchase.  In  theory,  this  information 
educates  an  e-tailer  about  its  customers' 
wants  and  needs,  leading  to  the  maxi- 
mization of  sales  efforts. 


U     \mJfcf. 


In  practice,  however,  most 
businesses  are  overwhelmed. 
"Many  retailers  went  from  a 
dearth  of  data  to  an  avalanche 
of  data  when  they  went 
online,"  says  Mark  Pierce, 
group  executive  partner  for 
marchFIRST's  northwest 
region.  "And  not  only  must 
they  be  able  to  collect  that  data,  they 
must  understand  how  to  mine  it."  The 
ultimate  goal,  says  Pierce,  is  to  organize 
information  across  channels.  "If  I 
purchased  from  Williams  Sonoma  and 
I  walk  into  Pottery  Barn,  the  system 
will  recognize  me.  It  can  market  to  me 
wherever  I  show  up.  And  this  allows 
companies  to  serve  me  with  knowledge." 
In  order  to  get  this  knowledge,  how- 
ever, an  e-tailer  must  make  the  shopping 
process  easy.  A  website's  design  is  essential 
to  this  goal.  As  Christine  Loeber,  senior 
analyst  of  online  retail  strategies  for  The 
Yankee  Group,  says,  "People  are  used  to 
going  into  a  store  where  there  are  signs 
that  point  them  in  the  right  direction. 
In  many  retail  websites,  these  gaps  aren't 
bridged.  Customers  get  lost."  The  result  is 
abandoned  shopping  carts  —  online  sales 
initiated  but  not  finalized.  By  providing 
a  good  online  shopping  experience,  says 
Loeber,  e-tailers  increase  the  probability 
that  transactions  will  be  completed. 

Roger  Black,  chief  creative  officer  for 
Circle.com,  takes  the  issue  a  step  further, 
arguing  that  the  traditional  rules  of 
visual  marketing  are  irrelevant  online. 
Appearance  must  bow  to  function:  "Take 
two  or  three  different  creative  ideas  and 
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The  Business  Web 


The  Internet  isn't  just  getting  larger. 
It's  also  becoming  more  powerful, 
says  Don  Tapscott,  chairman  of 
Digital  4Sight  and  coauthor  of 
Digital  Capital:  Harnessing  the  Power 
of  Business  Webs.  "There  are  search 
engines  to  find  people  and  informa- 
tion. There  are  negotiation  tools  and 
collaboration  engines.  There  are 
exchanges,  there  are  bots  and  agents. 
The  Net  is  becoming  rich  in  function." 
As  a  result,  "The  vertically  integrated 
corporation  is  toast." 

The  coming  model,  says  Tapscott, 
is  the  business  web.  What  is  it? 
"A  business  web  is  a  new  kind  of 
partnership  that  replaces  the  firm. 
It's  a  relationship  between  customers, 
suppliers,  affinity  groups,  and  others. 
And  industry  by  industry,  sector 
by  sector,  these  business  webs  are 
obliterating  the  old  model  of  the 
corporation." 

Tapscott's  business  web  sounds 
something  like  outsourcing.  But  that's 
not  it.  "There's  nothing  to  outsource 
because  you  don't  start  with  the  old 
firm  and  figure  out  what  the  problem 
is.  You  start  with  a  value  proposition, 
you  disaggregate  it,  and  you  bring 
together  the  partners  to  create  the 
business  web.  We're  moving  to  a 
new  model  of  the  firm,  to  a  new 
infrastructure  that's  transforming 
the  nature  of  capital  itself." 


Travelocity.com's 
president  and 
CEO,  Terrell  B. 
Jones,  making 
a  point  during  a 
roundtab 


Conversing  at  lunch  are 
(left  to  right)  John  Dillon, 
president  and  CEO  of 
Salesforce.com;  Mary  Nugent, 
general  manager  of  service 
provider  solutions  for  BMC 
Software;  and  W.S.  "Ozzie" 
Osborne,  general  manager 
of  IBM  Voice  Systems 


put  them  up  and  find  which  one  sells  best. 
That's  the  best  design." 

Some  e-businesses  have  also  attempted 
to  increase  customer  satisfaction  by  partially 
automating  customer  service  functions. 
WingspanBank.com  has  found  success 
with  this  approach.  "We  have  redesigned 
the  help  functionality  and  made  it  similar 
to  an  index  in  a  book.  Customer  feedback 
has  been  unbelievable,  and  we've  seen  a 
reduction  in  the  volume  coming  into  our 
call  center  in  just  a  few  days,"  says  Chris 
Sulpizio,  Wingspan's  senior  vice-president 
and  operations  director.  Reduced  call 
volume  suggests  happy  customers  and, 
perhaps,  increased  sales. 

More  sales,  however,  don't  necessarily 
lead  to  profit.  The  cost  of  selling  online  is 
so  high  that  some  experts  feel  the  model 
will  never  be  profitable.  J.  Walker  Smith, 
president  of  Yankelovich,  Inc.,  explains 
this  view:  "There's  not  enough  margin 
in  books  or  CDs  to  support  the  kind  of 
customer  service  and  customer  acquisition 
cost  it  takes  to  do  the  transaction." 

With  such  issues  to  work  out,  will 
online  retail  ever  replace  bricks-and-mortar? 
Robert  J.  Corliss,  president  and  CEO  of 
The  Athlete's  Foot  Group,  Inc.,  thinks  not. 
"People  look  at  retail  as  a  social,  emotional, 
and  tactile  experience.  I  do  think  e-tailing 
has  a  place,  but  I  don't  think  it  will  replace 
conventional  retail."  Attendees  agreed:  In  a 


poll  taken  via  the  Meridia  automatic 
response  system,  not  a  single  responde 
felt  that  stand-alone  dot. corns  would 
eventually  dominate  the  retail  world. 

Still,  you  have  to  do  it.  As  Corliss  sa 
"There  has  been  a  fundamental  change 
the  way  people  are  shopping.  The  cust< 
wants  to  shop  on  the  Internet,  so  you  i 
to  provide  that  function." 


Powering  the  Exchange 

So  retailers  are  flocking  to  the  Web  par 
because  they  have  to.  Those  on  the  bus 
ness-to-business  side  are  migrating  on 
for  a  different  reason:  Transacting  busi 
over  exchanges  can  vastly  increase  a  co 
pany's  efficiency.  Given  the  advantages 
the  rush  to  join  these  new  networks  is 
not  surprising. 

It's  also  not  surprising  that  compan 
such  as  VerticalNet  now  exist  to  provid 
the  software  to  facilitate  them.  The  sak 
potential  for  these  products  is  vast,  say 
Zev  Laderman,  president  and  CEO  of 
VerticalNet  Solutions,  a  division  of 
VerticalNet,  Inc.  "I  believe  that  there  w 
be  hundreds  of  thousands  of  exchange 
out  there  to  solve  hundreds  of  thousan 
of  business  problems.  There  won't  be  c 
magical  way  of  doing  it.  So  this  is  a  font 
opportunity  for  us,  and  for  other  vend 
too;  no  one  vendor  will  capture  everytr 
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"The  Internet  and  mass  customization  need  to  come  together 

in  a  way  that  turns  retail  on  its  head." 

Mark  Pierce,  group  executive  partner,  northwest  region,  marchFIRST 
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One  new  player  is  the  "exchange  service 
ovidcr"  —  a  company  that  creates  and  ad- 
inisters  exchanges.  Why  would  a  business 
list  the  services  of  such  a  vendor?  "Doing 
AHirselt  is  good  because  you  get  ultimate 
rtomization  and  you  control  the  whole 
kxess  and  product  —  but  it's  bad  because 

inconvenient.  It's  difficult  to  get  the 
ent  and  to  keep  these  systems  operating," 
-s  Michael  S.  Levin,  founder,  chairman, 
dCEO  of  c-STEEL.  Furthermore,  "It's 
Doming  expensive.  People  are  thinking  long 
i  hard  about  whose  balance  sheet  they 
nt  to  use  for  these  things." 


pply  Chain  Management 

e  same  is  true  of  a  business's  logistics 
ictions.  Many  small-  and  medium-sized 
■tallies  are  outsourcing  warehousing, 
pping,  and  related  tasks  to  e-logistics 
'viders.  The  primary  advantage  for  the 
nt  company  is  scale,  says  Harvey  Rickles 
'O  of  UPS  cLogistics.  "It's  very  difficult 
a  small  company  to  develop  the  critical 
ss  of  using  good  systems,  having  multiple 
itions,  and  providing  multiple  services, 
allow  businesses  to  share  our  systems 
I  pay  only  for  what  they  need.  It  lets  a 
ill  company  look  like  a  big  company." 
Logistics  providers  also  perform  another 
table  function.  Shipping  and  fulfillment 
be  both  difficult  and  confusing  for  a 
ill  company.  Outsourcing  these  functions, 
•efore,  can  be  a  blessing  —  if  the  provider 
■ws  its  stuff.  "A  customer  doesn't  want  to 
ik  about  customs  or  deal  with  three  rail- 
is,  four  trucking  companies,  and  one 
in  shipping  firm.  They  just  want  to  get 
shipment  complete.  We  put  that  jigsaw 
zle  together  for  them,"  says  Mark  A. 
i>er,  CEO  of  ShipChem.com,  Inc. 


h  no  logy  on  Tap 

:mbling  the  jigsaw  puzzle  is  also  the 
:ept  behind  application  service  providers, 
s  "lease"  software  to  businesses  in  a  pay- 
ou-go  package  that  includes  service, 


Zev  Ijaderman  (center),  president  and  CEO  of 
VerticalNet  Solutions,  a  division  ofVerticalNct,  Inc., 
responding  to  questions  posed  to  him  by  a  couple 
of  e. biz  Live  delegates 

training,  and  support.  Again,  this  relation- 
ship can  lift  a  huge  burden  from  the  client 
company.  In  the  words  of  John  Dillon, 
president  and  CEO  of  Salesforce.com,  "The 
client  gives  the  headache  to  us.  In  return, 
we  are  responsible  for  delivering  the  system. 
You  don't  have  to  know  anything  about  it. 
If  it  doesn't  work,  you  call  us.  And  if  we 
fail,  you  go  someplace  else.  It  changes  the 
accountability." 

The  ASP  model  is  young,  and  potential 
clients  are  still  struggling  with  issues  such 
as  security,  customization,  and  trust.  But 
vendors  are  confident  that  a  sea  change  is 
coming.  "The  software  mentality  has 
moved  from  'Write  it  yourself  to  'Buy  it, 
but  run  it  yourself  Now  we're  moving  to 
T  don't  need  to  run  it  myself,  either;  I  can 
buy  it  as  a  service.'  Within  a  decade,  all  of 
those  applications  that  moved  to  package 
software  will  have  moved  to  an  ASP  delivery 
mechanism,"  says  Andrew  A.  Stern,  CEO 
of  USinternetworking,  Inc. 

Mary  Nugent,  general  manager  of  service 
provider  solutions  for  BMC  Software,  Inc., 
agrees.  "We  don't  think  that  we'll  be  selling 
a  box  of  software  in  10  years.  We  think  we'll 
be  selling  electronic  business  processes  over 
the  Web.  So  we've  got  to  think  about  every- 
thing differently.  This  is  a  fundamental 


'oil    Result 


1 


This  whole  business  of  web-delivered  data  via  cell  phones. 

;s  extremely  exciting:  It's  going  to  be  a  big  hit.  Ubiquitous  use! 
Bll  work  well  and  be  popular  for  a  limited  set  of  users, 
'''ery  limited  use,  not  for  the  population  as  a  whole. 
:'s  going  to  bomb  completely,  like  satellite  telephones. 
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Flying  a  New  Model 


Vincent  F.  Caminiti,  senior  vice- 
president  of  e-business  for  Delta  Air 
Lines,  Inc.,  has  taken  on  a  challenging 
job.  He's  in  charge  of  integrating 
Delta's  new  e-business  division  into 
the  company's  oh-so-traditional  infra- 
structure. How  is  the  old  line  taking 
it?  "Getting  buy-in  is  a  challenge," 
admits  Caminiti.  Still,  he's  succeeding, 
he  says,  "because  we're  demonstrating 
that  we  provide  value  and  that  we 
are  an  ally  for  driving  other  depart- 
ments' initiatives  and  strategy.  They 
see  that  the  very  reason  we  exist  is 
to  support  the  core  business." 

With  an  expected  benefit  of  $300 
million  to  the  core  business  over  the 
next  two  to  three  years,  Caminiti's 
division  certainly  provides  that 
support.  But  there's  an  additional 
purpose  behind  his  work.  "We  are 
working  to  create  new  value  in  this 
new  economy.  We  are  leveraging  our 
assets  through  partnerships,  consortia, 
new  ventures,  and  new  businesses. 
We  believe  these  ventures  will  gener- 
ate in  excess  of  half  a  billion  dollars 
in  equity  by  the  year  2003.  So  if  the 
question  is  whether  we're  doing  this 
for  short-term  gain,  the  answer  is  no. 
We  are  changing  the  very  DNA  of 
Delta  Air  Lines." 


Tony  Kobrinetz,  vice-president  and  general 
manager  of  the  personal  networks  group  at 
Motorola,  Inc.  (left),  dicuss'mg  e.biz  issues 
at  lunch  with  marchFIRST's  Mark  Pierce, 
group  executive  partner,  northwest  region 
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"Delta.com  has  the 
ability  to  be  the 
cost  and  revenue 
differentiator  of 
Delta  Air  Lines." 

Vincent  F.  Caminiti, 
senior  vice-president, 
e  business,  Delta  Air 
Lines,  Inc. 


"The  new  world 
gives  us  options  to 
improve  the  things 
we  did  in  the  old 
world." 

Zev  Laderman, 

president  and  CEO, 
VerticalNet  Solutions, 
a  division  of 
VerticalNet,  Inc. 


"Features  and 
functions  are  less 
important  than  the 
team's  talent  and 
commitment  and 
ability  to  deliver." 

Michael  S.  Levin, 
founder,  chairman, 
and  CEO,  e-STEEL 


"The  last  thing  your 
company  needs  is 
an  Internet  strategy. 
You  need  a  new 
business  strategy 
enabled  by  the  Web." 

Don  Tapscott, 

chairman,  Digital 
4Sight;  coauthor, 
Digital  Capital: 
Harnessing  the  Power 
of  Business  Webs 


"There  is  no  mor 
high  up-front  cos 
to  software.  It  ha 
become  a  utility. 

Mary  Nugent, 

general  manager, 
service  provider 
solutions, 
BMC  Software,  Inc 
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shift."  Far  from  being  threatened  by  the 
ASP  model,  though,  BMC  welcomes  it.  "We 
think  of  ourselves  as  the  enabler  of  the  ASP. 
Our  opportunity  is  to  reach  the  market 
through  these  companies  and  provide  good, 
consistent,  reliable  service  per  subscription." 

Mobile  Net 

Wireless  technology  has  the  potential  to 
tie  everything  together,  uniting  businesses 
and  consumers  in  one  global  network  of 
seamless  operations.  As  such,  it  has  become 
a  veritable  Holy  Grail  for  e-business. 

Location-based  services  are  essential  to 
this  vision.  Wireless  devices  that  know  who 
and  where  you  are  will  open  the  door  to  an 
extraordinary  level  of  service.  Tony  Kobrinetz, 
vice-president  and  general  manager  in 
Motorola,  Inc.'s  personal  networks  group, 
cites  one  example.  "Say  you're  going  to  the 
airport.  Your  flight  is  going  to  leave  on  time. 
But  your  phone  knows  that  you're  not  at  the 
airport.  It  also  knows  that  location-wise, 
you  don't  have  a  chance  of  getting  there  on 
time.  So  it  rebooks  the  flight.  You  don't  have 
to  do  a  thing."  Will  people  really  go  for  this 
type  of  thing?  Attendees  certainly  thought 
so.  A  Meridia  poll  revealed  that  only  4% 
were  uninterested  in  wireless  travel  assistance. 


Voice  recognition  is  another  feature  1 
will  dramatically  enhance  the  usability  o  ., 
mobile  devices.  "Right  now,  you  have  to 
push  all  these  little  buttons  to  communi 
with  these  devices.  But  people  want  the 
interface  to  be  easier  and  more  intuitive  V 
And  our  most  natural  interface  is  our 
voice,"  says  W.S.  "Ozzie"  Osborne,  gener  - 
manager  of  IBM  Voice  Systems.  "I  shoul 
be  able  to  say,  'Tell  me  the  last  20  trans- 
actions in  my  account,'  and  then  see  the  ,"' 
listed  on  the  screen. 

Sounds  a  little  like  Star  Trek.  But  tha 
doesn't  seem  to  bother  anyone,  says 
Michael  Hawley,  Alex  Dreyfoos  profess^ 
of  media  technology  at  MIT.  People  are 
ready  to  believe.  "These  days  everyone  jt 
assumes  that  the  wireless  science  fiction 
scenario  is  almost  reality,  or  at  least  just 
a  few  implementation  details  away.  I  kn< 
a  physicist  who  wrote  the  equations  tor 
teleportation.  People  just  say 'Oh,  that's 
cool.  When  are  you  going  to  do  it?'  The) 
assume  this  stuff  is  doable." 

Only  time  will  prove  or  disprove  tha 
assumption.  But  one  thing  is  certain.  As 
more  and  more  people  come  to  trust  th<  ■  v 
"science  fiction  scenario,"  the  concept 
will  become  exponentially  more  powcrh 
That's  Melt alle's  Law  al  work. 
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MAYBE  OLD  AND 
JEW  MEDIA  CAN  MIX 

ime  Inc.'s  magazines  are  selling  well  on  AOL 
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It  a  magazine  publishing  powwow 
last  October  in  Bermuda,  Robert 
W.  Pittman,  then  co-chief  operating 
ficer-designate  of  the  proposed  AOL 
me  Warner  Inc.,  slipped  a  little  factoid 
jo  his  speech:  "500,000  new  subscrip- 
ts sold  on  AOL  in  five  months,"  he 
the  audience.  Much  of  the  confer- 
ee had  been  focused  on  ways  maga- 
le  publishers  could  deal  with  the  re- 
nt collapse  of  the  sweepstakes 
tnpanies,  which  had  put  a  big  dent  in 
w  subscriptions.  Now,  Pittman  was 
asting  how  America  Online  Inc.  had 
come  a  subscriptions  engine  for  Time 
even  before  the  AOL  Time  Warner 
al  had  closed.  Rival  publishers  must 
ve  hated  him. 

Three  months  later,  there's  even  more 
envy.  In  aol  Time  Warner's  first 
;eting  with  Wall  Street  analysts  on 
l.  31,  Pittman  tossed  out  an  update: 
),000    new    subscriptions    in    eight 
■nths.  While  publishers  are  experi- 
nting  with  new  ways  to  sell  sub- 
iptions,  including  their  own  Internet 
Natives,  nothing  has  yet  replaced  the 
ling  power  of  once-top  firms  Ameri- 
i  Family  Publishers  and  Publishers 
laringhouse.  At  their  peak  in  the  mid- 
•0s,  they  accounted  for  fully  one-third 
all  new  magazine  subscription  sales, 
t  at  Time  Inc.,  the  country's  largest 
gazine  publisher  with  some  60  titles, 
hiding  Time,  People,  In  Style,  Sports 
istrated,  and  Fortune,  aol  is  emerg- 
as  a  strong  antidote  to  the  compa- 
5  sweepstake  ills.  "This  is  the  great- 
subscription  marketing  opportunity 
j    seen,    bar   none," 
I     Chip     Block,     a 
ategist  at  magazine 
)lisher  Ziff  Davis  Me- 
Inc.  "There  are  so 
iiy  different  ways  to 
iroach  [aol's]  27  mil- 
i  subscribers." 
t's  just  the  kind  of 
.ergy    aol     Time 
irner's  execs  dream 
ut.  Subscriptions  to 
Me    Inc.'s    magazines 
7  be  a  small  piece  of 
total  aol  Time  Warn- 
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er  pie,  but  clearly 
Pittman  and  others 
are  using  it  to  show 
Wall  Street  how  the 
two  companies  to- 
gether can  rev  up 
revenues.  But  sell- 
ing magazines  on- 
line is  among  the 
easiest  of  cross- 
promotions  be- 
tween aol  and 
Time  Warner.  The 
real  challenges  will 
be  in  matching  up 
other  units  to  hit 
the  ambitious  target 
of  30%  cash-flow 
growth  in  year  one. 
"PERFECT  MODEL"  Most 
of  the  new  subscriptions 
pushed  through  aol  are 
trial  offers,  so  cancellations 
could  run  high  once  the  free- 
bies  run  out.  Time  Inc.  execu- 
tives won't  say  how  many  of 
those  800,000  subscriptions  have 
actually  been  paid  for,  or  what  per- 
centage they  are  of  all  new  subscrip- 
tions in  the  same  period.  But  execs 
point  out  that  they're  supported  by 
credit  cards,  so  when  customers  don't 
cancel,  they  have  essentially  signed  up. 
And  even  if  these  Internet  subs  don't 
stick,  the  cost  of  acquiring  new  cus- 
tomers among  AOL  users  is  relatively 
low.  In  the  past,  sweepstakes  compa- 
nies typically  pocketed  90%  of  the  first 
year's  subscription  price,  "aol  is  the 
perfect  model  for  us," 
says  Time  Inc.  ceo  Don 
Logan.  "And  who  has  its 
power  and  reach?" 

The  sweepstakes  once 
had    that    power    and 
reach.  American  Fam- 
ily Publishers,  for  ex- 
ample, used  to  send 
out  200  million  mail- 
ings   a    year,    using 
pitchmen  Ed  McMahon 
and  Dick  Clark  to  pro- 
mote   the    contests    in 
print  and  on  television. 
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1,11  And  a  surprising  number  of 
'  '  '  *  people  saw  the  hard-sell  let- 
ters as  more  than  junk 
mail.  Still,  the  sweep- 
stakes' overly  aggressive 
sales  pitch  led  to  their 
downfall.  Consumers 
complained  they  were 
misled  into  thinking 
they  were  winners  of 
big  cash  prizes  and 
that  they  had  to  buy 
magazine  subscrip- 
tions to  enter  the 
contests.  State  at- 
torneys general  in- 
vestigated allega- 
tions of  deceptive 
sales  practices. 
Then  Congress 
started  its  own 
probes,  and  by 
1999,  the  sweep- 
stakes were  on 
the  ropes.  Pub- 
lishers Clearing- 
house and  Ameri- 
can Family  have 
paid  nearly  $50  mil- 
lion in  the  past  two 
years  to  settle  with 
states  and  consumers. 
These  issues  were 
particularly  prickly  for 
Time  Inc.,  whose  parent  Time 
Warner  shared  ownership  with 
Chicago's  Pritzker  family  in 
American  Family  Enterprises, 
parent  of  American  Family  Pub- 
lishers. The  company  filed  for  bank- 
ruptcy protection  in  the  wake  of  the 
crackdown.  On  Jan.  29,  Time  Inc.  said 
American  Family  would  not  continue  as 
a  sweepstakes  firm.  At  their  peak, 
American  Family  and  Publishers  Clear- 
inghouse helped  magazines  sell  60  mil- 
lion new  subscriptions  a  year.  "Today, 
with  American  Family  out  of  business, 
Publishers  Clearinghouse  might  sell  five 
million  subscriptions  a  year,"  says  Dan 
Capell,  editor  of  Capell's  Circulation  Re- 
port. But  Logan  says  new  initiatives, 
including  selling  on  AOL,  have  helped 
recoup  any  losses  from  sweepstakes. 

So  what  has  Time  Inc.  done  for  aol 
in  return?  Plenty,  says  Pittman.  Al- 
though he  won't  disclose  numbers,  he 
says  promotions  in  Time  Inc.  magazines 
have  become  one  of  AOL's  top  10  sources 
for  new  members.  As  for  the  envy  he 
has  stirred  up  among  magazine  rivals, 
Pittman  says  aol  could  open  up  to  them 
as  well — for  a  price.  Every  bit  of  rev- 
enue helps,  especially  when  you  come 
out  of  the  box  promising  30%  growth. 
By  Tom  Lowry  in  New  York 
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SUNBEAMS  SOLE  RAY 
OF  HOPE 

With  its  $2.6  billion  debt  wiped  clean,  it  can  start  over 


Where  have  you  gone,  Joe  DiMag- 
gio?  Years  ago,  the  avuncular  en- 
dorsement of  the  late  New  York 
Yankees  superstar  helped  make  Mr.  Cof- 
fee the  leading  drip  coffeemaker  in  the 
U.S.  Mr.  Coffee,  which  was  acquired 
by  Sunbeam  Corp.  in  1998,  is  still  No.  1. 
But  Sunbeam  could  use  Joltin'  Joe's 
magic  touch.  On  Feb.  6,  the  Boca  Raton 
(Fla.)  appliance  maker  struck  out,  filing 
for  Chapter  11  bankruptcy  protection. 

Yet  a  chance  to  reorganize  its  affairs 
may  be  the  bitter  pill  needed  to  restore 
Sunbeam  to  health.  Without  its  $2.6  bil- 
lion debt  burden,  which  cost  $200  million 
in  interest  each  year,  the  company  will 
be  able  to  spend  more  money  rejuve- 
nating its  aging  product  line — something 
retail  experts  say  it  should  have  focused 
on  years  ago.  Although  sales  of  core 
products,  such  as  Mr.  Coffee  and  Oster 
blenders,  are  strong,  ceo  Jerry  W. 
Levin,  56,  knows  that  without  new 
small-appliance  lines,  Sunbeam's 
ects  are  bleak. 

in  bud  no  serious  alternative  to 

11   if  he  wanted  to  get  Sun- 

t  lie  hole  dug  by  its  former 


boss,  the  infamous  "Chainsaw  Al"  Dun- 
lap.  In  the  mid-1990s,  Dunlap  alienated 
Sunbeam's  retailers,  laid  off  half  its 
12,000  workers,  and  racked  up  billions  in 
debt  buying  new  brands.  Under  Dunlap, 
Sunbeam  even  booked  goods  as  sold 
when  they  were  actually  piling  up  in 
retailers'  warehouses.  Dunlap  got  the 
boot  in  1998,  but  the  damage  was  done. 
Sunbeam's  losses  totaled  $1.2  billion  in 
1998  and  1999,  and  analysts  project  a 
$275  million  loss  for  2000. 

Levin  came  in  as  a  veteran  of  turn- 
arounds at  Revlon  Inc.,  a 
company  controlled  by  bil- 
lionaire investor  Ronald 
O.  Perelman,  and  at  Cole- 
man, now  a  Sunbeam 
unit.  As  ceo,  he  won  back 
the  confidence  of  retailers 
such  as  Wal-Mart  Stores 
and  also  scraped  up  $60 
million  for  new  product 
development.  But  with 
those  huge  interest  costs, 
it  just  wasn't  enough. 

Chapter  11  gives  Sun- 
beam    some     breathing 


A  BLEAK  PICTURE 
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AT  KMART:  Sunbeam's  core  products! 
still  sell  well,  but  the  lineup  is  aginA 

room.  "We'll  get  rid  of  a  couple  billi 
dollars  in  debt,"  said  Levin.  "And  wi 
do  it  relatively  painlessly."  Tell  that 
Perelman,  whose  14%  stake  in  Su 
beam— originally  worth    $588  million 
has  been  wiped  out.  Perelman  would 
comment,  though  a  spokesman  at 
company,  McAndrews  &  Forbes  Ho' 
ings  Inc.,  says  all  shareholders  we 
"victimized  by  what  happened  at  S 
beam."  Levin,  tapped  by  Perelman 
replace  Dunlap,  says  his  patron  is 
bitter:  "He's  been  very  gracious  about 
His  attitude  was,  'You've  been  go 
troopers,  but  now  you're  on  your  own| 
Sunbeam  plans  to  leave  bankruptcy 
six  to  nine  months,  says  Levin.  It 
emerge  as  a  private  company  owned 
its  lenders — Bank  of  America,  Morg| 
Stanley  Dean  Witter,  and  First  Unio 
who  hold  $1.6  billion  in  Sunbeam  loa 
But  holders  of  Sunbeam's  $860  million 
convertible  notes  saw  their  investm 
wiped  out.  Last  fall,  they  rejected) 
debt-for-equity  swap  that  would  h 
given  them  23%  of  the  company, 
body  took  the  first  offer  seriously,"  sa 
Hubert  M.  Stiles  Jr.,  president  of 
Rowe  Price  Recovery  Fund,  owner 
about   3%   of  Sunbeam's   convertil 
notes.  "It  was  ridiculous."  Now,  sa 
Levin,  they  will  likely  get  nothing  aft 
the  bankers'  secured  loans  are  tak 
care  of. 

SMART  APPLIANCES.  Sunbeam's  hoj 
now  are  pinned  on  new  products.  "Si 
beam's  real  problem  was  reconstruct] 
of  its  brands,  not  a  financial  fix,"  se 
Chicago  retail  consultant  Sid  Doolitt 
Levin's  new  lineup,  seen  and  admir 
by  analysts,  includes  a  home-electric 
generator  powered  by  fuel  cells  and 
Thalia  line  of  Internet-connected  "sma 
appliances,  including  an  alarm  clock  tl 
downloads  traffic  reports  from  the  W 
They  will  go  on  sale  later  this  year.  "T 
is  exciting  new  technology,  and  Sunbe: 
is  the  first  to  have  it,"  says  Romn 
Dionisio,  an  analyst  at 
vestment  bank  Friedm 
Billings  Ramsey. 

If  it  all  works  o 
Levin  will  take  the  po 
Chapter  11  Sunbe! 
public,  the  bankers 
recoup  their  loans,  a 
he'll  be  the  hero  w 
saved  the  company.  Tl 
would   be  a   legacy   w 

thy  of  The  Yankee  Cf 
per  himself. 

By       Charles       1 1  add 
in  Atlanta 
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Today  there  are  more  users,  more  data,  more  devices 
and  more  bandwidth.  And  tomorrow  there  will  be  expo- 
nentially more  of  all  of  them.  We  call  this  the  Net  Effect 
and  it  is  revolutionizing  our  industry,  along  with  every 
other  industry  the  Internet  has  touched.  That's  because 
the  Net  Effect  is  way  more  than  just  dot-comming 
processes.  It  is  radically  altering  the  economics  of  the 
network,  creating  incredible  new  opportunities  for  every 
kind  of  business.  To  keep  up,  your  net  infrastructure 
must  provide  an  easily  "integratable"  environment  for 
your  hardware,  software  and  services.  What  once  was 
designed  for  thousands,  or  even  hundreds  of  thou- 
sands, of  users  will  need  to  be  ready  for  millions. That's 
why  Sun  offers  the  most  complete,  most  reliable, 
most  scalable  infrastructure  products. 
Products  that  are  over-engineered  to 
provide  new  levels  of  performance. 
Products  that  are,  in  short,  n"1  ready.         ready 
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microsystems 


B2B  Services  Predicted 
to  Exceed  $6  Trillion  by  2004. 


Sun  Open  Net  Environment 
(Sun  ONE) 


n 


r 

ready 


With  a  market  this 

big  waiting  to 

be  tapped,  perhaps 

a  few"giddy-ups" 

are  in  order. 


The  Net  Effect  presents  a  wealth  of  opportunities,  none 
more  compelling  than  the  opportunity  to  transform  web 
services  and  stake  a  claim  on  them.  To  help  you  capitalize 
on  this  opportunity,  we're  announcing  Sun  ONE,  a  highly 
"integratable"  net  environment  to  help  you  create,  assemble 
and  deploy  smart  web  services.  Our  tools,  our  Java" 
application  environment  and  our  iPlanet"  Software 
Products  will  provide  you  with  all  you  need  to  build  open, 
intelligent  services.  And  by  running  on  the  Solaris'" 
Operating  Environment,  you  will  be  using  what  the  industry 
agrees  is  the  most  robust  and  scalable  operating  system 
available  today.  With  our  open  and  scalable  products 
serving  as  the  bedrock  for  your  solutions,  you  can  get 
to  market  faster,  your  products  can  live  up  to  greater 
expectations  and,  ultimately,  you  can  scale  up  to  meet 
the  enormous  demand  that  lies  ahead. 

So  if  you're  headed  to  the  land  of  opportunity,  hitch  your 
wagon  to  Sun.  We  know  the  way.         sun.com/sunone 


take  it  to  the  n,h 


+Sun 

microsystems 


Science  &  Technology 


COMMENTARY 


By  Catherine  Arnst 


HUMAN  CLONING:  NOT  WHEN,  BUT  WHY 


Human  cloning  is  poised  to  jump 
from  theory  to  practice.  In  late 
January,  a  team  of  reproductive 
experts  launched  an  effort  to  clone 
children  for  infertile  couples.  The 
group  includes  Dr.  Severino  Antinori- 
ni,  the  Italian  fertility  expert  who  en- 
abled a  63-year-old  woman  to  have  a 
child,  and  it  has  already  attracted  10 
couples.  The  goal:  to  produce  a  viable 
embryo  within  18  months. 

When  Dolly  the  sheep,  the  first 
cloned  mammal,  made  her  de- 
but in  1997,  there  was  a  huge 
outcry  over  the  possibility  of 
human  cloning.  Several  coun- 
tries passed  laws  banning  the 
practice.  In  the  U.  S.,  attempts 
at  human  cloning  must  be  ap- 
proved by  the  Food  &  Drug 
Administration — which  has  yet 
to  approve  any — and  no  federal 
funds  may  be  used. 
"WEAK  POSITION."  But  all  the 
laws  in  the  world  can't  stop  a 
determined  scientist  and  des- 
perate potential  parents  from 
trying  to  create  life.  Even  if 
Antinorini  doesn't  succeed  in 
creating  an  embryo,  someone 
else  will.  "For  the  best  of  rea- 
sons or  the  worst  of  reasons 
these  efforts  are  going  to  go 
ahead  and  any  one  country  is 
in  a  very  weak  position  to  do 
much  about  it,"  says  David.  J. 
Roth,  professor  of  social  medi- 
cine at  Columbia  University 
School  of  Medicine.  "Efforts  to 


nique,  in  which  a  man's  stem  cells  will 
be  inserted  into  an  egg  that  is 
stripped  of  genetic  material  and  then 
stimulated  to  divide. 

So  what  can  or  should  be  done? 
For  a  start,  the  government  can  insist 
that  clinics  pursuing  cloning  follow 
certain  guidelines.  They  should  ex- 
plain to  prospective  parents  that 
cloning  is  still  experimental  and  risky. 
While  hundreds,  maybe  thousands  of 
sheep,  cows,  pigs,  and  goats  have  now 


HIGH  COST 


We  can't  just 


regulate  [cloning],  even  by  in- 

ternational  bodies,  are  not  very    Keep  aDOI/ting  fetUSCS  Willi  We 
likely  to  be  successful."  . ,  v         i  •    i  j. 

As  proof,  note  that  U.S.  fer-    get  the  teChllOlOgy  Tight 

tility  clinics  are  already  allowed 


to  try  whatever  it  might  take  to  cre- 
ate a  baby,  short  of  cloning.  And 
there  is  only  a  fine  line  separating 
cloning  from  some  of  the  most  ad- 
vanced infertility  treatments.  In  one 
method,  the  nucleus  is  plucked  from  a 
woman's  defective  egg  and  trans- 
ferred to  the  cytoplasm  of  a  healthy 
donor  egg  that  has  been  stripped  of 
etic  material.  The  reconstructed 
eggs  are  then  fertilized  with  sperm 
and  inserted  into  the  uterus.  On  pa- 
only  slightly  less  challeng- 
■    An'inorini's  cloning  tech- 


been  cloned,  only  about  10%  of  the  at- 
tempts result  in  births,  and  fatalities 
run  high  in  the  newborns.  No  one 
knows  what  terrible  side  effects  may 
eventually  manifest  themselves  in  the 
animals  that  do  survive.  There  are 
some  ominous  indications,  though,  in- 
cluding abnormally  large  and  fragile 
newborns  and  premature  aging. 

Trial  and  error  may  be  acceptable 
with  animals;  malformed  infants  dying 
painfully  at  birth  or  living  with  horri- 
ble defects  are  another  story.  We  can't 
just  keep  aborting  the  fetuses  until 


we  get  it  right.  Even  the  most  mili- 
tant pro-choice  activists  would  blanch 
at  such  a  prospect. 

But  assume — and  most  scientists 
do — that  we  eventually  figure  out  how 
to  clone  without  complications.  Then 
what  are  the  objections?  We  needn't 
fear  an  army  of  supermen,  or 
evildoers  brought  back  from  the 
grave.  It's  easier  to  hire  killers  than 
to  make  them.  And  in  any  case,  clones 
are  not  exact  copies  of  their  predeces- 
sors but  merely  vessels  for  the 
same  genes.  Environment  will 
have  a  huge  impact  on  the  chil- 
dren. "At  the  end  of  the  day, 
clones  will  be  like  test-tube  ba- 
bies," says  Arthur  L.  Kaplan, 
bioethics  professor  at  the  Uni- 
versity of  Pennsylvania.  "Rela- 
tively few  people  will  use  the 
technology,  so  there  won't  even 
be  that  many." 

So  is  cloning  nothing  more 
than  a  cure  for  a  disease — just 
another  way  for  infertile  cou- 
ples to  make  sure  they  have  a 
genetically  linked  child?  It's  not 
that  simple.  Even  the  American 
Society  for  Reproductive  Medi- 
cine, in  a  November  ethics  re- 
port, admits  that  many  people 
see  a  profound  gulf  between 
creating  a  child  by  mixing  two 
genetic  lineages  vs.  a  single- 
genome  procedure.  In  this  view, 
"[cloning]  represents  a  dramatic 
departure  from  natural  or  as- 
sisted conception,"  the  report 
says,  "and  it  can  be  compared 
with  the  production  of  a  child  to 
serve  the  needs  of  adults." 

What  a  burden  for  those  chil- 
dren, to  know  that  their  par- 
ents were  striving  to  re-create  them- 
selves or  someone  deceased.  And  even 
if  that  was  their  intent,  it  won't  work 
We  cannot  duplicate  what  was.  We 
cannot  breed  out  all  chances  of  dis- 
ease, nor  preordain  that  our  children 
will  be  outgoing  and  successful.  We 
cannot  create  another  Tiger  Woods,  or 
a  Bill  Gates,  or  an  Aretha  Franklin, 
just  because  we  have  a  few  of  their 
cells  on  ice.  So  why  try? 

Senior  Writer  Arnst  covers  science 
and  medicine  from  New  York 
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The  Samsung  Digital  Experience 

We  design  our  products  to  bring  joy  to  your  world.  That's  why  our  phone  includes  an  MP3  player.  And 
why  our  super-sharp  monitors  and  high-definition  televisions  glow  with  amazing  color  and  clarity.  It's  the 
way  our  YEPP  MP3  player  creates  the  perfect  soundtrack  to  your  life.  And  it's  how  our  fun  features  and 
practical  solutions  will  make  your  day.  Enjoy  your  Samsung  Digital  Experience.  We  made  it  just  for  you. 
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Introducing  the  Compaq  MP2800  Microportable  Projector.  At  just  2.5"  wide,  it's 
the  smallest  in  the  world.  The  tiny  size,  however,  hasn't  come  at  the  expense  of 
performance  or  features.  The  MP2800  has  an  all-digital  display  and  900  lumens 
of  brightness  so  your  presentations  are  always  vivid,  clear,  and  above  all 
memorable.  And  by  the  way,  it's  just  three  pounds.  The  MP2800  Microportable 
Projector.  It's  technology  that  frees  you  to  move,  and  move  people.  To  learn  more 
about  the  Compaq  MP2800  (also  available  bundled  with  Compaq  Armada  note- 
books), call  1-800-AT-COMPAQ  or  visit  compaq.com/products/projectors. 
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Developments  to  Watch 


r  JOHN  CAREY 


nr  than  3,000  researchers  and  clinicians  gatlwed  in  Chica- 
on  Feb.  4-8  for  the  Eighth  Annual  Conference  on  Retro- 
•vsi's,  the  world's  preeminent  aids  science  meeting.  Topics 
nged  from  the  mounting  global  death  toll  to  the  prospects 
•  a  vaccine.  John  Carey  recounts  some  of  the  highlights: 


RICA: 

IE  HIGH  PRICE 
'DENIAL 


UGS,     NO     MATTER     HOW 

ective,  can  fight  aids  only 
en  delivered  to  the  people 
need  them.  On  that 
nt,  the  war  against  HIV 

been  a  dismal  failure. 
Tie  72%  of  the  world's  es- 
lated  5.3  million  new  in- 
tions  per  year  are  in 
ica.  Yet  virtually  no  one  is 
ting  treatment, 
^ew  analyses  show  this  is 
re  than  a  health  catastro- 
•:  The  epidemic  can  cause 
nomic  crises  and  pose  na- 
lal  security  risks  for  the 
"Africa  has  no  chance 
developing  without  first 
ressing  aids,  malaria,  and 
er  diseases,"  says  econo- 
t  Jeffrey  D.  Sachs,  direc- 

of  the  Harvard  Center 

International   Develop- 
lt.  If  these  diseases  are 

controlled,  the  continent 

slow  the  growth  of  the 
)al  economy.  And  the  so- 

al  breakdowns  from  dis- 
e  may  lead  directly  to 
flicts  and  mass  migrations 

airing  intervention  by  the 


The  Toll  of  HIV  in 
Sub-Saharan  Africa 

3.8  MILLION  infected 
during  2000 

25.3  MILLION  living 
with  infections  at  the  end 
of  2000 

2.4  MILLION  deaths  dur- 
ing 2000 

Data:  Joint  U.N.  Program  on  HIV/AIDS 

West.  "There's  a  recognition 
by  the  CIA  and  the  U.  N.  Se- 
curity Council  that  this  pan- 
demic fundamentally  threat- 
ens U.  S.  interests,"  says 
Sachs.  Compared  with  the 
huge  cost  of  doing  nothing, 
he  says,  spending  $2  billion 
to  $5  billion  to  prevent  and 
treat  aids  is  a  bargain. 


GENES  SHOW  A  WAY 
TO  PREDICT  RISKY 
SIDE  EFFECTS 

RESISTANCE  ISN'T  THE  ONLY 
problem  caused  by  new  AIDS 
drugs.  Doctors  are  realizing 
the  drugs  have  potentially 
life-threatening  side  effects, 
such  as  heart  disease  due  to 
elevated  cholesterol.  But  now 
scientists  are  beginning  to  fig- 
ure out  how  the  drugs  boost 
cholesterol  levels — and  the 
risk  of  heart  problems. 

A  team  led  by  Dr.  Andre 
Miserez  of  the  University  of 
Basel  in  Switzerland  tackled 
the  problem  by  searching 
for  the  genes  affected  by 
so-called  protease-inhibitor 
drugs.  They  found  one  that 
is  a  key  regulator  of  the 
pathway  that  helps  control 
the  amount  of  glucose  and 
cholesterol  and  other  fats  in 
the  blood.  Significantly,  how- 
ever, the  gene  comes  in  two 
different  forms.  Some  70%  of 
the  population  has  the  ver- 
sion affected  by  the  drugs; 
the  rest  escape  this  danger- 
ous side  effect.  That  makes 
it  possible  to  use  a  genetic 
test  to  predict  in  advance 
who's  at  risk,  says  Miserez. 
And  the  discovery  may  en- 
able scientists  to  figure  out 
how  to  counteract  this  side 
effect — or  to  design  new 
drugs  that  don't  cause  it. 


NE  STEP  FORWARD,  TWO  BACK? 


IE  HIV  VIRUS  IS  RAPIDLY 

utating,  creating  strains 
iat  defy  some  drugs.  Sepa- 
.te  studies  in  the  U.  S., 
.vitzerland,  and  France 
iow  that  about  10%  of 
:wly  infected  people  have 
drug-resistant  strain.  And 
fourth  study  at  the  Aaron 
iamond  aids  Research 
mter  reveals  that  26%  of 
■w  patients  in  1999  and 
'00  contracted  a  virus  with 
least  one  genetic  change 
sociated  with  resistance, 


vs.  16%  in  a  1995-98  study. 
Equally  worrisome,  pub- 
lic-health researchers  are 
finding  that  unprotected  sex 
among  men  is  rising,  raising 
fears  of  an  aids  resurgence. 
Scientists  fear  that  the  suc- 
cess of  new  drugs  has  led 
people  to  worry  less  about 
getting  or  transmitting  Hiv. 
Indeed,  the  infection  rate  in 
the  U.S.  remains  constant  at 
about  40,000  per  year — and 
an  estimated  40%  of  those 
with  the  virus  don't  know 


they  have  it  until  symptoms 
of  aids  strike. 

To  counter  that  threat, 
the  Centers  for  Disease 
Control  &  Prevention  an- 
nounced at  the  conference 
that  it  was  launching  a  new 
prevention  strategy.  Instead 
of  educating  the  general 
population,  the  agency 
wants  to  identify  the  esti- 
mated 900,000  Americans 
who  have  Hiv — and  keep 
them  from  passing  it  on  to 
others.  The  cdc  hopes  to 
slash  the  infection  rate  in 
half,  to  20,000  per  year. 


RISING  RESISTANCE 

PERCENT  OF  NEW  INFECTIONS  WITH 
ALREADY  DRUG-RESISTANT  MUTATIONS 


'95  -'98  '99  -'00 

Data:  Aaton  Diamond  AIDS  Research  Center 


HEADING  OFF 
HIV  BEFORE 
IT  INVADES 


today's  drugs  fight  hiv  by 
blocking  the  enzymes  the 
virus  needs  to  copy  itself  af- 
ter it  gets  into  cells.  But 
there's  a  different  tack — 
keeping  the  virus  from  en- 
tering the  cells  in  the  first 
place.  Scientists  at  Trimeris 
in  Durham,  N.C.,  have  de- 
veloped a  drug  called  T-20, 
known  as  an  "entry  inhibitor" 
because  it  prevents  the  virus 
from  invading.  Studies  prove 
it  works  against  viral  strains 
that  defeat  existing  medi- 
cines. "Its  activity  against 
drug-resistant  viruses  is  very 
promising,"  says  David  Ho, 
director  of  the  Aaron  Dia- 
mond aids  Research  Center. 

Now,  a  study  shows  that 
T-20  can  also  give  today's 
drugs  a  boost  against  viruses 
that  aren't  resistant.  In  pa- 
tients getting  a  powerful  four- 
drug  regimen  to  hold  virus 
levels  low,  the  addition  of  T- 
20  reduced  viral  levels  to  10% 
of  what  they  had  been.  "We 
were  surprised  to  see  an  ef- 
fect over  and  above"  the  re- 
duction produced  by  the  other 
drugs,  says  Trimeris  ceo  Dani 
Bolognesi. 

Trimeris  is  also  developing 
a  second-generation  entry  in- 
hibitor. And  Schering-Plough 
has  found  a  drug  that  blocks 
entry  by  acting  on  a  different 
part  of  the  virus.  Tests  show 
that  attacking  both  targets 
may  be  more  effective  than 
attacking  either  alone. 
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ince  taking  over  as  chief  executive 
of  Hewlett-Packard  Co.  18  months 
ago,  Carleton  S.  "Carry"  Fiorina  has 
pushed  the  company  to  the  limit  to 
recapture  the  form  that  made  it  a 
management  icon  for  six  decades, 
st  November,  it  looked  like  she 
ght  have  pushed  too  hard.  Af- 
r  weeks  of  promising  that 
would  meet  its  quarterly 
mbers,  Fiorina  got  grim 
W9  from  the  finance  de- 
rtment.  While  sales 
)wth  beat  expectations, 
afits  had  fallen  $230 
llion  short.  The  culprit, 
large  part,  was  Fiorina's 
gressive  management  make- 
?r.  With  HP's  88,000  staffers  ad- 
ding to  the  biggest  reorganization  in 
1  company's  history,  expenses  had  risen  out 
icontrol.  And  since  new  computer  systems  to 
ick  the  changes  weren't  yet  in  place,  HP's 
an       counters 


nt  detect  the 

^blem  until  10 

;s     after    the 

uler  was  over.  "It  was  frantic.  The  financial 

cs  were  limning  all  around  looking  for  more 

lllars,"  says  one  HP  manager. 

One  might  expect  a  CEO  in  this  spot  to  dial 

vn  on  such  a  massive  overhaul.  Not  Fiorina. 

ter  crunching  numbers  in  an  all-day  session 

Saturday 


and  offering  apologies  for  missing  the  forecast 
to  HP's  board  at  an  emergency  meeting  Sunday, 
Fiorina  told  analysts  she  was  raising  HP's  sales 
growth  target  for  fiscal  2001  from  15%  to  as 
much  as  177c.  "We  hit  a  speed  bump — a  big 

speed  bump — this 
quarter," 
she 


HP  STOCK  PRICE 


Since  Fiorina  became  CEO  in  the  summer  of  1999,  HP 

shares  have  fallen  18.9%,  compared  with  a  1.4%  decline 

for  the  Standard  &  Poor's  Computer  Index. 

"Split-adjusted     Data:  Bloomberg  Financial  Markets 


said 
in  a  speech 
broadcast  to  employees 
a  few  days  later.  "But  does  it  mean,  'Gee,  this 
is  too  hard?'  No  way.  In  blackjack,  you  double 
down  when  you  have  an  in- 
creasing probability  of  winning. 
And    we're    going   to    double 
down." 

The  stakes  couldn't  be  higher — both  for 
Fiorina  and  for  the  Silicon  Valley  pioneer 
started  in  a  Palo  Alto  garage  in  1938.  Just 
as  founders  Bill  Hewlett  and  David  Packard 
broke  the  mold  back  then  by  eliminating 
hierarchies  and  introducing  innovations  such 
as  profit-sharing  and  cubicles.  Fiorina 
is    betting    on    an 


Id  Management  Experime 


HP  THE  FIORINA  WAY 

When  Fiorina  arrived  at  HP,  the  company  was  a 
confederation  of  83  autonomous  product  units  reporting 
through  four  groups.  She  radically  revamped  the 
structure  into  two  "back-end"  divisions — one  developing 
printers,  scanners,  and  the  like,  and  the  other  computers. 
These  report  to  "front-end" groups  that  market  and  sell 
HP's  wares.  Here's  how  the  overhaul  stacks  up: 


THE    OLD    HP 


Each  product  unit  was  responsible  for  its  own  profit/loss  performance 
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approach  so  radical  that 
experts  say  it  has  never  been 
tried  before  at  a  company  of  HP's 
size  and  complexity.  What's  more,  man- 
agement gurus  haven't  a  clue  as  to  whether  it 
will  work — though  the  early  signs  suggest  it  may  be 
too  much,  too  fast.  Not  content  to  tackle  one  problem  at  a 
time,  Fiorina  is  out  to  transform  all  aspects  of  HP  at  once,  cur- 
rent economic  slowdown  be  damned.  That  means  strategy, 
structure,  culture,  compensation — everything  from  how  to 

spark  innovation  to 
how  to  streamline  in- 
ternal processes.  Such 
sweeping  change  is 
tough  anywhere,  and  doubly  so  at  tradition-bound  HP.  The  re- 
organization will  be  "hard  to  do — and  there's  not  much  DNA 
for  it  at  HP,"  says  Jay  R.  Galbraith,  professor  at  the  Institute 
for  Management  Development  in  Lausanne,  Switzerland. 

Fiorina  believes  she  has  little  choice.  Her  goal  is  to  mix  up 
a  powerful  cocktail  of  changes  that  will  lift  HP  from  its  slow- 
growth  funk  of  recent  years  before  the  company  suffers  a 
near-death  experience  similar  to  the  one  IBM  endured  10 
years  ago  and  that  Xerox  and 
others  are  going  through  now. 
The  conundrum  for  these  be- 
hemoths: how  to  put  the  full 
force  of  the  company  behind 

winning  in  today's  fiercely  competitive  technology  business 
when  they  must  also  cook  up  brand-new  megamarkets?  It's  a 
riddle,  says  Fiorina,  that  she  can  solve  only  by  sweeping 
action  that  will  ready  HP  for  the  next  stage  of  the  technology 
1  "volution,  when  companies  latch  on  to  the  Internet  to  trans- 
form their  operations.  "We  looked  in  the  mirror  and  saw  a 
■  mpany  that  was  becoming  a  failure,"  Fiorina  told 
"This  is  the  vision  Bill  and  Dave  would  have  had 
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STRATEGY  COUNCIL 

Nine  fast-rising  managers  who  advise  the  executive 
council  on  allocating  money  a 
to  growth  initiatives. 


EXECU 
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CORPORATE  SALES 

$34  billion  in  annual  revenues 

JOB  Meet  near-term  financial  targets  by 

selling  technology  solutions  to  corporate 

clients.  Keep  back-end  units 

abreast  of  what's  hot. 


■-. 
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PRINTERS 

43%  of  annual  production 

JOB  Build  new  printing  anc 
imaging  products  to  ensure  H 
long-term  growth.  Track  trends 
help  from  front-end  units 


Personnel  from  the  front-  and 
back-end  groups  collaborate 
on  projects  aimed  at  sniffing 
out  new  markets  that  will 
create  growth. 


CROSS-CON  t 

DIGITAL  IMAGW  M 

Make  photos,  dra 
and  videos  as  ea; 
create,  store,  anc 
as  e-mail. 


if  they  were  sit- 
ting here  today." 

At  its  core  lies  a  conviction  that  HP  must  become  "am 
dextrous."  Like  a  constantly  mutating  organism,  the  new   p 
is  supposed  to  strike  a  balance:  It  should  excel  at  sho  I 
term  execution  while  pursuing  long-term  visions  that  ere;   r 
new  markets.  It  should  increase  sales  and  profits  in  harmc  I 
rather  than  sacrifice  one  to  gain  the  other.  And  HP  will  e  Ml 
phasize  it  all — technology,  software,  and  consulting  in  ev(  m 
corner  of  computing,  combining  the  product  excellence  o  pel 
Sun  Microsystems  Inc.  with  IBM's  services  strength. 

To  achieve  this,  Fiorina  has  dismantled  the  decentralized 
proach  honed  throughout  HP's  64-year  history.  Until  last  ye 
HP  was  a  collection  of  83  independently  run  units,  each    »- 


■/wl  "We  looked  in  the  mirror  and  sale 

cused  on  a  product  such  as  scanners  or  security  software.  F 
rina  has  collapsed  those  into  four  sprawling  organizations.  C  i 
so-called  back-end  unit  develops  and  builds  computers,  g 
another  focuses  on  printers  and  imaging  equipment.  The  ba 
end  divisions  hand  products  off  to  two  "front-end"  sales  ; 
marketing  groups  that  peddle  the  wares — one  to  consumers, 
other  to  corporations.  The  theory:  The  new  structure  \ 
boost  collaboration,  giving  sales  and  marketing  execs  a  ilir 


THE  ASSESSMENT 


►  AUTHORITY 

►  RECOMMENDATIONS 

►  IDEAS  &  INNOVATIONS 

►  PRODUCTS  &  INFORMATION 


>    CONSUMER  SALES 

$15  billion  in  annual  revenues 

OB  Sell  consumer  gear  with  focus  on 
jting  current-year  earnings  and  revenue 
wis.  Let  back  end  know  of  must- 
a  .    products  and  features. 


COMPUTERS     + 

57%  of  annual  production 

JOB  Focus  on  future  success  by 

making  computers  that  companies 

and  consumers  want,  with  sales 

input  from  front  end. 


COMMERCIAL 
PRINTING  Divert 
printing  jobs  from 
offset  presses  to  Net- 
linked  HP  printers. 


pipeline  to  engi- 
neers so  products  are  devel- 
d  from  the  ground  up  to  solve  customer  problems.  This  is 
first  time  a  company  with  thousands  of  product  lines  and 
*es  of  businesses  has  attempted  a  front-back  approach,  a 
itegy  that  requires  laser  focus  and  superb  coordination, 
ust  as  radical  is  Fiorina's  plan  for  unleashing  creativity, 
calls  it  "inventing  at  the  intersection."  Until  now,  HP  has 
ie  stand-alone  products,  from  $20  ink  cartridges  to  $3  million 
jrnet  servers.  By  tying  them  all  together,  HP  hopes  to  sniff 
new  markets  at  the  junctions  where  the  products  meet.  The 
r  HP,  she  says,  will  excel  at  dreaming  up  new  e-services  and 
l  making  the  gear  to  deliver  them.  By  yearend,  for  example, 
customers  should  be  able  to  call  up  a  photo  stored  on  the 


BENEFITS 


HAPPIER  CUSTOMERS  Clients  should  find  HP  easier  to 
deal  with,  since  they'll  work  with  just  one  account  team. 

SALES  BOOST  HP  should  maximize  its  selling 
opportunities  because  account  reps  will  sell  all  HP 
products,  not  just  those  from  one  division. 

REAL  SOLUTIONS  HP  can  sell  its  products  in 
combination  as  "solutions" — instead  of  just  PCs  or 
printers — to  companies  facing  e-business  problems. 

FINANCIAL  FLEXIBILITY  With  all  corporate  sales  under 
one  roof,  HP  can  measure  the  total  value  of  a  customer, 
allowing  reps  to  discount  some  products  and  still 
maximize  profits  on  the  overall  contract. 


OVERWHELMED  WITH  DUTIES  With  so  many  products 
being  made  and  sold  by  just  four  units,  HP  execs  have 
more  on  their  plates  and  could  miss  the  details  that  keep 
products  competitive. 

POORER  EXECUTION  When  product  managers  oversaw 
everything  from  manufacturing  to  sales,  they  could  respond 
quickly  to  changes.  That  will  be  harder  with  front-  and 
back-end  groups  synching  their  plans  only  every  few  weeks. 

LESS  ACCOUNTABILITY  Profit-and-loss  responsibility  is 
shared  between  the  front-  and  back-end  groups  so  no  one 
person  is  on  the  hot  seat.  Finger-pointing  and  foot- 
dragging  could  replace  HP's  collegial  cooperation. 

FEWER  SPENDING  CONTROLS  With  powerful  division 
chiefs  keeping  a  tight  rein  on  the  purse  strings,  spending 
rarely  got  out  of  hand  in  the  old  HP.  In  the  fourth  quarter, 
expenses  soared  as  those  lines  of  command  broke  down. 

started  to  run  aground  nine  months  ago.  Cushy  commissions 
intended  to  light  a  fire  under  HP's  sales  force  boosted  sales, 
but  mostly  for  low-margin  products  that  did  little  for  corpo- 
rate profits.  A  more  fundamental  problem  stems  directly 
from  the  front-back  structure:  It  doesn't  clearly  assign  re- 
sponsibility for  profits  and  losses,  meaning  it's  tough  to  diag- 
nose and  fix  earnings  screwups — especially  since  no  indi- 
vidual manager  will  take  the  heat  for  missed  numbers.  And 
with  staffers  in  120  countries,  redrawing  the  lines  of  com- 
munication and  getting  veterans  of  rival  divisions  to  work  to- 
gether is  proving  nettlesome.  "The  people  who  deal  with  Car- 
ry directly  feel  very  empowered,  but  everyone  else  is  running 
around  saying,  "What  do  we  do  now?'"  says  one  HP  manager. 
Another  problem:  Much  of  the  burden  of  running  HP  lands 
squarely  on  Fiorina's  shoulders.  Some  insiders  and  analysts 
say  she  needs  a  second-in-command  to  manage  day-to-day  op- 
erations. "She's  playing  ceo, 
visionary,  and  coo,  and  that's 


,t  company  that  was  becoming  a  failure" 


using  a  handheld  gizmo  and  then  wirelessly  zap  it  to  a 
rby  printer.  To  create  such  opportunities,  HP  has  launched 
;e  "cross-company  initiatives" — wireless  services,  digital 
ging,  and  commercial  printing — that  are  the  first  formal  ef- 

to  get  all  of  HP's  warring  tribes  working  together. 
Vi\]  her  grand  plan  work?  It's  still  the  petri-dish  phase  of 
experiment,  so  it's  too  soon  to  say.  But  the  initial  results 
troubling.  While  she  had  early  success,  the  reorganization 


C.    Bernstein   analyst   Toni 

Sacconaghi. 
Fiorina  gets  frosty  at  the  notion  that  her  restructuring  is 
hitting  snags.  "This  is  a  multiyear  effort,"  she  says.  "I  al- 
ways would  have  characterized  Year  Two  as  harder  than 
Year  One  because  this  is  when  the  change  really  gets  bind- 
ing. I  actually  think  our  fourth-quarter  miss  and  the  current 
slowing  economy  are  galvanizing  us.  When  things  are  going 
well,  you  can  convince  yourself  that  change  isn't  as  neces- 
sary as  you  thought."  Fiorina  also  dismisses  the  need  for  a 
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WAJM  Fiorina  is  overhauling  HP  at  Net  speed, 
vLiLM  ordering  up  changes  before  fine-tuning  them 
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coo:  "I'm  running  the  business  the  way  I  think  it  ought  to 
be  run." 

If  Fiorina  pulls  this  off,  she'll  be  tech's  newest  hero.  The 
40-year-old  CEO  already  has  earned  top  marks  for  zeroing  in 
on  HP's  core  problems — and  for  having  the  courage  to  tackle 
them  head-on.  And  she  did  raise  HP's  growth  to  15%  in  fiscal 
2000  from  7%  in  1999.  If  she  keeps  it  up,  a  reinvigorated  HP 
could  become  a  blueprint  for  others  trying  to  transform  tech- 
nology dinosaurs  into 
dynamos.  "There  isn't 
a  major  technology 
company  in  the  world 
that  has  solved  the  problem  she's  trying  to  address,  and 
we're  all  going  to  learn  from  her  experience,"  says  Stanford 
Business  School  professor  Robert  Burgelman. 

Fiorina  needs  results — and  fast.  For  all  its  internal 
changes,  HP  today  is  more  dependent  than  ever  on  maturing 
markets.  While  Pes  and  printers  contributed  69%  of  HP's 
sales  and  three-fourths  of  its  earnings  last  year,  those  busi- 
nesses are  expected  to  slow  to  single-digit  growth  in  coming 
years,  with  falling  profitability.  Last  year,  HP  was  tied 
with  Compaq  as  the  leading  U.  S.  maker  of  home  PCs 
and  sold  60%  of  home 
printers,  according  to  IDC. 
Those  numbers  make  it 
hard  to  boost  market  share. 
In  corporate  computing — 
where  the  company  is 
banking  on  huge  growth — 
HP  has  made  only  minor 
strides  toward  capturing  lu- 
crative business  such  as 
consulting  services,  storage, 
and  software.  And  the  fail- 
ure of  Fiorina's  $16  billion 
bid  to  buy  the  consulting 
arm  of  Pricewaterhouse- 
Coopers  LLP  leaves  her 
without  a  strong  services 
division  to  help  transform 
HP  from  high  tech's  old 
reliable  boxmaker  into  a 
Net  powerhouse,  offer- 
ing e-business  solutions. 
careening.  With  the  tech 
sector  slowing,  this  may 
be  the  wrong  time  to 
make  a  miracle.  In  Janu- 
ary, HP  said  its  revenue 
and  earnings  would  fall 
short  of  targets  for  the 
first  quarter,  and  Fiorina 
cut  her  sales-growth  es- 
timates to  about  5% — a 
far  cry  from  the  mid- 
teens  she  had  been 
promising.  In  late  Janu- 
ary, the  company  an- 
nounced it  was  laying  off 
1,700  marketing  workers.  HP's 
stock,  which  has  dropped  from 

plit-adjusted  $67  in  July  to 
than  $40,  is  19%  below 
vhen  Fiorina  took 
■  lm. 
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CARLY  TO  HP: 
SNAP  TO  IT 

Even  before  she  took  charge 
at  HP  in  mid-1999,  Fiorina 
had  formulated  a  three- 
phase  plan  for  returning  the 
company  to  its  former  glory. 
Some  highlights: 


It's  not  just  Fiorina's  lofty  goals  that  are  so  radical,  but 
way  she's  trying  to  achieve  them.  She's  careening  along 
Net  speed,  ordering  changes  she  hopes  are  right — but  wh 
may  need  adjustment  later.  That  goes  even  for  the  front-b; 
management  structure.  "When  you  sail,  you  don't  get  there 
a  straight  line,"  Fiorina  argues.  "You  adjust  your  course  to 
the  times  and  the  current  conditions."  Insiders  say  that  bef 
the  current  slowdown,  she  expected  HP  to  clock  sales  growth 
20%  in  2002  and  thereafter— a  record  clip  for  a  $50  bill 
company.  Fiorina  won't  confirm  specific  growth  goals  but  s 
the  downturn  doesn't  change  her  long-term  plan. 

Her  overambitious  targets  have  cost  her  credibility  w 

Wall  Street,  too.  While  she  earned  kudos  for  increasing  ss 

growth  and  meeting  expectations  early  on,  she  has  damaj 

her  reputation  by  trying  to  put  a  positive  spin  on  more  trout 

recent  quarters.  HP  insiders  say  that  while  former  ceo  Lewis 

Piatt  spent  a  few  hours  reviewing  the  results  at  the  end  of  e 

quarter,  Fiorina  holds  marathon,  multiday  sessions  to  figure 

how  to  cast  flnancials  in  the  best  light.  Not  everyone  is 

pressed.  "I  grew  up  with  HP  calculators, 

they  don't  work  right  anymore,"  jo 

Edward  J.  Zander,  president 


PHASE    I,    1  999 


Prepare  the  ground 

SPREAD  THE  GOSPEL  Held  "Coffee  with  Carly"  sessk 
in  20  countries  to  boost  morale.  Convinced  top 
lieutenants  that  HP  needs  to  match  the  growth  of  rivals 


ONE  IMAGE  Merged  HP's  fragmented  ad  effort  under  o 
all-encompassing  "Invent"  campaign. 


SPARK  INNOVATION  Reoriented  HP's  R&D  lab  away 
from  incremental  product  improvements  and  toward  big 
bang  projects  such  as  nanotechnology  for  making 
superpowerful  chips. 


PHASE    II,    2000 


Improve  growth  and  profits  in  core  businesses 

CONSOLIDATE  Folded  HP's  83  product  divisions  into 
four  units:  two  product  development  units  that  work  wit 
two  sales  and  marketing  groups — one  aimed  at 
consumers,  the  other  corporations. 


SET  STRATEGY  Created  a  nine-person  Strategy  Counc 
to  allocate  resources  to  the  best  opportunities  rather  th 
leaving  strategy  to  product  chieftains. 

WHACK  COSTS  Lower  expenses  by  $1  billion  by 
revamping  internal  processes  to  tap  the  power  of  the 


PHASE    III,    2001    AND    BEYOND 


Build  new  markets 

TRIGGER  NEW  PRODUCT  CATEGORIES  Establish 
cross-company  initiatives  to  develop  altogether  new  Ne 
related  businesses. 


WOO  CUSTOMERS  Offer  soup-to-nuts  solutions  for 
customers  by  creating  teams  from  across  HP  that  sell  t 
major  accounts. 

GOOD  CORPORATE  CITIZEN  Use  HP's  resources  to 
create  subsidized  or  low-cost  computer  centers  and 
services  to  make  the  Net  available  to  everyone. 


Itional  Software  the  company  that  "Wall  Street  analysts  like  best," 
\The  Wall  Street  journal.  Rational  Software  the  vendor  selected  by  45  of 
ie  USA  Today  e-business  50.  Rational  Software  recognized  by  IDC  as  the 


WHAT  DO  49  OF  THE 

FORTUNE  e-50 
HAVE  IN  COMMON? 


RATIONAL  SOFTWARE. 


ader  in  multiple  segments  of  the  software  development  life-cycle 
anagement  market,  for  four  years  in  a  row1.  Rational  Software  the 
tmpany  that  "Wall  Street  analysts  like  best,"   —  The  Wall  Street  Journal. 


Je  Fortune  e-50®  is  a  virtual  "Who's  Who"  of  the  new  Internet  econ- 
t\iy.  From  dot-com  innovators  to  telecom  trendsetters,  the  Fortune 

0  is  changing  the  way  the  world  does  business.  Small  wonder  that 
J  of  the  e-50  rely  on  Rational  Software  to  transform  the  way  they 
ti  Id  software.  They  join  the  thousands  of  companies  worldwide  who 
ke  realized  significant  improvements  in  software  development  speed 
|ld  quality  by  applying  Rational's  software  engineering  best  practices, 
ped  tools  and  services.  Want  to  build  software  faster  and  better? 

it  us  at:  www.rational.com/fo1tune2 

I  Application  Life-Cycle  Management  Forecast  and  Analysis,  2000-2004 

i"Oo  Rational  Software  Corporation.  Rational,  the  Rational  logo,  and  Ratio 
loration  in  the  United  States  and  other  countries.  Fortune  is  a  registered 


Rational 


the  e-development  company'" 


JTA7M  Fiorina  holds  quarterly  marathons  to  determine 
m^fiM  how  to  cast  HP's  financials  in  the  best  light 
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rival  Sun  Microsystems.  "Everything  they  mention  seems  to  be 
growing  50%,  but  the  company  as  a  whole  only  grows  10%." 
Fiorina  says  HP  has  accurately  reported  all  segments  of  its  busi- 
ness and  that  she  makes  no  special  effort  to  spin  the  results. 
"The  calculators  still  work  fine,"  she  says. 

Fiorina  was  well  aware  of  the  challenges  when  she  joined 
HP,  but  she  also  saw  the  huge  untapped  potential.  She  had 
grown  to  admire  the  company  while  working  as  an  HP  intern 

during  her  years 
studying  medieval  his- 
tory at  Stanford  Uni- 
versity. Later,  as  pres- 
ident of  the  largest  division  of  telecommunications  equipment 
maker  Lucent  Technologies  Inc.,  she  learned  the  frustrations 
of  buying  products  from  highly  decentralized  HP.  When  HP's 
board  asked  her  to  take  over,  she  jumped  at  the  chance  to 
show  off  her  management  chops.  While  she  had  spearheaded 
the  company's  spin-off  from  AT&T  in  1996,  then  CEO  Richard  A. 
McGinn  got  all  the  credit. 

"PERFECTLY  POSITIONED."  Soon  after  signing  on,  Fiorina  de- 
cided the  front-back  structure  was  the  salve  for  HP's  ills. 
With  the  help  of  consultants,  she  tailored  the  frame- 
work to  HP's  needs  and  developed  a  multiyear 
plan  for  rejuvenating  the  company.  Step 
One  would  be  to  shake  up  complacent 
troops.  Next,  Fiorina  set  out  to  re- 
fine a  strategy  and  "reinvent" 
HP  from  the  ground  up,  a  task 
she    expected    would    take 
most  of  2000.  Only  then- 
meaning     about     now — 
would  HP  be  ready  to  un- 
leash its  potential  as  a  top 
supplier  of  technology  for 
companies  revamping  their 
businesses  around  the  Web. 

That's  where  the  cross- 
company  initiatives  come  in. 
So  far,  HP  has  identified  three. 
There's  the  digital-imaging  effort 
to  make  photos,  drawings,  and 
videos  as  easy  to  create,  store, 
and  send  as  e-mail.  A  commer- 
cial-printing thrust  aims  to  cap- 
ture business  that  now  goes  to 
offset  presses.  And  a  wireless 
services  effort  might,  say,  turn  a 
wristwatch  into  a  full-function 
Net  device  that  tracks  the  wear- 
er's heart  rate  and  transmits  that 
info  to  a  hospital.  "All  the  great 
technology  companies  got  great 
by  seeing  trends  and  getting  there 
first — and  they're  always  misun- 
derstood initially,"  says  Fiorina. 
"We  think  we  see  where  the  mar- 
ket is  going  and  that  we're  per- 
fectly positioned." 

The  first  chapters  of  Fiorina's 

plan  came  off  as  scripted.  When 

replaced  33-year  HP  veteran 

Piatt  on  a  balmy  July  day  in  1999, 

Fiorina  swept  in  with  a  rush  of  fresh 

tid  made  headway — for  a  time.  She 
ini    chiefs  Lo  justify  why  HP  should  continue  in  that 
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line  of  business.  And  she  gave  her  marketers  just  six  wc 
to  revamp  advertising  and  relaunch  the  brand.  After  a 
days  on  the  job,  she  met  with  researchers  who  feared 
Fiorina — a  career  salesperson — would  move  HP  away  fror 
engineering  roots.  She  wowed  them.  In  sharp  contrast 
the  phlegmatic  Piatt,  Fiorina  moved  through  the  crowd,  I 
crophone  in  hand,  exhorting  them  to  change  the  wol 
"There  was  a  lot  of  skepticism  about  her,"  says  Stan  Willi/ 
director  of  HP's  quantum  science  research  program.  "But  | 
was  fantastic." 

If  she  was  a  hit  with  engineers,  it  took  a  bit  longer  to 
over  HP's  executive  council.  For  years,  these  top  execs 
measured  HP's  performance  against  its  ability  to  meet  inl 
nal  goals,  but  rarely  compared  its  growth  rates  to  those  ol 
vals.  In  August,  Fiorina  rocked  their  cozy  world  when] 
shared  details  of  her  reorganization — and  of  her  sky- 
growth  targets.  She  went  to  a  whiteboard  and  comparec 
with  better-performing  competitors:  Dell  Computer  in 
Sun  in  servers,  and  IBM  in  services.  She  issued  a  challeng^ 
the  executives  could  show  her  another  way  to  hit  her 
growth  target  by  2002,  she  w<| 
postpone  the  rest| 
turing,  ir 
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Our  process  to  reduce  sulfur  in  gasoline 
helps  those  who  don't  even  drive. 


ilfur  is  a  naturally  occurring  element  in  gasoline 

id  contributes  to  air  pollution.  But  until 

cently,   the  methods  used  to  remove 

ilfur  from  gasoline  weren't  very  efficient.  So 

hhillips  is  developing  a  new  process  that 

amoves  more  than  90%  of  the  sulfur  in 

;andard  gasoline  without  significant  loss  of 


octane  or  volume.  Its  an  innovation  that  will 
help  us  reduce  harmful  emissions  from  cars, 
improve  air  quality  and  meet  proposed 
sulfur  regulations  for  years  to  come.  And 
it's  just  one  of  the  many  ways  we  live  up  to 
the  name  The  Performance  Company.  /mrt> 
PHILLIPS  PETROLEUM  COMPANY  We] 


'it  a  copy  of  our  annual  report,  call  918-661-3700,  write  to:  Phillips  Annual  Report,  B-4J,  Adams  Blclg.,  Bartlesville,  OK  74001, 

or  visit  us  at  www.phillips66.com. 
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"You  can  feel  the  stress  her  changes  are  causing] 
These  guys  know  they  have  to  perform" 
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ers  say.  Five  weeks  later,  the  best  alternative  was  a  plan  for 
just  16%  growth.  The  restructuring  would  start  by  yearend. 
She  dove  into  the  details.  While  Piatt  ran  HP  like  a  holding 
company,  Fiorina  demanded  weekly  updates  on  key  units  and 
peppered  midlevel  managers  with  3  a.m.  voice  mails  on  prod- 
uct details.  She  injected  much  needed  discipline  into  HP's 
computer  sales  force,  which  had  long  gotten  away  with  low- 
ering quotas  at  the  end  of  each  quarter.  To  raise  the  stakes, 

she  tied  more  sales 
compensation  to  per- 
formance and  changed 
the  bonus  period  from 
once  a  year  to  every  six  months  to  prevent  salespeople  from 
coasting  until  the  fourth  quarter.  While  some  commissions 
were  tied  to  the  number  of  orders  rather  than  the  sales 
amount  and  contributed  to  the  earnings  miss,  Fiorina  has 
fixed  the  problem  and  accomplished  her  larger  goal  of  kick- 
starting  sales.  "You  can  feel  the  stress  her  changes  are  caus- 
ing," says  Kevin  P.  McManus,  a  vice-president  of  Premier 
Systems  Integrators,  which  installs  HP  equipment 
"These  guys  know  they  have  to  perform." 

This  play-to-win  attitude  has  started  to 
take  root  in  other  areas.  Take  HP  Labs 
In  recent  years,  the  once  proud  research 
and    development   center   made   too 
many  incremental  improvements  to 
existing  products,  in  part  because 
engineers'  bonuses  were  tied  to  the 
number,  rather  than  the  impact,  of 
their  inventions.  Now,  Fiorina  is 
focusing  HP's  R&D  dollars  on  "big 
bang"  projects.  Consider  Bob  Rau's 
Pico  software,  which  helps  auto- 
mate the  design  of  chips  used  in 
electronic  gear.  Rau  had  worked  for 
years  on  the  project,  but  the  technol- 
ogy languished.  Last  spring,  Rau  told 
Fiorina  that  the  market  for  such  sys 
terns  was  projected  to  grow  to  $300  billion 
as  appliance  makers  built  all  sorts  of  Net-en- 
abled gadgets.  Within  days,  Fiorina  created  a 
separate  division  that  operates  alongside 
the  two  back-end  groups  and  has  grown  to 
250  people.  Besides  Rau's  software,  it  will 
sell  other  HP  technologies  such  as  new 
disk  drives  to  manufacturers.  "It  was 
like  we'd  been  smothered  for  four  years 
and  someone  was  finally  kind  enough  to 
lift  the  pillow  off  our  face,"  says  Rau. 
ROUGH  EDGES.  With  Phase  One  of  her  trans- 
formation behind  her,  Fiorina  launched  a  formal 
reinvention  process  last  spring.  First  up:  cutting  ex- 
penses. Over  nine  days,  a  12-person  team  came  up  with 
ways  to  slash  $1  billion  by  fiscal  2002.  HP  could  save  $100  mil- 
lion by  outsourcing  procurement.  It  could  trim  $10  million  by 
letting  employees  log  their  hours  online  rather  than  on  card- 
board time  cards.  And  the  company  could  revamp  its  stodgy 
marketing  by  consolidating  advertising  from  43  agencies  into 
two.  That  would  save  money  and,  better  yet,  focus  HP's  cam- 
paigns on  Fiorina's  big  Web  plans  rather  than  on  its  various 
stand-alone  products. 

But  when  the  big  changes  really  started  to  kick  in,  Fiori- 

plan  started  to  bog  down.  In  the  past,  HP's  product 

tins  ran  their  own  operations,  from  design  to  sales  and 

•support.  Today,  they're  folded  into  the  two  back-end  units, 


leaving  product  chiefs  with  a  far  more  limited  role.  Thej 
still  responsible  for  keeping  HP  competitive  with  rivals,  hittj 
cost  goals,  and  getting  products  to  market  on  time.  But  tr 
hand  those  products  to  the  front-end  organizations  respor 
ble  for  marketing  and  selling  them. 

The  arrangement  solves  a  number  of  long-standing 
problems.  For  one,  it  makes  HP  far  easier  to  do  busing 
with.  Rather  than  getting  mobbed  by  salespeople  from  v^ 
ous  divisions,  now  customers  deal  with  one  person.  It  lets 
expert  product  designers  focus  on  what  they  do  best 
gives  the  front-end  marketers  authority  to  make  the  de 
that  are  most  profitable  for  HP  as  a  whole — say,  to  sell  a  se 
er  at  a  lower  margin  to  customers  who  commit  to  long-tel 
consulting  services.  "You  couldn't  miss  how  silly  it  was  the  ' 
way  if  you  were  part  of  the  wide-awake  club,"  says  Scl 
Stallard,  a  vice-president  in  HP's  computing  group.  "A  par/ 
of  HP  salesmen  in  Tauruses  woi 
pull  up  and  meet 
the    first    til 
outside 
the 


WON  OVER 

Williams  and  other 

engineers  quickly  warmed 

to  career  salesperson 

Fiorina 


tome 
buildinj 
These    advi 
tages,     though,     ai 
enough  to  convince  management 
perts  or  many  HP  veterans  that  a  front-b; 
approach  will  work  at  such  a  complex  cc 
pany.  How  do  back-end  product  design- 
stay  close  enough  to  customers  to  know  wl 


a  new  feature  becomes  a  must-have?  Will  exe 
tives,  now  saddled  with  thousands  of  HP  products 

der  their  supervision,  give  sufficient  attention  to  each 
them  to  stay  competitive?  And  with  shared  profit-and-1 
responsibility  between  front  and  back  ends,  who  has  the  fi 
say  when  an  engineer  wants  to  take  a  flier  on  expensive 
search?  "You  just  diffuse  responsibility  and  authority,"  si 
Sara  L.  Beckman,  a  former  HP  manager  who  teaches  at 
Haas  Business  School  at  the  University  of  California  at  Ber 
ley.  "It  makes  it  easier  to  say,  'Hey,  that  wasn't  my  problen 

Indeed,  the  front-back  plan  is  showing  some  rough  edg  > 
While  HP  cited  many  reasons  for  its  troubling  fourth-quar 
results,  the  reorganization  is  probably  front  and  center.  Fr< 
from  decades-old  lines  of  command,  employees  spent  as  if  tl 
had  already  hit  hypergrowth.  In  October  alone,  the  c-ompt 
hired  1,200  people.  Even  dinner  and  postage  expenses  ran 
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,         .  Sounds  like  a  potent  combination,  Serena  and  Venus.  It's  no  surprise  you 

Internet  two  ^now  wnat  't  takes  to  get  ahead  in  this  competitive  world.  That's  what 

our  Local  Internet  solutions  are  all  about:  giving  companies  a 
npetitive  edge.  Local  Internet  provides  direct,  unconstrained  access  to  the  Internet, 
lich,  among  other  things,  allows  businesses  to  seamlessly  outsource 
plications  and  services.  Saving  them  money  and  simplifying  operations.  So    ^p  ^A  £^RT  P  I 

y  can  focus  on  driving  in  revenue.  Simple  as  that.  It's  just  one  more  way      ^ 
re  making  the  Internet  whatever  you  want  it  to  be.  nortelnetworks.com 


NETWORKS 


:  trademarks  of  Nortel  Networks    "What  do  you  want  the  Internet  to  be?"  Is  a  service  mark  of  Nortel 


Whn%  ^  wants  to  be  a  Net  power,  but  its  Unix  server 
wL/HM  business  is  well  behind  Sun's,  and  IBM  is  a  thres 
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over  the  norm.  Such  profligate  spending  was  rare  under  the 
old  structure  where  powerful  division  chiefs  kept  a  tight 
rein  on  the  purse  strings.  "They  spent  too  much  money  on 
high-fives  and  setting  themselves  up  to  grow  the  following 
quarter,"  says  Salomon  Smith  Barney  analyst  John  B.  Jones. 
That  situation  could  improve  over  time.  Fiorina  rushed 
the  reorganization  into  place  before  the  company's  information 
systems  were  revamped  to  reflect  the  changes.  Before  Fior- 
ina arrived,  each  prod- 
uct division  had  its 
own  financial  report- 
ing system.  It  was 
only  on  Nov.  1  that  HP  rolled  out  a  new  M&er-system  so 
staffers  could  work  off  the  same  books.  Although  it's  too 
soon  to  say  whether  it's  a  winner,  HP  claims  the  system  will 
let  it  watch  earnings  in  powerful  new  ways.  Rather  than 
just  see  sales  for  a  product  line,  managers  will  be  able  to 
track  profits  from  a  given  customer  companywide  or  by  re- 
gion. That  way  they  can  cut  deals  on  some  products  to  boost 
other  sales  and  wind  up  with  a  more  lucrative  relationship. 
Another  restructuring  red  flag  is  the  way  Fiorina  now 
sets  strategy,  a  big  departure  from  "The  HP 
Way" — the  principles  laid  out  by  the  founders  in 
1957.  Based  on  the  belief  that  smart  people  will 
make  the  right  choices  if  given  the  right  tools  and 
authority,  "Bill  and  Dave"  pushed  strategy  down 
to  the  managers  most  involved  in  each  business. 
The  approach  worked.  Not  only  did  HP  dominate 
most  of  its  markets,  but  low-level  employees 
unearthed  new  opportunities  for  the  com- 
pany, "hp  was  always  the  exact  opposite  of 
a  command-and-control  environment," 
says  former  ceo  Piatt.  Although  Piatt 
wouldn't  comment  on  Fiorina  directly, 
he  says,  "Bill  and  Dave  did  not  feel  they 
had  to  make  every  decision."  HP's  $10 
billion  inkjet  printer  business,  for  ex- 
ample, got  its  start  in  a  broom  closet  at 
HP's  Corvallis  (Ore.)  campus,  where  its 
inventors  had  to  set  up  because  they 
had  no  budget. 

EYES  ON  THE  PRIZES.  Fiorina  isn't 
waiting  for  another  broom-closet  mir- 
acle. Since  the  halcyon  mid-'90s,  the 
old  HP  way  hasn't  worked  quite  as 
well.    The    last    mega-breakthrough 
product  HP  introduced  was  the  inkjet 
printer,  in  1984.  Growth  had  slowed  to 
just  4%  in  the  six  months  before  Fiori- 
na took  over.  To  give  HP  better  direc- 
tion, Fiorina  has  created  a  nine-person 
Strategy  Council  that  meets  every  month 
to  allocate  resources,  set  priorities,  and 
advise  her  on  acquisitions  and  partnerships. 
"This  is  a  company  that  can  do  anything," 
Fiorina  says.  "But  it  can't  do  everything." 

Again,  the  move  makes  sense  on  paper.  By 
steering  the  entire  company,  the  council  can  focus 
HP  on  a  few  big  Internet  prizes  rather  than  myr- 
iad underfunded  pet  projects.  But  this  top-down  en- 
gine could  backfire.  Experts  point  out  that  except 
for  visionaries  like  Apple  Computer's  Steve 
or  ikm's  Thomas  1.  Watson  Jr.,  it's  rare 
•■  1  he  suits  in  the  corner  office  to  be  able  to 

the  future — especially  in  a  market  as  fast- 
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changing  as  the  Net.  "If  we  were  to  go  too  far  toward 
down,  it  would  not  be  right  for  this  company,"  acknowled 
Debra  L.  Dunn,  HP's  vice-president  of  strategy. 

To  be  sure,  Fiorina  is  quick  to  embrace  ideas  from  belo 
she  thinks  they'll  solve  a  problem.  This  spring,  Sam  Mane 
HP's  vice-president  of  corporate  accounts,  proposed  a  te 
based  plan  that  advances  the  front-back  approach.  Time 
PC  salespeople  weren't  allowed  to  sell,  say,  printers.  Mane 
has  fixed  that  by  pulling  together  20-person  teams  to 
centrate  on  the  top  75  corporate  customers.  The  teams  cr< 
an  "opportunity  map"  for  each  customer,  tracking  the  t 
amount  of  business  HP  could  possibly  book.  Then  the  team 
alyzes  what  deal  would  maximize  earnings  for  HP.  Mane 
says  his  operation  has  boosted  sales  to  top  customer: 
more  than  30%  since  May.  "We're  taking  the  handcuffs  ol 
now  we  can  be  more  aggressive,"  Mancuso  says. 

The  shackles  may  be  off,  but  HP  still  lags  its  competi 
in  many  areas.  For  all  HP's  talk  of  becoming  a  Net  powe 
the  fourth  quarter,  Sun  held  39%  of  the  market  for 
servers  preferred  by  e-businesses,  according  to  IDC.  HP 
second  place  with  23%  share,  a  slight  improvement  over 
year  before.  But  it  faces  growing  competition  from  t 
place  IBM,  which  just  introduced  a  product  line  that 
analysts  say  handily  outperforms  HP's  servers, 
just  not  making  much  headway,"  says  Elle 
Hancock,  ceo  of  Exodus  Communicat 
Inc.  Her  company  uses  62,000  serve: 
its  Web  hosting  centers,  virtually 
of  them  from  HP.  And  most  of 
Net  schemes,  such  as  Carto: 
service  that  lets  consumers 
pictures  on  the  Web,  have  f; 
to  catch  on. 
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By  Peter  Burrows  in  Palo  Alio,  C 


NEW  DEAL 

After  Fiorina 
embraced 
Mancuso's 
team-based 
ideas,  HP's  sales 
to  top  customers 
jumped  by 
more  than 
30% 
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For  a  Q&A  with  Fiorina  and  a  closer  look  at  HP's  digital  imag 
initiative,  go  to  www.businessweek.com. 
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Ever  dreamed  Of  being  more?     If  you  feel  you're  not  living  up  to  your  full  potential, 
come  to  Randstad.  We'll  work  to  iearn  your  skills,  your  talents  and  your  ambitions,  then  represent 
and  market  you  to  thousands  of  employers  (at  no  cost),  finding  the  best  opportunities  for  you — 
full-time,  part-time,  anytime.  With  over  500  offices  in  the  U.S.,  Randstad  makes  it  easy  for 
you  to  succeed.  Enjoy  your  dream  while  you're  still  awake. 
Call  1-877-922-2468  or  visit  www.us.randstad.com. 
professional  •  technical  •  office  •  creative  •  industrial 
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We  develop  innovative  pharmaceuticals  for  the  treatment  of  infections. 

So  that  nothing  is  as  contagious  as  i 


Warm  feelings  have  a  way  of  spreading.  Unfortunately,  so  does  disease.  Today  people  are 
increasingly  exposed  to  infections.  At  Aventis,  one  of  the  world's  leading  pharmaceutical  companies, 
we  offer  innovative  medicines  for  the  treatment  of  infections.  At  the  same  time,  our  scientists  are  using  their 
in-depth  know-how  and  the  latest  technologies  to  develop  new  treatments.  It  is  our  aim  to  protect  life. 
So  that  the  most  contagious  thing  people  have  to  face  is  laughter. 


Aventis,  Strasbourg  (France),  is  listed  on  the  stock  exchanges  in  Paris,  Frankfurt  and  New  York,    www.aventis.com 
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STOCKS 


DEADWEIGHT 
ON  THE  MARKETS 

The  telecom  equipment  makers  are  in  trouble 

With  tech  stocks  giving  back  most 
of  January's  surprising  gains, 
the  big  question  on  Wall  Street 
is  what's  next  for  Nasdaq.  Of 
course,  a  lot  depends  on  just  how  much 
the  economy  slows.  But  that's  anybody's 
guess.  Better  clues  can  be  found  ana- 
lyzing one  sector  of  high  tech,  the 
once  high-flying  equipment  makers 
and  their  best  customers,  the  tele- 
com carriers.  Here  the  news  is 
not  encouraging. 

The  share  prices  of  equip- 
ment makers  have  depended 
on  growing  sales  of  routers, 
switches,  and  lasers  to  carri- 
ers, from  upstart  local  Internet 
service  providers  to  giant  AT&T. 
Now  the  spectacular  growth  in 
product  sales  has  stopped  sud- 
denly, with  no  recovery  in  sight 
this  year.  The  point  was  made  clear 
in  Cisco  Systems  Inc.'s  disappointing 
earnings  and  conference  call  to  investors 
on  Feb.  6. 

Equipment  stocks,  representing  what 
had  been  the  most  dynamic  sector  of  the 
economy,  make  up  fully  one-fifth  of  the 
value  of  the  Nasdaq  100.  They  are  led  by 
Cisco,  which  last  year  passed  Microsoft 
Corp.  and  General  Electric  Co.  briefly 
to  hold  the  title  of  the  stock  with  the 
biggest  market  value  in  the  world. 
Though  Cisco's  $220  billion  market  cap  is 
down  60%  from  its  52-week  high,  it  is 
still  the  eighth-biggest  in  Standard  & 
Poor's  500-stock  index. 
PRICE  WARS.  The  big  Nasdaq  issues  also 
include  flashy  optical  innovators  JDS 
Uniphase,  ciena,  and  Juniper  Networks. 
They  are  followed  by  a  raft  of  suppliers, 
such  as  semiconductor  makers  Applied 
Micro  Circuits,  Altera,  and  PMC-Sierra, 
a  darling  of  momentum  investors.  Other 
equipment  names  are  prominent  New 
York  Stock  Exchange  technology  listings, 
such  as  Nortel  Networks  Corp.  and 
Corning  Inc. 

The  trouble  in  the  equipment  ranks  is 

to  get  worse.  The  problem  is 

Id.  First,  their  stock  prices  are 

still  generally  high  compared  with  earn- 


ings. In- 
vestors have  hesitat- 
ed to  sell  them  because  they  had  be- 
come the  leading  growth  stocks.  Second, 
problems  with  the  telecom  customers 
won't  go  away  quickly.  The  telecoms 
have  run  up  big  debts  buying  and  in- 
stalling the  latest  high-tech  equipment. 
They're  using  that  new  capacity  to  wage 
deadly  price  wars  with  one  another  and 

THE  CUSTOMERS 
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won't  have  the  mo    J 
to  boost  spending. 

Telecoms  increased  their  purchase 
equipment  by  nearly  30%  in  2000.  In 
ing  so,  their  capital  expenditures 
ceeded  their  cash  flow  by  50%,  estim 
Paul  Sagawa,  equipment  stock  ana 
at  Sanford  C.  Bernstein  &  Co.  (ch; 
This  cash  shortfall  amounted  to  $50 
lion,  most  of  which  had  to  be  raised  f 
the  capital  markets,  with  some  con 
from  the  equipment  companies  th 
selves  (page  85).  Total  carrier  deb 
now  91%  of  sales,  compared  with 
four  years  ago. 

Many  of  the  communication  equipn    " 
stocks  remained  stubbornly  high  des   '  i 
indications  spending  would  stall.  C: 
moments  before  its  earnings  disapp( 
ment,  was  trading  at  a  lofty  41  ti 
Wall  Street's  estimates  of  calendar 
"pro  forma"  earnings,  as  tallied  by  I 
<  all/Thomson   Financial.   If  instea< 
"pro-fbrma"  earnings  analysts  fociufl 
actual  earnings,  which  reflecl   smnr 
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nses  for  stock  compensation  and  ac- 
isitions,  the  p-e  would  be  even  higher, 
ler  ( Cisco's  gloomy  news,  its  stock  fell 
%  as  analysts  slashed  earnings  esti- 
ites.  .ids  Uniphase  Corp.  is  down  65% 
im  its  high  but  still  commands  a  50  p- 
Juniper  Networks  Inc.  and  Sycamore 
ftworks  Inc.  are  near  100. 
i  ishful  thinking."  Portfolio  managers 
gan  taking  notice  of  the  threats  to 
npment  sales  in  September,  a  key  rea- 
i  those  stocks  in  the  s&p  500  fell  48% 
•  last  four  months  of  2000.  Thomas  M. 
lvin,  U.S.  stock  strategist  at  Credit 
isse   First  Boston,  recently  recom- 
nded  the  stocks  as  bargains,  saying 
;  Federal  Reserve  rate  cuts  are  en- 
iraging  capital  markets  to  resume  fi- 
lcing  of  carrier  spending. 
But  that  may  be  too  optimistic.  "There 
vishful  thinking  that  has  been  brought 
tut  by  the  experience  of  the  last  four 
its  and  this  boom-boom  environment," 
s  Sagawa  of  Bernstein.  In  Septem- 
;  he  made  a  prediction,  based  on  a 
vey  of  carriers  and  their  financial  po- 
ons,  that  equipment  spending  growth 
lid  fall  from  nearly  30%  in  2000  to 
l  than  20%.  in  2001.  Then  equipment 
cutives  said  orders  were  strong  and 
threat  of  a  slowdown  overblown. 
v,  they  carry  inventories  that  swelled 
m    business    did    not    materialize. 
;awa  says  the  outlook  has  grown 
■se  and  equipment  spending  will  grow 
■nore  than  10%,  if  that, 
taising  money  just  to  maintain  cur- 
t  spending  won't  be  easy,  because 
lers  see  price  wars  eroding  the  carri- 
cash  flow  margins.  Prices  for  long- 
ance  data  transport  have  been  falling 
>  to  50%  annually,  according  to  carrier 
el  3  Communications  Inc. — and  even 
jer  price  drops  are  coming.  Level  3 
if  Executive  James  Q.  Crowe  says 
icity-enhancing  advances  in  fiber  op- 
will  allow  him  to  slash  prices  60%  to 
every  year  in  his  quest  to  take  mar- 
share  and  build  traffic.  The  price 
>s  can  be  so  dramatic  because  tech- 

I  advances  allow  carriers  to  double 
amount  of  data  they  ship  every  nine 
ths  for  the  same  cost — a  pace  of  im- 
ement  twice  that  of  advances  in  com- 
sr  processing,  says  Crowe.  He  calls 
tactic  "disruptive  pricing,"  adding: 
nebody's  going  to  do  it,  so  it  might  as 

be  us." 

i  hat  should  send  a  chill  through  the 
pment  companies.  Before  his  price- 
oing  generates  significant  new  de- 
Id,  Crowe  will  spill  more  blood 
mg  his  fellow  carriers — and  among 
<stors  who  bet  equipment  stocks 

I I  go  lower. 

By  David  Henry  in  New  York 


BAD  LOANS  RATTLE 
TELECOM  VENDORS 

When  upstart  carriers  default,  their  suppliers  take  a  hit 

accounts  such  as  Digital  Broadband, 
more  than  doubled,  to  $89  million  last 
quarter,  contributing  to  its  disappoint- 
ing earnings  and  revenue  growth. 

Why  the  loans?  Equipment  makers 
have  long  funded  purchases  of  their 
gear  to  build  relationships  with  promis- 
ing startups.  But  today's  debt  and  equi- 
ty markets  are  unwilling  to  cough  up 
more  capital  for  such  upstarts  as  the 
economic  climate  sours.  At  the  same 
time,  equipment  makers  are  stretching 
to  meet  sky-high  revenue  and  profit 
goals.  That's  why  gearmakers  are 
putting  up  the  dough  to  enable  many  of 
the  startups  to  afford  their  systems. 
"The  only  door  that  has  not  slammed 
shut  for  telecom  funding  is  vendor  fi- 
nancing," says  Sanford  C.  Bernstein  an- 
alyst Paul  Sagawa. 

Their  exposure  has  reached  record 
levels,  and  investors  are  worried.  The 
global-equipment  industry  is 
holding  as  much  as  $15  bil- 
lion worth  of  loans  to 
carriers  on  its  bal- 
ance sheets,  up 
25%        from 


Last  year,  Cisco  Systems  Inc.  loaned 
Digital  Broadband  Communications 
Inc.  $70  million  to  buy  Cisco  net- 
working gear.  Armed  with  a  contract 
to  provide  high-speed  Internet  service 
to  schools,  the  upstart  telecom  carrier  in 
Waltham,  Mass.,  appeared  solid.  But  as 
investors  soured  on  the  entire  telecom 
sector  last  fall,  Digital  Broadband  ran 
out  of  cash.  When  it  filed  for  bankrupt- 
cy protection  on  Dec.  27,  Cisco  was  left 
holding  the  bag. 

As  if  slowing  revenue  growth  and 
plunging  share  prices  weren't  bad 
enough,  the  troubled  telecom-equip- 
ment sector  has  a  new  woe  to  add  to 
its  litany  of  ills:  questionable  loans. 
During  the  past  year,  equipment  mak- 
ers, including  Lucent  Technologies,  Cis- 
co Systems,  and  Nortel  Networks,  have 
financed  sales  to  risky  startups.  This 
was  underscored  on  Feb.  6,  when  Cisco 
announced  that  the  allowances  it 
had  made  to  cover 
risky 
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1999,  according  to  Sagawa.  The  five 
leading  North  American  equipment 
makers  alone  have  $4.8  billion  worth  of 
vendor  financing  on  their  books — equiv- 
alent to  nearly  two-thirds  of  their  com- 
bined $7.1  billion  in  profits  last  year. 
Nortel  Networks  Corp.  has  $1.6  billion 
in  vendor  financing  on  its  books,  Cisco 
has  $475  million  outstanding,  and  Lucent 
Technologies  Inc.  has  $1.3  billion.  Some 
players  are  ready  to  fund  far  more:  Lu- 
cent has  agreed  to  loan  commitments 
of  $5.4  billion,  and  Nortel  has  committed 
to  $4.1  billion. 

Such  vendor-financing  deals  have 
started  to  take  a  toll  on  earnings.  Last 
quarter,  Lucent  lowered  its  financial  tar- 
gets and  increased  its  reserves 
against  bad  debt  by  some  $340 
million.  One  reason:  Lucent  had 
financed  $17  million  worth  of 
equipment  sales  to  Jato  Com- 
munications Corp.,  a  high-speed 
Internet  access  service  based 
in  Denver  that  halted  opera- 
tions on  Dec.  29.  Contributing 
to  Cisco's  earnings  miss  on 
Feb.  6  was  an  agreement  to 
provide  $60  million  in  vendor  fi- 
nancing to  Vectris,  a  high-speed 
Net  service  based  in  Austin, 
Tex.,  which  filed  for  bankruptcy 
protection  on  Jan.  18.  "There's 
a  lot  of  business  uncertainty," 
Cisco  CEO  John  Chambers  told 
analysts  in  a  conference  call  af- 
ter releasing  results. 
"CONSTANT  THREAT."  Indeed, 
more  failures  are  likely.  The 
default  rate  on  telecom  debt 
could  soar  from  less  than  1% 
last  year  to  5%  to  10%  this 
year,  says  Bernstein  analyst 
Sagawa.  He  believes  that  1  in 
20  carriers  could  seek  bank- 
ruptcy protection  in  2001.  Oth- 
ers agree  that  the  oulook  is 
grim.  "The  possibility  of  de- 
faults and  deferrals  and  write- 
offs on  telecom  debt  is  a  con- 
stant threat  this  year,"  says 
Robert  Ray,  a  telecommunica- 
tions bond  analyst  at  Moody's 
Investors  Service.  There  al- 
ready has  been  one  high-profile 
default  this  year:  On  Jan.  16, 
satellite  carrier  Globalstar  said 
it  will  not  make  a  $45  million 
debt  payment  that  is  due  to 
Loral  Space  &  Communications 
Ltd.  and  others. 

To  be  sure,  not  all  vendor  fi- 
nancings go  bad.  Motorola  Inc. 
has  funded  sales  of  $460  mil- 
lion worth  of  equipment  to 
growing  wireless  carrier  Nextel 
Communications  Inc.,  which  has 
turned  into  a  stable,  long-term 
omer.  Nortel  loaned  Sprint 


PCS  Group  some  $1.3  billion  and  provid- 
ed Qwest  Communications  International 
Inc.  with  $90  million  to  buy  gear.  "We  fi- 
nance what  we  really  believe  will  be 
networks  of  the  future,"  says  Nortel 
cfo  Frank  Dunn. 

And  not  all  equipment  makers  are 
equally  exposed.  Nortel,  for  example,  re- 
quires board  approval  for  all  such  deals. 
So  far,  the  approach  seems  to  be  work- 
ing. Nortel  has  lost  only  $5  million  on 
vendor  financing,  says  J.  P.  Morgan  Chase 
&  Co.  analyst  Greg  Geil 
ing.  He  maintains  that 
Cisco     and     Lucent — 
where  board  approval 
isn't  always  required — 

TELECOMS 
TAKE  ON  RISKY  LOANS 

Makers  of  communications  equipment  are  on 

the  hook  for  billions  of  dollars'  worth  of  loans 

to  startup  carriers  around  the  world.  Here's  the 

exposure  of  five  U.S. -listed  companies: 


MOTOROLA 


COMMITMENTS:  1999:  unavailable*     2000:  $3.8  billion 


Motorola  funded  the  mother  of  all  vendor-financing 
catastrophes:  The  collapse  of  Iridium's  satellite 
business  in  1999.  It  has  had  better  luck  funding  other 
wireless  startups,  such  as  Nextel. 


LUCENT  TECHNOLOGIES 


COMMITMENTS:  1999:  $5.5  billion       2000:  $5.4  billion 

Lucent  has  started  to  reduce  its  lending,  but  the 
damage  is  done.  It  boosted  reserves  against  bad  loans 
by  an  estimated  $340  million  during  the  first  fiscal 
quarter,  a  big  reason  why  it  missed  its  earnings  target 


NORTEL  NETWORKS 


COMMITMENTS:  1999:  $2.4  billion        2000:  $4.1  billion 

In  2000,  Nortel  doubled  the  amount  of  money  it  agreed 
to  lend  carriers.  This  year,  the  level  is  expected  to  reach 
$5.6  billion.  Analysts  say  Nortel  has  good  financing 
controls,  but  the  lending  amount  is  still  high. 


CISCO  SYSTEMS 


COMMITMENTS:  1999:  $1.2  billion        2000:  $2.4  billion 

Cisco  has  been  lending  more  money  than  ever  to 
carriers.  Analysts  say  its  lending  standards  have  been 
tightened  in  recent  months,  but  that  won't  help  the 
company  if  its  outstanding  loans  go  bad. 


QUALCOMM 


COMMITMENTS:  1999:  $995  million      2000:  $1.18  billion 

Qualcomm  was  forced  to  write  off  $595  million  during 
the  first  fiscal  quarter  after  the  Globalstar  satellite 
telecom  business  defaulted  on  its  debt.  Qualcomm 
reported  a  loss  for  the  quarter. 

'Motorola  didn't  report  this  figure  before  September,  2000 

Data:  Lehman  Brothers  Inc.,  company  reports 


would  do  well  to  follow  Nortel's  exam 
in  taking  a  closer  look  at  all  vendor 
nancing  contracts.  "By  an  absolute  m 
Nortel  has  far  less  default  than  Ciscc 
Lucent,"  Gelling  says. 

Now,  gearmakers  are  scrambling 
hedge  their  risk.  Lucent  said  last  mo 
it  is  shifting  sales  away  from  start 
and  toward  established  carriers.  It  i 
removed  roughly  $1  billion  in  debt  ft 
its  balance  sheet  in  September  by  p   |w 
dling  the  loans  to  investors  in  much     I"1 
same    way    that    mortg;    »'>' 
lenders  package  home  lo    I 
and  sell  them  as  securiti    nth 
UNDAUNTED.  The  probl  I 
isn't  confined  to  the  U  I 
Ericsson  provided  vendor  I 
nancing  to  Thai  Telephone   I 
Telecommunication,  a  fixed-    I 
carrier  serving  rural  areas.  T  fi 
went  into  bankruptcy  ow    I 
Ericsson  $23.6  million,  and  p    E 
ments  have  been  restructut   B 
But    that    hasn't    scared       ■ 
Swedish     wireless-equipm    B 
maker  away  from  vendor   H 
nancing.  Last  October,  it  agr   H 
to  provide  German  wireless     B 
start  MobilCom  with  about  I   fa 
billion  in  funds.  Mats  Dah 
vice-president  for  mobile  s    H 
terns  at  Ericsson,  says  he's  <    H 
fident  that  his  company  w>    M 
get  burned  in  such  deals.  "  suits. 
know  what  it  takes,"  he  saj  sab 
They  had  better.  When  \  I 
dor-financing   deals   go   av 
equipment  makers  have  li 
hope  of  recovering  much  mo 
After  Digital  Broadband  w 
under,  Cisco  feared  its  g  I 
would  fetch  only  about  10<2 
the  dollar  at  a  bankruptcy 
tion  scheduled  for  this  moi 
which  would  depress  the  n  I 
ket  price  for  its  equipment, 
it  hired  contractors  to  rem  kg 
all  Cisco  equipment  from  E  | 
tal's  offices,  pack  it  in  bo: 
and  ship  it  back  to  headqi 
ters,  says  telecom  analyst  J 
Whelan  of  Fechtor,  Detwile 
Co.  "As  these  carriers  fail, 
are  starting  to  see  a  glui 
good-condition  used  equipn 
on  the  market,  and  that  is 
ing  to  cost  the  vendors  e 
more    money,"    Whelan    ss 
That  means  the  vendor-fin; 
ing  mess  could  ripple  thro 
the  telecom  market  for  yt 
to  come. 

By  Steve  Rosenbush  in  I 
York,  with  John  Shinal  in 
Mateo,  Calif.,  Roger  Croc 
in  Chicago,  Stephen  liakn 
Paris,    ami     Irene     Kiuiii 
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COMMENTARY 


By  Heather  Timmons 

TO  GIVE  BACK  IS  DIVINE,  HUGH 


B 


ank  of  America  Chief  Executive 
Hugh  L.  McColl  Jr.  has  thrown  in 
the  towel.  The  notoriously  stub- 
born (55-year-old  ex-Marine  said  last 
month  he  will  step  down  in  April,  de- 
spite previous  vows  to  stay  on  until 
2002.  McColl's  departure  will  leave  the 
bank  with  a  raft  of  problems  that 
started  on  his  watch:  poor  loan  quali- 
ty, falling  market  share,  and  slowing 
zapital  markets  activity. 

If  he  wants  to  exit  gracefully,  Mc- 
Coll might  want  to  make  a  parting 
gesture  to  shareholders — by  giving 
Dack  a  chunk  of  a  1999  bonus.  It 
wouldn't  be  the  first  time  that  a  ceo 
las  returned  cash  after  his  company's 
jerformance  sagged.  In  1998, 
Lawrence  M.  Coss,  then  boss  of  mo- 
)ile-home  manufacturer  Green  Tree 
financial  Corp.,  refunded  $23  million 
>f  his  $102  million  1996  paycheck  after 
Jreen  Tree  took  nearly  $400  million  in 
>retax  charges  and  restated  its  1996 
■esults.  Already  this  year,  Charles 
Schwab  co-ceos  David  S.  Pot- 
ruck  and  Charles  Schwab 
lalved  their  January  and  Febru- 
iry  take-home  pay  as  earnings 
-ell. 

McColl's  big  payday  came  in 
uly,  1999,  when  the  bank's  board 
.warded  him  stock  worth  $44.7  mil- 
ion  as  a  one-time  bonus  for  creating 
the  largest  nationwide  bank  in  the 
Jnited  States."  McColl,  after  all,  had 
(lasterminded  the  merger  of  his 
Charlotte  (N.C.)-based  Nations- 
Bank Corp.  and  San  Francis- 
o's  BankAmerica  the  previ- 
us  year.  At  the  time  of  the 
onus  award,  the  merged       , 
ompany's  stock  was  trad- 
lg  at  $74.50  a  share — a 
jvel  it  has  never  reached 
ince. 

RACKS.  Shareholders 
weren't  told  about  the 
onus  until  eight  months 
iter,  when  the  bank  pub- 
shed  its  proxy  statement, 
ittendees  questioned  both 
ie  size  and  the  merits  of 
■IcColTs  bonus  at  the  bank's 
nareholder  meeting  last 
Lpril.  But  Solomon  D.  Trujillo, 
lairman  of  the  board's  compen- 
sation committee,  stoutly  defend 


ed  the  payout.  McColl,  he  said,  de- 
served the  bonus  because  he  had  been 
"undercompensated"  in  previous  years. 
McColl's  salary  and  bonus,  had,  in  fact, 
been  slightly  lower  than  CEOs  of  com- 
parable-sized banks  in  1998  and  1997. 

Given  the  post-merger  destruction 
of  shareholders'  equity,  though, 
there's  no  justification  for  an  award 
that  was  more  than  20  times  his  1999 
salary.  Just  compare  McColl's  deal 
with  the  Citibank  and  Travelers 
Group  Inc.  merger,  announced  the 
same  week.  At  the  time,  the  two  com- 
bined entities  were  within  $20  billion 
of  each  other  in  market  capitalization. 
Two  years  later,  Citigroup  is  worth 
more  than  $200  billion,  vs.  a  little 
more  than  $80  billion  for  Bank  of 
America,  which  is  now  worth  less 
than  regional  bank  Wells  Fargo  &  Co. 
Bank  of  America  declined  to  comment. 

Still,  Trujillo's  arguments  were  hard 


to  counter  at  the  shareholders'  meet- 
ing: Bank  of  America  had  just  report- 
ed first-quarter  net  income  of  $2.24 
billion,  up  17%  from  a  year  earlier. 
Even  then,  however,  cracks  had  start- 
ed to  appear  in  the  the  picture  man- 
agement was  painting.  High-level  ex- 
ecutives from  San  Francisco  had 
defected,  apparently  because  they 
were  unable  to  work  with  the  prickly 
McColl,  and  BofA's  investment  bank, 
Montgomery  Securities  Inc.,  was  no 
longer  a  top-tier  player.  Meanwhile, 
nonperforming  assets  were  slowly 
ratcheting  up. 

Within  a  few  months,  the  situation 
worsened  considerably.  After  initially 
hitting  Wall  Street  earnings  estimates 
for  the  third  quarter,  the  bank  said  in 
a  November  filing  with  the  Securities 
&  Exchange  Commission  that  problem 
loans  were  rising.  On  Dec.  6,  the  bank 
announced  it  would  take  a  $1.2  billion 


There's  one  way  for  Bank  of 
America's  boss  to  exit  gracefully — 
by  returning  part  of  his  1999  bonus 

McCOLL:  A  RAFT  OF  PROBLEMS  STARTED  ON  HIS  WATCH 

charge  for  bad  loans,  miss  2000  earn- 
ings, and  earn  30%  less  in  2001  than 
McColl  projected  when  the  banks 
merged. 

Since  Dec.  6,  Bank  of  America's 
stock  has  gained  40%  and  is  trad- 
ing above  $50  a  share.  But  it's 
still  well  below  the  price 
when  McColl  was  handed 
his  bonus,  and  it  could 
weaken  again:  On  Feb. 
6,  ubs  Warburg  analyst 
Diane  B.  Glossman 
downgraded  Bank  of 
America  from  "buy"  to 
"hold,"  saying  "earnings 
risks  still  exist." 
McColl  should  make  a 
move  before  the  bank's  2000 
proxy  appears  in  March.  After  all, 
Bank  of  America  shareholders  deserve 
some  good  news  for  a  change. 

Timmons  covers  banking 
from  New  York. 
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Finance 


MUTUAL  FUNDS 


CAN  FIDELITY  SPEND  ITS  WAY 
BACK  TO  FAST  GROWTH? 

As  rivals  retrench,  Bob  Reynolds  bets  big  on  new  technology 


Robert  L.  Reynolds,  chief  operating 
officer  of  Fidelity  Investments,  is 
sitting  in  the  catbird  seat.  All 
across  Wall  Street,  competitors  are  fir- 
ing employees  or  scraping  to  cut  costs 
in  the  wake  of  last  year's  stock  market 
decline.  But  Reynolds  is  going  on  the 
attack.  After  taking  over  Fidelity's  top 
operations  post  seven 
months  ago,  he's  aiming 
to  make  his  mark  and 
boost  growth — which 
averaged  25%  in  the 
1990s— for  Fidelity  with 
sharply  stepped-up 
spending  on  technology. 
"We're  on  a  total  offen- 
sive right  now,"  he 
says. 

Fidelity  needs  the 
boost.  Insiders  says  Fi- 
delity had  a  record  year 
for  revenues  and  profits 
last  year,  led  by  its  re- 
tail and  institutional 
brokerage  units.  But 
other  parts  of  the  busi- 
ness could  use  some 
help.  For  instance,  Fi- 
delity's assets  under 
management  dropped 
4%  last  year,  to  $920 
billion.  The  company  was  hobbled  by  a 
tough  stock  market,  defections  of  key 
fund  managers,  and  mediocre  perfor- 
mance by  its  core  U.  S.  diversified 
growth  funds.  After  frequently  ranking 
among  the  nation's  top  funds  in  the 
1990s,  Fidelity's  growth  funds  slipped 
to  ninth  among  the  top  ten  fund  fami- 
lies, according  to  Chicago  mutual  fund 
analysts  Morningstar. 

Luckily  for  Reynolds,  Fidelity  is  pri- 
vately held.  Without  public  shareholders 
to  worry  about,  owners  Chairman  Ed- 
ward C.  "Ned"  Johnson  III,  70,  and  his 
daughter  Abigail,  39,  are  ready  to  step 
up  investments  when  times  are  tough. 
The  tactic,  designed  to  pressure  rivals 
who  are  forced  to  retrench  to  keep 
earnings  up,  has  paid  off  in  the  past. 
''Fidelity  has  a  big  advantage  right  now 
>rivate,"  says  Greg  Smith,  online 
.■vices  analyst  for  J.R  Morgan 


Hambrecht  &  Quist.  'This  is  an  industry 
where  scale  is  going  to  matter  more  as 
time  goes  on,  and  smaller  firms  will  only 
have  it  tougher." 

Fidelity's  spending  plans  are  indeed  a 
daunting  challenge  for  competitors.  Its 
technology  budget  will  rise  20%  this 
year,  to  $2.3  billion.  That's  more  than 


ROBERT  L  REYNOLDS 

BORN  Clarksburg,  W.Va.,  Mar.  10,  1952 

EDUCATION  B.S.  in  business  administration 
and  finance,  West  Virginia  University 

FIRST  JOB  Trust  officer,  Wheeling  Dollar  Bank 

COO  TRAINING  College  football  ref  for  15 
years.  Ran  Fidelity's  401(k)  unit  for  11  years 

OFFICE  POLITICS  Reynold's  office  is  next  to 
Ned  Johnson's;  former  COO  Jim  Curvey  was  at 
the  opposite  end  of  the  building 

HOBBIES  Golf,  skiing,  fishing  for  blues  and 

bass,  collecting  autographed  baseballs  spend 

FAMILY  Wife,  four  children,  and  a  dog 

Data:  Fidelity  Investments 


three  times  last  year's  net  profi 
Charles  Schwab,  E*Trade,  and  A 
trade  put  together.  Spending  on  I 
net  development  will  jump  over 
to  $350  million,  and  Fidelity  will  s 
another  $350  million,  a  35%  incre 
on  telephone  support  staff.  This 
as  the  rest  of  the  brokerage  inc 
lays  off  workers,  Fidelity  expect 
own  overall  staffing  levels  to  rise 
to  36,000. 

The  bulk  of  Reynold's  investm 
are  targeted  at  Fidelity's  brokerage 
institutional  operations — particularly 
line  business,  where  the  company 
the  most  promising  opportunities 
growth.  Consider  retail  brokeragi 
which  Fidelity  lags  behind  Schwab 
delity  is  developing  Web-based  fi 
cial-planning  tools  that  will  allow 
tomers  to  incorporate  assets  he 
accounts  with  other  banks  and  bro 
Such  aggregation,  as  it  is  called,  i 
fered  by  many  financial  institution 
they  strive  to  persuade  customer: 
move  more  assets  to  them.  What 
delity  brings  to  the  party  is 
clients  use  the  raw  data  for  fina 
planning. 

GIVING  FUNDS  A  BOOST.  Corporate 
tomers,  too,  will  be  offered  enha 
services.  For  instance,  they  will 
Web  portal  that  lets  employees 
their  entire  array  of  benefits  on 
whether  Fidelity  administers  the: 
not.  The  company  plans  to  bolste 
wireless  services  beyond  basic  ace 
access  and  trading  and  let  client 
panies  such  as  General  Motors 
their  employees  wireless  access  to 
retirement  or  benefit  accounts. 
Reynolds     is     spen 
heavily  on  a  new  e 
roll  product  launche 
November  that  ena 
small    businesses    tol 
their  payrolls  and  hai 
all    the    routine    rec 
keeping  chores  of  ben 
administration  online 

Fidelity's    funds 
will  get  a  boost  as 
Reynolds  says  ad  sj 
ing  will  rise  for  funds, 
remain  fiat  for  broker 
There's  no  mystery  in 
priorities  he  has  set 
delity's  fund  businei 
sputtering,  while  brc 
age  is  booming.  Royn 
says    the    company 

in  excess  of  I 
million  on  advertising 
year. 

Reynolds  grew    n 
West  Virginia,  the  sc 
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a  Metropolitan  Life  Insurance  salesman 
and  former  mayor  of  Clarksburg.  He 
received  a  B.  S.  from  West  Virginia  Uni- 
versity, and  started  his  career  as  a  trust 
officer  for  Wheeling  Dollar  Bank,  stay- 
ing on  when  Wheeling  was  bought  by 
ncnb  Corp.  of  Charlotte,  N.C.,  which 
later  merged  with  the  Bank  of  America. 
He  was  a  college  football  referee  for  15 
years,  but  now  spends  his  spare  time 
skiing  in  Utah  or  fishing  for  bluefish 
and  bass  off  Nantucket. 
SHOT  AT  THE  TOP?  When  the  48-year- 
old  former  top  executive  of  Fidelity's 
401  (k)  unit  replaced  65-year-old  James 
C.  Curvey,  he  came  with  an  impres- 
sive track  record.  In  11  years  of  run- 
ning Fidelity's  401(k)  business,  he  grew 
the  assets  it  had  under  management 
to  $224  billion  from  $9  billion,  making  it 
the  nation's  largest  401(k)  manager 
measured  by  assets.  "He's  a  focused 
manager  who  does  whatever  is  neces- 
sary to  get  the  job 


FIDELITY  IS 
PUMPING  UP 

Budget  outlays 

are  set  to  soar 

in  2001 

•  Technology 
budget  up  20% 
to  $2.3  billion 

•  Net  develop- 
ment budget  up 
over  30%,  to 
$350  million 

•  Telephone 
support 
spending  up 
about  35%,  to 
$350  million 

•  New  hiring 
will  increase 
staffing  10%, 
to  36,000 

•  Advertising 
outlays  will  top 
$100  million ; 

Data:  Fidelity  Investments 


done,"  says  Ward 
Harris,  a  former 
Schwab  national 
sales  director  who 
now  heads  the 
McHenry  Consult- 
ing Group  in 
Berkeley,  Calif. 

Despite  his  title, 
Reynolds  doesn't 
have  charge  of  the 
actual  investment 
performance  of  Fi- 
delity's  mutual 
funds.  That's  the 
responsibility  of 
Robert  C.  Pozen, 
head  of  Fidelity's 
fund  unit.  But 
Pozen  reports  to 
Reynolds  on  most 
aspects  of  fund 
marketing  and 
distribution. 

Reynolds'  per- 
formance as  coo 
will  be  key  in  de- 
termining whether 
he  will  get  a  shot 
at  Fidelity's  top 
job  eventually  or 
not.  Right  now, 
s  most 
likely  successor  is 


his  daughter  Abi- 
gail, who  is  now  a  senior  vice-presi- 
dent. While  not  yet  committed  to  re- 
placing her  father,  Abigail  was  recently 
nominated  to  become  one  of  14  trustees 
who  oversee  Fidelity's  242  funds.  Even 
if  she  does  take  over,  Reynolds  could 
be  secure  in  his  new  job  for  many 
years — provided  his  expansion  plans 
'iff. 

By  Geoffrey  Smith  in  Boston 


Social  Issues 


li 


HEALTH  CARE 


PATIENTS'  RIGHTS 
FOR  ALL  PATIENTS? 

Lots  of  states  have  acted.  Now  it's  Washington's  turn 


One  of  the  issues  most  likely  to 
transcend  the  partisan  rancor  in 
Washington  this  session  is  a  pa- 
tients' bill  of  rights.  The  House 
got  so  far  last  year  as  to  pass  a  bill  giv- 
ing Americans  the  right  to  challenge 
medical  decisions  made  by  insurers  and 
health  maintenance  organizations.  The 
idea  foundered  in  the  Senate  over  a  pro- 
vision that  would  give  patients  the  right 
to  sue — provoking  fierce  opposition  from 
the  insurance  industry  and  Corporate 
America.  But  the  continued  outcry  over 
HMO-coverage  denials  has  left  Republi- 
cans, who  opposed  the  bill,  eager  to  find 
a  compromise.  On  Feb.  6,  Senator  John 
McCain  (R-Ariz.)  and  Senator  Edward 
Kennedy  (D-Mass.),  announced  their 


joint  sponsorship  of  a  bill  that  would] 
low  lawsuits,  but  with  some  restrictic 
The  Bush  Administration  largely  agrd 
but  favors  placing  tighter  restricticf 
on  suits,  such  as  caps  on  punitive  da| 
ages  awards. 

The  experience  of  the  states  may 
federal  lawmakers  some  reassurar 
Since  1998,  27  states  have  passed  limil 
patients'-rights  bills  that  allow  patief 
to  appeal  medical  decisions  to  exter 
review  boards.  This  brings  to  38 
number  of  states  with  such  appeals 
grams  (map).  In  addition,  seven  stafj 
led  by  Texas,  have  passed  laws  gi\ 
patients  the  right  to  sue  hmos,  and| 
more  are  considering  them. 

Though  the  laws  are  still  new,  so 


WHAT  THE  STATES  HAVE  DOHE 

While  Congress  renews  debate  over  a  federal  patients'  bill  of  rights, 
most  states  have  passed  their  own  laws.  Even  so,  about  half  the  U.S. 
population,  including  most  employees  of  large  corporations  and  many\ 
public-sector  workers,  aren't  covered  by  the 
new  state  laws. 


APPEALS 

As  many  as  38  states 
now  have  laws  allowing  patients 
to  appeal  decisions  about 
medical  coverage  to  independent 
outside  experts. 

Data:  BusinessWeek 


LAWSUITS 

'/,   Seven  states 
give  patients  the  right  to  sue 
providers  for  medical  errors.  The 
courts  are  grappling  with  whetherj 
existing  federal  law  precludes 
suits  over  coverage  decisions. 
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and  intel  e-commerce  solution- 


because  Lycos  knows  that  if  their  sites 

go  doun-i  millions  of  people  will  still  be  searching! 

they'll  just  be  searching  somewhere  else. 


ecome  one  of  the  most  visited  and  diverse  hubs  on  the  Internet! 
meed  a  Web  solution  you  can  rely  on-  After  alln  if  your  musicn 
ppingn  gamesn  sports  or  finance  sites  can't  handle  the  hitsn  people 
just  find  some  other  place  that  can-  That's  why  the  Lycos  Network 
be  to  trust  their  T  billion  page-views  a  month  to  the  Microsoft 
lisolution  platform  and  Intel  -based  servers- 


Microsoft     intel 


B£d  information  on  some  of  the  thousands  of  other  companies  who  have  turned  to  Hicrosoft  and  Intel  is  available  at  www.microsoft'Com/e commerce' 


i, 


Social  Issues 


there  are  no  signs  of  the  crippling  wave 
of  litigation  feared  by  business.  "Dooms- 
day just  hasn't  occurred,"  says  D.  Ted 
Lewers,  chair  of  the  board  of  trustees  of 
the  American  Medical  Assn.,  which  sup- 
ported the  Texas  right-to-sue  law. 

At  the  same  time,  however,  the 
states'  activism  has  also  led  to  a  grow- 
ing schism  between 
those  Americans  who 
have  the  right  to  stand 
up  to  HMOs  and  those 
who  don't.  That's  be- 
cause many  of  the 
country's  26  million 
public-sector  workers 
aren't  covered  by  state 
laws.  Nor  are  the  55 
million  or  so  employees 
who  work  at  large  cor- 
porations, which  are 
excluded  from  state 
laws  by  the  federal 
Employee  Retirement 
Income  Security  Act  of 
1974  (ERISA).  Until 
there's  resolution  in 
Washington,  roughly 
half  of  Americans  will 
have  some  patients'  rights,  while  the 
other  half — mostly  employees  of  Cor- 
porate America  and  their  dependents — 
will  not.  "Workers  in  the  biggest  firms 
have  the  fewest  protections,"  says  Lar- 
ry A.  Levitt,  a  policy  analyst  at  the 
nonprofit  Henry  J.  Kaiser  Family  Foun- 
dation, which  studies  health  care. 
EVEN  SPLIT.  Thus  far,  the  states'  track 
record  shows  that  external  appeals, 
which  the  insurance  industry  supports, 
can  work  smoothly.  The  state  typically 
selects  an  independent  review  organiza- 
tion (mo)  made  up  of  specialists  who 
must  come  to  a  decision  within  15  to  30 
days  of  hearing  the  claim,  or  24  to  72 
hours  for  urgent  care.  Overall,  iros  seem 
to  be  splitting  decisions  fairly  evenly 
between  health  plans  and  patients;  in 
New  York  and  Texas,  the  ratio  has  been 
50-50.  Both  sides  say  they're  getting  a 
fair  shake,  and  few  states  have  logged 
complaints  about  the  process. 

Nor  have  the  new  laws  triggered  a 
flood  of  appeals.  Most  state  programs 
have  rendered  fewer  than  100  decisions 
a  year.  It's  not  clear  whether  that  re- 
flects consumers'  satisfaction  or  merely  a 
lack  of  awareness  of  the  new  laws.  New 
York,  the  state  with  the  most  appeals, 
had  659  in  1999,  the  program's  first  year, 
while  in  an  additional  169  cases,  the  in- 
surer gave  in  once  the  patient  filed  a 
complaint,  "hmo  enrollees  in  New  York 
aren't  more  upset  than  elsewhere;  we 
i  (1  an  aggressive  outreach  pro- 
to  consumers,  says  Neil  D.  Levin, 


head  of  the  state's  Insurance  Dept.  To 
publicize  the  new  laws,  about  a  dozen 
states  have  recently  launched  campaigns 
to  get  the  word  out. 

Even  the  right  to  sue,  the  real  stick- 
ing point  in  the  proposed  federal  law, 
hasn't  yet  caused  an  outbreak  of  litiga- 
tion. Texas'  right-to-sue  law,  the  na- 


I 


THE  BATTLE  IN 
WASHINGTON 

The  House  passed  a  patients'  bill  of 
rights  last  year,  but  it  foundered  in  the 
Senate  over  a  provision  giving  patients 

the  right  to  sue  their  medical 

providers.  Now  there  are  new  efforts  to 

reach  a  compromise: 

McCAIN-KENNEDY  Senators  John 
McCain  (R-Ariz.)  and  Edward 
Kennedy  (D.-Mass.)  are  intro- 
ducing a  bill  that  requires  health 
providers  to  set  up  a  panel  of 
outside  experts  to  mediate 
disputes.  It  allows  patient  to  sue, 
with  some  restrictions. 

PRESIDENT  BUSH  The  Adminis- 
tration supports  external  reviews 
and  lawsuits,  but  with  tougher  re- 
strictions on  the  ability  to  sue  and 
lower  limits  on  damage  awards. 

tion's  first,  took  effect  in  1998,  after 
passing  without  then-Governor  George 
W  Bush's  signature.  (Bush  opposed  the 
bill,  but  let  it  take  effect  without  his 
signature.)  The  law  allows  patients  to 
sue  their  health  plans  in  state  courts 
over  malpractice  issues.  Plaintiff 
lawyers  are  trying  to  use  it  to  contest 
coverage  decisions  as  well,  though  in- 
surers have  so  far  opposed  these  ef- 


forts. The  courts  have  yet  to  sort 
issue  out,  but  both  the  Kennedy-1 
Cain  bill  and  Bush  would  allow 
ployees  to  sue  over  some  covers 
decisions. 

So  far,  though,  Texans  have  filed  c 
about  15  suits  under  the  new  law. 
few  are  predicting  a  barrage  of  cas 
according  to  State 
torney  General  J< 
Cornyn,  a  Republic 
Similarly,  experts 
that  at  most  onh 
couple  of  suits  h 
been  filed  in  the  ot 
six  states  with  s| 
laws.  The  reason: 
peals  procedures  se 
most  cases  before 
get  to  the  laws 
stage.  Except 
Maine,  all  states  v 
right-to-sue  laws 
quire  patients  to  c 
plete  an  external 
view  before  going 
court.  That  way, 
tients  have  an  altei 
tive  to  suing — 
health  providers  get  to  hear  what 
objective  outsider  has  to  say  before 
ciding  whether  it's  worth  defen< 
their  position  in  court. 

Business  groups  argue  that  state 
periences  aren't  an  accurate  gauge 
cause  a  federal  right-to-sue  law  wi 
throw  in  a  new  element:  employer 
bility.  erisa,  the  federal  law  goven  ^ 
self-insured  companies,  exempts  tl 
companies  from  state  lawsuits  over 
erage  denial.  (About  two-thirds  of 
companies  self-insure,  meaning  they 
insurers  to  administer  their  plans 
pay  medical  claims  themselves.) 

But  erisa  "does  not  separate 
ployers  from  the  health  plans  they  s 
sor,"  warns  Kate  Sullivan,  who  dir 
health-care  policy  at  the  U.  S.  Chan 
of  Commerce.  Business  fears  that  a 
eral  right  to  sue  could  lead  employee 
try  to  include  their  companies  in 
against  hmos.  "It  would  be  a  field 
for  trial  lawyers,"  says  Richard  I.  Si 
policy  vice-president  at  the  Amer 
Association  of  Health  Plans,  the 
aged-care  industry  trade  group. 

Proponents  counter  that  compa 
would  be  shielded  as  long  as  they 
not  directly  involved  in  making  i 
ical  decisions.  Now,  with  the  politic 
in  Washington  closing  in  on  an  ;u 
ment,  employers  and  rights  advoc 
may  soon  find  out  who's  liable 
patients  sue. 

By  Joshua  Kendall  in  Boatom 
Phoebe  Eliopoulia  in  Washington 
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companies 

really  do  prosper  on-line 


Learn  how  companies  attract  hits,  get  them  to  stick,  deliver  and 
actually  make  money.  "Marketing  Your  dot.COM"  is  a  revealing  70 
minute  educational  video  featuring  the  founders,  marketing  directors, 
brand  marketing  executives,  e-business  strategists,  sales  directors, 
chief  marketing  officers,  chief  technology  officers,  directors  of 
interactive  facilities,  and  recognized  consultants  from  companies  such 
as  DELL,  STAPLES,  FLEET,  CDNOW,  GOMEZ  advisors  and  others. 

This  new  video  is  designed  to  benefit  companies  of  all  sizes,  from  the 
entrepreneur  just  developing  an  on-line  presence  to  international 
conglomerates.  This  information-packed  program  shares  the 
strategies  and  proven  ideas  edited  from  over  twenty  hours  of  in- 
depth  interviews.  The  viewer  will  learn  what  works  and  doesn't  work 
in  subjects  such  as: 


•  Developing  a  successful  and  enticing  site 

•  On-line  and  off-line  advertising 

•  On-line  and  off-line  promotions 

•  Direct  marketing  concepts 

•  Getting  customers  to  stick 

•  Linking 


•  Creating  alliances 

•  Designing  a  site  to  meet 
customer  expectations 

•  Customer  service 

•  Distribution 

•  Building  brand  awareness  and  more... 


<eting  Your  dot.COM"  takes  you  into  the  minds  of  those  individuals  that  shaped  the  success  strategies 
:ommerce  today.  Explore  the  sites,  promotional  campaigns  and  media  that  drive  awareness. 

aantee.  In  the  extraordinary  event  that  you  have  not  learned  one  thing  that  can  change  the  direction  of  your  dot  com 
iges  return  within  seven  days  for  a  full  refund. 

?ting  Your  dot.COM"  is  a  video  published  product  that  is  produced  and  distributed  by  TeleTime  Video  Productions  and 
iommunications  who  have  produced  award-winning  programs  for  organizations  such  as  Inc.  Magazine,  Black  Enterprise, 
ssWeek,  Newsweek, The  Hearst  Corporation,  Advertising  Age,  InterTec  Publishing  and  others. 


To  order  "Marketing  Your  dot.COM" ,  call  us  at  1  -800-638-6696  or  fax  this  form  to  1  -51 6-773-4575  or  mail  the  order  form  to: 

TeleTime  Video  Productions,  37-39  Watermill  Lane,  Great  Neck,  NY  1 1 021 . 

Make  check  payable  to  TeleTime  Video  Productions,  Inc.,  (New  York  State  Residents  Add  Appropriate  Sales  Tax) 
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NEW  WAYS  TO 
MONITOR 
AND  TREAT 
DIARETES 


Taking  the  Sting  Out 


T 


BY  CATHERINE  ARNST 

A  diagnosis  of  diabetes  raises  a 
depressing  vision  of  daily, 
painful  insulin  shots  and  a  life- 
time of  complications.  But  there 
has  been  a  sea  change  in  the 
treatment  of  the  disease  over 
the  past  five  years:  New  classes 
of  drugs  can  eliminate  the  need  for  in- 
sulin injections  in  some  patients,  while 
easy-to-use  home  glucose  monitoring 
equipment  allows  patients  to  precisely 
control  their  blood-sugar  levels  and 
stave  off  the  dread  effects  of  diabetes. 
In  the  pipeline  are  still  more  drugs, 
including  a  method  for  inhaling  insulin 
that  could  eliminate  needles  forever. 

The  biggest  change,  perhaps,  is  that 
the  ideal  treatment  is  now  patient-cen- 
tered, rather  than  doctor-directed.  Two 
large  clinical  studies  in  the  last  few 
years  have  proven  that  very  tight  con- 
trol of  blood  sugar,  or  glucose,  levels 
can  make  a  huge  difference  in  the  pro- 
gression of  this  chronic  disease.  Ideally, 
then,  patients  should  tightly  monitor 
their  glucose  levels  throughout  the  day 
and  take  action  whenever  they  are  too 
high  or  low.  And  they  can  choose  from 
more  than  200  combinations  of  drugs  to 
maintain  control  over  their  blood  sugar. 
OBESE  CHILDREN.  The  downside,  how- 
ever, is  that  study  after  study  has 
shown  that  few  diabetics  get  optimal 
care.  "Today,  at  least  theoretically,  everybody  in 
the  U.  S.  can  have  excellent  blood-sugar  con- 
trol," says  Dr.  John  Buse,  director  of  the  Dia- 
betes Care  Center  at  the  University  of  North 
Carolina  at  Chapel  Hill  School  of  Medicine.  But 
many  physicians  are  still  unaware  of  the  new 
treatments  that  make  that  goal  attainable.  "The 
message  is  shifting  down,  but  it's  not 
100%,"  says  Buse. 

Even  more  worrisome,  many  dia- 
betics don't  even  get  treatment  until 
the  disease  is  well-advanced.  The  American  Dia- 
betes Assn.  estimates  that  at  least  one-third  of 
people  with  diabetes  go  undiagnosed  until  they 
develop  complications.  And  those  complications 
can  be  horrific.  Diabetes  is  the  leading  cause  of 
both  blindness  and  kidney  failure.  Diabetics  are 
two  to  four  times  more  likely  to  suffer  from 
heart  disease  and  stroke  than  the  general  popu- 
lation, and  nerve  damage  in  lower  limbs  leads  to 
56,000  amputations  a  year. 


Health 


More  and  more  people  are  at  risk  of  ! 
fates.  Over  16  million  Americans  suffer 
diabetes,  almost  7%  of  the  population.  The 
son  is  easy  to  pinpoint — more  than  90%  of 
betics  are  overweight  at  the  time  of  diagn 
Obesity  is  the  single  largest  risk  factor  for 
betes,  and  both  conditions  are  rising  dran 

cally,  across  every  income  level 

every  age  group. 

Most  heartbreaking  is  the  jun 

diabetes  in  children  as  young  as 
Once  again,  say  doctors,  the  main  reason  is  a 
responding  rise  in  obesity.  Children  had 
been  thought  to  be  susceptible  only  to  a  vei 
of  the  disease  called  Type  1,  a  lifelong  autoimn 
disorder  that  afflicts  less  than  one  million  pe 
in  the  U.S.  Type  2,  a  different  disease  tha 
counts  for  more  than  90%  of  all  cases,  was 
called  adult-onset  diabetes  because  it  was  1 
cally  found  in  people  over  the  age  of  45.  B 
the  1990s,  pediatric  centers  began  to  disc 
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Patients  now  have  the  tools  to  manage  their  own  care.  Tl 
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2  in  children.  Now,  the  ADA  reports  that  as 
j  as  45%  of  children  with  newly  diagnosed 
;tes  have  Type  2. 

)th  types  of  diabetes  result  from  the 
's  inability  to  properly  metabolize  insulin, 
lormone  that  enables  glucose,  or  sugar,  to 
and  fuel  the  cells.  In  Type  1,  which  is 
lly  genetic,  a  haywire  immune  system  de- 
I  the  insulin-producing  cells  in  the  pan- 
I  With  Type  2  diabetes,  the  body  is  still 
icing  insulin,  but  the  cells  become  resistant 
stop  absorbing  the  sugar  they  need  to  live. 
)th  cases,  the  sugar  builds  up  to  poisonous 
s  in  the  bloodstream  until  it  destroys 
is. 

e  goal,  then,  is  to  bring  blood  sugar  down 
rmal  levels,  usually  with  drugs — although  a 
aalanced  diet  and  exercise  can  do  the  trick 
Id  cases.  For  decades,  the  only  other  choic- 
>ere  daily  insulin  injections,  sometimes 
ined  with  sulfonylureas,  which  help  the 


Risk  Factors... 

►  You  are  overweight 

►  You  get  little  or  no  exercise 

►  A  parent  or  sibling  has 
diabetes 

►  You're  diagnosed  with  high 


►  You  are  a  woman  who  had  a 
baby  weighing  more  than 
nine  pounds  at  birth 

►  You  are  a  member  of  a  high- 
risk  ethnic  group:  African 
Americans,  Latinos,  Native 
Americans,  Asian  Americans, 
and  Pacific  Islanders 


body  absorb  the  insulin.  There  have  been 
five  new  classes  of  drugs  in  the  past  five 
years,  however,  and  all  can  be  taken 
orally.  Now,  the  ADA  recommends  that 
patients  be  treated  with  a  combination 
of  drugs,  which  are  tailored  to  their 
condition. 

NO  NEEDLES.  In  the  early  stages  of  the 
disease,  for  example,  some  patients  may 
be  able  to  maintain  their  blood  sugar  lev- 
els with  metformin,  which  encourages  the 
liver  to  prevent  excessive  release  of  sug-  ...?.?_. P_r^s_s.u.r.e.. 
ar  into  the  blood.  Other  new  treatments  p.  yQU  are  over  45 
include  alpha-glucosidase  inhibitors,  which 
inhibit  the  delivery  of  sugars  from  the 
intestines  to  the  bloodstream,  and  megit- 
inides,  fast-acting  sulfonylurea-like  com- 
pounds that  stimulate  the  production  of 
natural  insulin. 

Not  all  of  the  new  drugs  have  been 
successful.  One  of  the  most  promising 
was  thought  to  be  Rezulin,  in  a  category 
called  thiazolidinediones.  These  drugs  al- 
low insulin  to  be  used  more  efficiently 
by  the  body,  cutting  down  on  the  need  for 
insulin  injections.  Rezulin  was  pulled  from 
the  market  last  year  because  of  deadly 
liver  complications  in  some  patients.  But  a 
similar  drug,  Avandia,  was  approved  in 
1999,  and  studies  have  found  it  to  have  a 
safer  profile. 

There  are  more  drugs  in  the  pipeline, 
including  compounds  that  directly  affect 
the  pancreatic  cells  known  as  beta  cells 
that  produce  insulin.  But  diabetics  may  be       ______ ea_ 

most  encouraged  by  a  new  technology 
that  could  eliminate  needles  altogether. 
Inhale  Therapeutics  Systems  and  Pfizer 
are  together  developing  a  device  that  al- 
lows patients  to  inhale  a  powdered  form 
of  insulin.  In  a  large  clinical  study  just  re- 
ported in  Lancet,  a  British  medical  jour- 
nal, patients  using  the  device  were  able  to  con- 
trol their  blood  sugar  level  as  well  as  those 
using  injections  of  insulin.  The  companies  are 
expected  to  seek  approval  for  the  device  from 
the  U.  S.  Food  &  Drug  Administration  within  a 
year  or  two. 

Patients,  meanwhile,  are  being  encouraged  to 
take  a  more  active  role  than  ever  in  the  man- 
agement of  their  disease.  Glucose  monitoring 
kits  that  can  be  used  at  home  allow  patients  to 
check  their  blood  sugar  levels  throughout  the 
day  and  take  the  necessary  medications  as  soon 
as  they  are  required.  Implantable  monitoring 
devices,  which  would  automatically  alert  the  pa- 
tient to  changes  in  blood  sugar  levels,  are  under 
development. 

Patients  should  also  be  aware  that  within  five 
to  10  years  of  diagnosis  their  bodies  will  pro- 
gressively lose  the  ability  to  make  insulin,  no 
matter  how  closely  they  monitor  their  condition. 
That  means  treatment  plans  must  be  readjusted. 
Hopefully,  with  constant  vigilance,  that  is  the 
worst  that  will  happen.  □ 


...and  Warning  Signs 

►  Unusual  thirst 

►  Extreme  fatigue 

►  Irritability 

►  Blurred  vision 

►  Cuts  or  bruises  that  are  slow 


►  Tingling  or  numbness  in  the 
hands  or  feet 

►  Recurring  skin,  gum,  or 
bladder  infections 

Data:  American  Diabetes  Assn. 
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ally  monitor  their  blood  sugar  and  take  quick  action 
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NEW  TAX  RULES 
THAT  AFFECT 
RETIREMENT 
AND  DIVORCE 


Crackdown 

On  a  Pension  Perk 

For  top  execs,  IRS  changes  could  sour  what  was  a  sweet  extr 


BY  MIKE  McNAMEE 

Want  to  know  when  you're  approaching 
the  top  of  the  corporate  ladder?  When 
your  company  starts  talking  to  you 
about  split-dollar  life  insurance.  Em- 
ployers use  these  fancy  policies  to  pro- 
tect, reward,  and  retain  their  best- 
paid  employees.  Split-dollar  policies — 
so  called  because  the  company  and  the  employee 
each  owns  a  share  of  the  policies'  benefits — have 
been  around  since  the  1950s,  but  lately,  they've 
been  booming.  Thanks  to  huge 
stock  gains,  execs  increasingly  dis- 
cover that  they  have  far  more 
dough  in  retirement  plans  than 
they  can  ever  hope  to  spend.  Split-dollar  insur- 
ance offers  an  almost  tax-free  way  to  pass  along 
that  excess  wealth  to  heirs. 

But  the  Internal  Revenue  Service  may  have 
defused  the  boom.  On  Jan.  29,  the  agency  for- 
mally gave  notice  that  it  was  scrutinizing  the 
way  companies  and  executives  pay  taxes  on  split- 
dollar  policies — and  its  goal  is  not  to  ensure  that 
they  pay  less.  Now,  high-end  financial  planners 
and  their  clients  are  ripping  into  the  details  of 


Retirement 


policies,  trying  to  figure  out  where  they  s 
"Every  policy  is  an  individual  transaction, 
almost  impossible  to  predict  the  impact," 
Mike  Walsh,  an  executive-benefits  expert  at 
sultant  Watson  Wyatt  Worldwide  in  Boston 
No  one's  quite  sure  how  large  the  split-d 
market  is — but  "you  see  these  policies  ev 
where  from  the  100  largest  corporations  tc 
partnership  that  owns  a  corner  restaurant," 
Michael  Harahan,  a  benefits  expert  at  M 
Consulting  in  Los  Angeles  and  past  preside] 
the  Association  of  Advanced 
Underwriting.  The  aalii,  w 
represents  life-insurance  agen 
particularly  upset  that  the  IK 
tice  threatens  to  impose  a  new  tax  treatmer 
policies  established  under  old  rules. 

It  doesn't  help  that  the  iks'  guidance  is 
porary  and  unclear.  "New  policies  are  on  | 
and  some  companies  and  executives  are  loo 
for  exit  strategies"  from  existing  plans, 
Jonathan  Forster,  director  of  wealth  preservj 
at  the  Tyson  Corner  (Va.)  office  of  law 
Greenberg  Traurig. 

Split-dollar  policies  owe  their  popularil 


'e  develop  software  for  the  intelligent.  We  create  e-marketplaces  for  the  resourceful.  We  apply  our  own  ingenuity  to 
^genious  companies  to  make  them  faster,  smarter  and  exponentially  more  valuable.  So  far,  we've  created  more  than 
'6  billion  in  value  for  over  950  companies  worldwide.  Want  some?  Contact  us  at  www.i2.com  or  1-877-926-9286. 
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Split-dollar 
policies  owe 
their  popularity 
in  large  part 
to  IRS  neglect: 
The  agency's  last 
serious  look  at 
them  was  in  1966 


large  part  to  IRS  neglect:  The  agency's  last  seri- 
ous look  came  in  1966.  That  inattention  let  in- 
surers and  planners  design  policies  that  could 
shelter  huge  sums,  particularly  from  executives' 
excess  retirement  benefits. 

Here's  how  a  plan  might  work,  based  on  an 
example  laid  out  by  Watson  Wyatt's  Walsh 
(table).  Consider  a  60-year-old  executive  who  is 
retiring  with  several  benefit  plans,  including  a 
supplemental  executive  retirement  plan  (serp) — 
a  special  pension,  offered  only  to  highly  com- 
pensated employees,  that  pays  fixed  monthly  or 
annual  benefits.  Thanks  to  rich  returns  on  her 
other  pensions,  the  executive  might  decide  she 
can  live  securely  without  the  serp,  which  has  a 
present  value  of  $2  million.  If  she  took  the  ben- 
efits and  tucked  them  away  for  her  heirs,  she 
would  pay  $800,000  in  taxes,  plus  40%  in  tax  on 
future  earnings — and  an  additional  55%  in  es- 
tate taxes  on  what's  left,  "serps  by  themselves 
are  very  tax-inefficient,"  notes  Andrew  Liazos  of 


SERP  Swaps:  ^  How  Hiey  Work 

THE  SITUATION  A  60-year-old       (*■}  jfjQj      exec  has  $2  million  in  a 
retirement  account.  Since  she  and  her  husband,  also  60, 

have  other  accounts,  they  decide  to  pass  this  one  on  to  their  children. 

THE  SWAP  The  executive  gives  the  account  to  her  company  in  exchange 
for  a  split-dollar  life-insurance  policy  with  a  $6.4  million  death  benefit. 
The  company  uses  the  account  and  its  earnings  to  pay  premiums — 
$430,000  a  year  for  seven  years. 

ROLLOUT  After  15  years,  the  company  reclaims  its  premiums  from  the 
policy.  The  executive  now  owns  the  policy  outright. 

AT  DEATH  If  the  executive  and  her  spouse  meet  their  life  expectancies, 
the  policy  has  grown  to  $13  million  when  she  dies  at  age  88. 

TAXES  Under  most  plans,  the  executive  pays  taxes  while  the  company 
owns  part  of  the  policy  (from  $2,000  the  first  year  to  $16,000  in  year  15) 
No  taxes  are  paid  on  the  cash  value  when  the  company  pulls  out 
its  premiums. 

IRS  POSITION  Executives  should  pay  higher  taxes  during  the  premium- 
payment  period.  The  IRS  is  studying  how  to  tax  the  cash  value  remaining 
when  the  company  reclaims  its  premiums. 

Data:  Watson  Wyatt  Worldwide,  BusinessWeek 

Boston  law  firm  McDermott,  Will  &  Emery. 

If,  on  the  other  hand,  she  can  get  the  money 
into  a  life-insurance  policy,  she'll  enjoy  two  big 
tax  breaks.  Inside  buildup — cash  value  that  grows 
from  a  policy's  investments — isn't  taxed.  And  if 
the  death  benefits  go  into  a  trust  for  her  heirs, 
that  money  won't  be  subject  to  estate  taxes. 

So  the  executive  and  her  company  negotiate  a 
"serp  swap."  She  gives  up  the  retirement  ac- 
count in  exchange  for  a  split-dollar  agreement — 
a  whole-  or  universal-life  insurance  policy,  ei- 
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ther  of  which  builds  cash  value,  pledged  to  b 
the  company  and  her  beneficiaries.  The  comp; 
uses  the  account  and  its  earnings  to  pay  po 
premiums.  In  this  example,  the  company  p 
premiums  for  seven  years.  After  15  years,  it 
claims  its  payments  from  the  policy's  cash  va 
After  that,  the  company  has  no  claim  on 
policy — it  all  belongs  to  the  executive. 

What  about  taxes?  Since  the  executive  ge 
benefit,  she  has  taxable  income  from  the  p 
Under  the  irs'  old  rulings,  that  income  was  e 
to  the  value  of  the  life  insurance  she  got  w! 
the  company  owned  part  of  the  policy  So 
would  have  been  taxed  each  year  on  the  amo 
that  the  company  would  have  spent  to  bu; 
one-year  term-insurance  policy.  That's  far 
than  what  the  company  actually  paid. 

The  old  rules  also  allowed  executives  to 
their  tax  tab  on  the  cheapest  term  policy  t 
insurer  offers.  To  keep  tax  bills  down,  most 
surers  carry  on  their  books  a  supercheap  poli< 
so  cheap  that  they  would  sell  it  only  to  Su 
man  on  a  Kryptonite-free  planet.  Based  on 
low  premiums,  our  executive  would  pay 
than  $140,000  in  taxes  over  15  years. 

But  the  big  tax  break  is  still  to  co| 
Once  the  company  reclaims  its  prem 
payments,  the  executive  owns  all  the  ( 
value  inside  the  policy.  Most  insui 
maintain  that  the  1966  ruling  says  the 
no  tax  when  the  company  lifts  its  clain 
that  asset.  The  irs  disagrees,  saying 
ruling  applied  only  to  an  earlier  forn 
insurance.  But  in  practice,  few  execut: 
have  paid  tax  on  huge  sums  transfei 
via  split-dollar  insurance. 

Now,  that's  likely  to  change.  The 
notice  says  executives  soon  must  s 
paying  more  taxes  while  their  compa 
paying  premiums.  And  the  agenc; 
studying  just  how  the  policy's  cash  v 
should  be  taxed  when  the  employer 
its  premiums  back.  "If  an  employe 
transferring  property  to  an  employee, 
erally  that  will  be  taxable  income  to 
employee,"  says  an  irs  official.  The 
says  it  won't  tax  cash  values  until  it 
final  rules — but  it  won't  say  whether 
new  rules  will  apply  only  to  new  pol 
or  also  to  the  billions  of  dollars  in  pol 
that  are  already  in  place. 

What  should  you  do  if  you  have  a 

dollar  policy?  If  your  employer  hasn't 

reclaimed  its  premiums,  get  your  ace 

tant  or  lawyer  together  with  the  cor 

ny's  benefits  experts.  Make  sure  they  agre 

how  to  report  your  policy  to  the  IRS,  bee 

both  tax  returns  have  to  show  the  same  n 

bers  and  details.  If  your  policy  is  fairly 

and  hasn't  yet  built  up  a  large  cash  value,  1 

your  accountant  crunch  the  numbers  to 

whether  it's  worth  keeping  in  the  face  of  p( 

tial  new  taxes. 

Split-dollar  life  insurance  is  likely  to  BUZ 
But  with  a  new  tax  treatment,  it  may  nc 
be  right  for  you. 
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I"  ^/l  I     .  I\J  CZ       Preserve  technology  investments  while  converging  networks  to  support  the  demands  of  mobile  e-commerce. 
I  La  ll  «■?      Future-proof  networks  from  Siemens  Enterprise  Networks,  www.icn.siemens.com/networks 


Wants  to  be  an  architect 


wision  your  own  future.  HiPath  takes  you  there. 

I're  investing  a  small  fortune  integrating  e-commerce  into  your  core  business 
teesses  and  technologies.  You  need  an  e-CRM  solution.  More  employees  are 
pile  and  working  remotely.  And  on  the  horizon  shines  the  future  of  converged 
B/vorks,  with  easier  integration,  user  access  and  management. 

||  need  a  technology  investment  strategy.  One  that  lets  you  build  advanced 
Utions  today  and  evolve  to  a  converged  network  without  losing  valuable  time 
h-ioney  on  the  applications.  You  need  HiPath,  Siemens  Enterprise  Network 
mitecture.  Be  it  conventional,  IP  or  hybrid  networks.  Network  neutral  applications. 
kie  services  you  need  to  realize  your  vision.  HiPath  handles  it  all.  Learn  more  at 
Mw.icn.siemens.com/networks 
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Who  Pays  When 

A  Spouse  Hides  Income? 

The  IRS  wants  to  clarify  joint-return  liability 


BY  ANN 
WOZENCRAFT 
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Ignorance  Isn't 
Always  Bliss 

When  you  sign  a  joint  tax 

return,  you  and  your  spouse 

are  liable  for  any  unpaid 

taxes,  interest,  and 
penalties,  regardless  of 
who  earned  the  income, 
took  the  deductions,  or 
prepared  the  return.  Here's 
how  to  protect  yourself: 

►  Assess  your  lifestyle.  Is  the 
reported  income  consistent 
with  your  spending? 

►  Question  any  item  on  the 
joint  return  you  don't  under- 
stand. Have  your  own  accoun- 
tant look  it  over  if  need  be. 

►  If  you  suspect  your  spouse 
is  misreporting  income,  start 
filing  separate  returns. 

►  Check  out  the  IRS  Web  page 
(www.irs.gov/prod/ind_info/ 
sjree/index.html)  on  innocent 
spouse  relief.  An  interactive 
•'.attire  helps  you  determine 

1  re  liable  in  case  of  an 


divorce    is    bad    enough 
without  the  surprise  of 
finding  you  owe  tax 
es  on  income  your 
estranged    spouse 
didn't  report  to  the  In- 
ternal Revenue  Service. 
Congress      recognized 
that   problem   in    1998 
when  it  passed  the  IRS 
Restructuring  and  Reform 
Act.  The  law  made  it  easi- 
er  for   so-called    innocent 
spouses  who  signed  joint  re- 
turns to  get  relief  from  lia- 
bility for  taxes  on  in- 
come their  husbands  or 
wives   hid   from  them 
and  Uncle  Sam. 

But,  like  many  parts 
of  the  federal  tax 
code,  the  1998  law— 
though  well  inten- 
tioned — proved  con-  ! 
fusing.  So  now  the 
IRS  is  proposing  regu- 
lations to  clarify  certain 
parts  of  the  law.  Under 
the  new  rules,  which  will  get  a  public 
hearing  on  May  30  in  Washington,  the  irs 
will  protect  the  privacy  of  spouses 
involved  in  bitter  divorce  cases,  where 
there  might  be  a  fear  of  reprisal  from  a 
vengeful  husband  or  wife.  When  an  inno- 
cent-spouse claim  is  filed,  both  husband 
and  wife  are  contacted.  But  the  IRS 
promises  to  omit  from  documents  any  in- 
formation that  could  identify  either 
spouse's  location. 

HIS  AND  HERS  LIABILITY.  Another  proposed 
modification  involves  allocating  liability  be- 
tween spouses.  Take,  for  example,  a  couple 
in  which  the  wife  underreported  income 
from  her  consulting  business,  and  the  hus- 
band neglected  to  report  capital  gains  from 
his  investments.  Each  was  unaware  of  the 
other's  hidden  income.  The  1998  law  pro- 
vided only  for  proportional  allocation,  so 
if  the  wife's  underreported  income  was 
$20,000  and  the  husband's  $30,000,  then 
she  would  be  liable  for  40%  of  the  tax  debt 
and  he  for  60%. 

The  proposed  regulations  would  allow 


a< 
some 


the  IRS  to  take  into  account  that  the  husband's 
come  is  subject  to  the  lower  capital  gains  n 
whereas  the  wife's  is  taxed  at  the  regular  inco 
tax  rate.  So  in  fact,  the  husband's  share  of 
total  tax  liability  would  be  smaller  than  un< 
the  current  method. 

Finally,  the  IRS  is  taking  steps  to  curb 
flurry  of  preemptive  innocent-spouse  petiti 
filed  by  divorce  attorneys  in  the  wake  of 
1998  law.  The  agency  will  not  consider  any 
quests  for  relief  filed  before  a  notification  of 
audit  or  outstanding  liability  has  been  isst 
"There  is  no  requirement  for  a  preemptive  fil 
and  from  the  point  of  view  of  a 
practitioner,  it  would  be  foo, 
because  you're  alerting  the 
that  there  is  an  issue,"  e 
Robert  Goldstein,  a  cpa 
partner  with  Leipziger 
Breskin  in  New  York 

The  irs  proposal  also  j 

vides  examples  for  provisi 

in  the  1998  law  that  wer 

clear.  For  instance,  it  cl 

fies  that  a  couple  must 

^^     legally  separated  or 

^^     vorced,  or  estran 

^^    for  at  least  a  y 

^^    before    they 

request  an  all< 

tion        of 

liability.  In 

a  case,  the  spc 

seeking 

admits  to  knowin 

of  the  underrep 

ed  income,  so  he  or  she  would 

&       held  liable  only  for  the  taxes  o 

-"     on  that  amount. 

PROVING  A  NEGATIVE.  Take  a  si 
tion  in  which  a  husband  and  wife 
legally  separated,  and  the  IRS  de 
mines  that  a  joint  filing  had  unde 
ported  income  from  the  husba 
plumbing  business  by  $10,000.  The  wife,  w 
claiming  not  to  know  the  exact  amount  of 
plumbing  income,  admits  she  knew  her  ] 
band  received  at  least  $6,000  more  than  was 
ported.  Under  the  law,  the  wife  would  be  j< 
ly  liable  for  the  tax  on  the  $6,000  she  says 
knew  about,  but  could  request  that  she  be 
solved  of  paying  any  share  on  the  remai 
$4,000.  Although  the  irs  doesn't  spell  out 
ways  by  which  you  can  prove  you  hav< 
knowledge  of  the  underreported  income,  it 
considers  bank  statements,  deposit  slips,  or 
utes  of  business  meetings. 

Regardless  of  the  wider  grounds  for  r< 
spouses  should  take  a  proactive  approach  if 
suspect  a  tax  problem  (table).  "If  you're  sig 
a  joint  return  and  you're  not  paying  atten 
then  you  run  the  risk  of  being  held  liable," 
Raoul  Felder,  a  New  York  divorce  law 
"It's  benign  neglect  if  you  look  the  other  way 
other  words,  do  your  best  to  make  sure  yi 
not  an  ignorant  spouse. 
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Mutual  Fund  Investing:  Feeling  #5 


Curiosity 


/ 


■  i 


See  how  our 

free  Select  List 

can  help  make  you 

a  smarter  investor. 


Ever  wonder  how  sector  funds  could  enhance  the  performance  of  your  portfolio? 

Schwab's  Mutual  Fund  Select  List  sector  edition  can  help  you  find  the  historically  high-performing 
funds  for  telecommunications,  energy,  technology,  healthcare,  finance  and  utilities. 

From  leading  fund  companies  like  INVESCO  Funds,  American  Century  Investments 
and  Warburg  Pincus  Funds. 


See  how  sector  funds  can  help  diversify  your  overall  portfolio. 

Our  investment  specialists  are  here  to  answer 

any  questions,  so  give  us  a  call  or  stop  by  for  a  visit. 


We'll  satisfy  your  curiosity. 


Call 


Click 


1-800-5-N0-L0A0 


schwab.com 


- 


384  locations  nationwide 


Charles  Schwab 


a« 


creating  a  world  of  smarter  investors.™ 

:  sDectuses  containing  more  complete  information,  including  management  tees  and  expenses,  are  available  from 
^tepospectiracarefuly  before  iivest^  ^when 

worth  more  or  iess  (hi  iter  ongiral  cost  Each  wester  needs  t>  review  a  security  transacrjon  to  te  a  to  ow  r^ 

8  -term  redemption  fee  wit  oe  cteg«l  or  eact 

/erase  a  fund,  you  wta  pay  a  transaction  fee  when  you  se8  it.  Schwab  reserves  Ihericrtlo  ttancr 
iwaD  recedes  remuneratr  -solder  services  and  other  adnv. 
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MOVE  OVER, 
BOHEMIAN  GROVE 


BY  TODDI  GUTNER 

Belizean  Grove 
is  just  one  of 

the  networking 
groups  that  have 
sprung  up  to  serve 
top  female  execs 


Women  may  not  have  a  longstanding  old- 
boy  network  to  hook  into  for  job  leads, 
government  appointments,  or  venture- 
capital  deals,  but  they're  rapidly  making  up  for 
lost  time.  Groups  of  professionally 
accomplished  women  are  building 
powerful  networks  of  their  own. 

I  saw  this  firsthand  in  January, 
when  I  was  the  only  journalist  to 
attend  the  first  Belizean  Grove  re 
treat  on  Ambergris  Caye  in  Belize, 
Central  America.  Belizean  Grove  is  an 
invitation-only  meeting  of  29  women 
in  business,  government,  and  acad- 
eme. It's  modeled  after  the  130- 
year-old  Bohemian  Grove,  an  all-male 
encampment  deep  in  the  redwoods 
of   Northern    California.    About 
1,500  of  America's  corporate  and 
government  elite  gather  there  each 
summer  for  two  weeks  of  talks, 
discussions,  recreation,  and  rituals. 

Some  women  once  sued  to  gain  ac- 
cess to  Bohemian  Grove,  to  no  avail. 
"We  aren't  waiting  for  an  invitation  to 
Bohemian  Grove  anymore,  because  we 
have  our  own,"  says  Mary  Lehman 
MacLachlan,  president  of  Chicago's  En- 
vestNet  Group,  a  wealth-management  network 
for  financial  advisers. 

"READY  TO  GIVE."  Belizean  Grove  was  the  brain- 
child of  Susan  Stautberg,  president  of  Partner- 
Corn,  a  New  York  firm  that  creates  advisory 
boards  for  companies  worldwide.  Her  criteria 
for  admission?  The  women  have  to  be  "bright 
and  accomplished,  fun-loving,  and  have  a  sense  of 
adventure,"  she  says.  Furthermore,  "they  have  to 
be  ready  to  give  to  their  communities  and  to 
each  other." 

Participants  included  venture  capitalists  and 
entrepreneurs  from  Atlanta  and  Boston,  fashion 
and  dot-com  executives  from  New  York,  and 
former  top-level  federal  appointees  from  Wash- 
ington D.C.  Attendees  spoke  on  panels  that  cov- 


ered such  topics  as  how  to  obtain  money 
power  and  use  them  to  transform  yourself  | 
your  community. 

Once  we  arrived  at  this  beachfront  outp 
where  cell  phones  don't  work  and  Web  conJ 
tions  are  a  boat  ride  away,  the  women  qui] 
shed  their  professional  personas  with  if 
prompting.  While  soaking  in  the  hot  tub 
snorkeling  with  the  sting  rays,  the  women  si 
personal  experiences  and  feelings.  One  54- 
old  woman  spoke  candidly  to  me  of  her  til 


Other  New-Girl  Networks 


ORGANIZATION/CONTACT 

DESCRIPTION 

C-200 

www.c200.org 

Top  execs  of  companies  with  sales  above  $100  million 
or  founders  with  $15  million  in  sales  meet  to  network. 

CORPORATE  STATE 

ceostate@aol.com 

Top  execs  of  companies  with  sales  above  $50  million 
discuss  issues  that  affect  female  executives. 

IHVL  WOMEN'S  FORUM 

www.iwforum.org 

Government  leaders,  CEOs,  entrepreneurs,  and 
academics  meet  periodically  to  mentor  and  network. 

life-threatening  kidney-transplant  operatj 
Others  spoke  of  ex-husbands  who  became 
cially  dependent  on  their  professional  succ 

The  women's  modus   operandi  contr 
sharply  with  that  of  powerful  men,  who 
connect  during  a  round  of  golf — and  who, 
they're  not  talking  about  their  business  acti 
tend  to  talk  about  other  things  they  do  r; 
than  how  they  feel.  "When  women  get  tog 
without  men,  we  engage  in  an  extremely 
sonal  way,  and  our  conversation  is  differ   | 
says  Judy  Rosener,  a  professor  at  the  Grac 
School  of  Management  at  the  University  of 
ifornia  at  Irvine,  who  specializes  in  men 
women  at  work. 

By  revealing  themselves  in  such  a  way,  ' 
create  an  emotional  bond  that  will  lead  t 
women  to  help  one  another  in  any  way 
can,"  says  Edie  Weiner,  president  of  a  New 
consulting  firm  that  specializes  in  trend  ana 
That  desire  to  join  together  for  a  common 
motivated  participants  to  undertake  several 
anthropic  efforts  to  benefit  Belizean  womei 

I  walked  away  from  the  gathering  insj 
These  women  stressed  cooperation  and  the 
to  help  other  women.  You  don't  have  to  be  i 
vitee  to  Belizean  Grove — or  any  other  eliti 
working  group — to  learn  from  their  messaj 
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Buy  the  complete  version  of  Adobe  Acrobat  and  discover  features  you  never  knew  existed. 

Sure,  Adobe*  Acrobat'  Reader1"  has  solved  many  of  the  difficulties  you  had  opening  documents.  It's  definitely  a 
handy  tool.  But  Acrobat  Reader  is  just  a  small  part  of  an  even  more  powerful  program  —  Adobe  Acrobat.  With 
the  full  version  of  Adobe  Acrobat  you  too  can  make  your  own  Adobe  PDF  files,  creating  attachments  that 
will  open  and  print  easily.  Fonts,  colors,  graphics  —  everything  you  send  will  appear  just  as  you  intended. 
And  its  brilliance  doesn't  end  there.  With  Adobe  Acrobat  you  have  the  ability  to  add  comments  to  Adobe  PDF 
files  while  the  originals  remain  intact. You  can  even  password  protect  and  add  digital  signatures  to  your  files. 
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AT&T:  A  GUIDE 

FOR  THE  PERPLEXED 


BY  ROBERT  BARKER 

First  impressions 
aside,  it  makes 
sense  to  hold  on 
to  undervalued 
AT&T  shares 
rather  than  swap 
them  for  Wireless 


Is  there  a  widow  or  orphan  who  still 
holds   stock  in   AT&T?   Heaven  help 
them.  Along  with  4.8  million  fellow 
investors,    they    soon    must    decide 
whether  to  keep  shares  that  trade  no 
higher  today  than  four  years  ago  or 
swap  them  for  a  stake  in  the  wireless 
future.  Put  that  way,  making  the  right 
choice  seems  simple.  Except  it's  not. 

Last  spring,  AT&T  sold  a  16%  interest  in 
AT&T  Wireless,  its  cellular-phone  and  mo- 
bile-messaging unit,  to  the  public.  Now,  it's 
preparing  to  trade  up  to  $10  billion  worth  of  its 
Wireless  shares,  in  exchange  for  outstanding 
AT&T  common  stock.  If  you  own  AT&T  stock,  you 
may  swap  none,  some,  or  all  of  your  shares,  tax- 
free.  The  question  is,  should  you? 

For  patient  investors,  I  say  the  answer  is 
no.  Yes,  with  its  long-distance  operation  shrink- 
ing, there's  an  aura  of  desperation  about  AT&T. 
Yes,  by  contrast,  Wireless  last  year  enjoyed 
healthy  surges  in  subscribers  (59%)  and  rev- 
enue (37%).  And  yes,  the  uncertainty  around 
AT&T's  plan  to  split  into  four  separate  companies 
in  the  next  18  months  is  enough  to  make  anyone 
want  to  trade  AT&T  stock  for  Wireless.  But  look 
at  what  you  would  be  throwing  away  (table). 
You  would  swap  what's  cheap  for 
what's  fully  priced.  "Wireless  is  a 
very  good  business,"  says  Bill  Ny- 
gren,  an  AT&T  bull  who  runs  $4  bil- 
lion for  Oakmark  Funds.  "I  just 
don't  see  an  unusual  opportunity." 

The  opposite  is  true  of  AT&T, 
which  the  stock  market  lately  has 
valued  at  $90  billion.  At  the  same 
time,  it  values  Wireless  at  $58  bil- 
lion. Since  AT&T  still  owns  84%  of 
Wireless,  its  stake  is  worth  $49  bil- 
lion. Take  Wireless  out  of  AT&T  and 
the  difference,  $41  billion,  is  the  im- 
plied value  of  everything  non- Wire- 
less. Just  eyeballing  it,  that  looks 
low:  $41  billion  barely  buys  Tele- 


A  Bad  Switch 

AT&T  is  offering  share- 
holders a  chance  to 
swap  their  shares, 
which  trade  at  about 

$24,  for  AT&T  Wireless, 

which  trades  at  $25. 

A  closer  analysis  of 

AT&T's  divisions 

suggest  the  underlying 
value  of  the  parent  is 

about  $42,  so  the  swap 


■  Business.  AT&T's  biggest  part,  offering  a  varij 
of  corporate  services,  collected  $28.5  billio 
revenue  last  year.  Archrival  WorldCom's  sh 
trade  for  1.6  times  sales.  Apply  that  multipl 
AT&T  Business,  and  you  get  a  value  of  $46  bi 
or  $12  per  AT&T  share. 

■  Consumer.  Persistent  price-cutting  on  reside: 
long-distance  accounts  trimmed  revenue  £ 
last  year,  to  $19  billion.  Shares  of  similarly  t; 
bled  Sprint  fon  Group  go  for  1.2  times  sales, 
that,  AT&T  Consumer  would  be  worth  almost 
billion,  or  about  $6  per  AT&T  share. 

■  Broadband.  Revenues  from  AT&T's  cable-TV 
high-speed-data  services  last  year  grew  10% 
$8.2  billion.  Using  Comcast's  middling  price-s; 

multiple  of  5,  Broadband  wouldl 
worth  $41  billion,  or  almost  $ll| 
AT&T  share. 

■  Wireless.  Because  investors  ar< 
ready  trading  Wireless  shares, 
price-sales  multiple  is  known: 
times  last  year's  sales,  a  bit 
than  the  multiples  given  to  ri 
Nextel  Communications  and  Sp; 
PCS  Group.  Each  AT&T  share  h 
nearly  $13  in  Wireless  value. 

Add  it  up,  and  you  get  a  bact 
the-envelope  value  for  AT&T  of  & 
share.  At  that,  it  seems  plain 
AT&T  is  worth  a  lot  more  than  its 
cent  price  of  $24  a  share.  The 
tient  investor  should  be  able 


fonos  de  Mexico.  It  looks  even  wack-      !?.f...f.....?f.i'. pocket  the  difference.  As  for  W 

ier  when  you  know  that  Wireless      BUSINESS  $12      less,  it's  trading  at  $25,  a  buck  at 

makes  up  54%  of  AT&T's  market  val-      "pnuciiMFR  6      w^at  NTT  DoCoMo,  Japan's  cell 

ue,  yet  contributed  just  12%  of  its leader,  paid  in  January  for  a 

$9.4  billion  in  earnings  before  inter-      BROADBAND  11      interest.  Does  DoCoMo's  bet  i 

est  and  taxes  last  year.  WIRELESS  13      &est  Wireless  has  a  bright  futi 

Try  also  looking  at  AT&T  piece  by      ~n""o"i~~- YeS-  ^ut  keep  your  AT&T'  and  ^ 

piece.  Chief  Executive  C.  Michael  Data:  BW  Estimates  eventually  get  some  Wireless,  t 

Armstrong's  plan  is  to  turn  shares  in  today's 
AT&T  into  four  stocks,  each  tied  to  a  distinct  op- 
eration: Business,  Consumer,  Broadband,  and 
Wireless.  If  they  all  traded  separately  now,  what 
might  they  be  worth? 


BusinessWeek  loiili  no 


For  a  Q&A  with  Nygren,  go  to  barker.online,  www.bu| 
nessweek.com/investor/orAOL  keyword:  BW  Daily 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (321)  728-1711 
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A  CEO  Retreat 

presented  by 

BusinessWeek 

and 

Jim  Taylor,  Ph.D. 

in  partnership  with 

IBM  Corporation 

JUNE   27-29.   2001 
RANCHO   BERNARDO   INN 
SAN   DIEGO,   CALIFORNIA 


Define  the  Future 


The  technological  advances  of  the  past  few  decades  have  fundamen- 
tally transformed  business  and,  with  it,  the  qualities  necessary  for 
effective  leadership.  Breakthrough:  A  CEO  Retreat  will  examine  the 
changing  face  of  leadership  through  themed  discussions  between 
top  executives  and  an  all-star  faculty  of  renowned  technologists, 
scientists,  and  creative  thinkers. 

Presented  by  BusinessWeek  and  Jim  Taylor,  Ph.D.  in  partnership  with 
IBM  Corporation,  Breakthrough  will  be  held  June  27-29,  2001,  at 
the  Rancho  Bernardo  Inn  just  outside  of  San  Diego,  California. 
Featuring  an  intensive,  intimate  environment  designed  to  encourage 
attendee  participation,  this  invitation-only  event  is  designed  to  challenge 
long-held  assumptions  and  define  the  new  rules  of  the  leadership  game. 

Please  consider  joining  the  elite  group  of  forward-thinking  CEOs  that 
assists  us  in  this  effort. 

If  you  have  already  received  your  exclusive  invitation,  please  return 
your  reservation  as  soon  as  possible.  If  you  have  not  received  an 
invitation,  but  believe  you  should  be  included,  please  contact 
Ms.  Marsha  Green,  BusinessWeek,  at  212-512-3113. 
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LOSING  SHARE  BUT 
GAINING  INTEREST 


BOSTON 
|  SCIENTIFIC 


Shareholders  betting  on  a  turnaround  at  Boston 
Scientific  (bsx)  are  fast  losing  heart.  The  lead- 
ing maker  of  minimally  invasive  medical  de- 
vices for  the  heart  reported  on  Feb.  6  another 
batch  of  unwelcome  news:  Fourth-quarter  profits 
fell  19%  as  it  lost  market  share  in  its  core  product, 
coronary  stents,  to  rivals.  One  gleam  of  hope: 
growing  prospects  that  a  larger  medical  device 
maker  will  buy  Boston  Scientific,  whose  stock  has 
popped  to  nearly  16  a  share,  from  12  in  early 
January,  largely  on  takeover  rumors.  It  traded 
as  high  as  29  last  year. 

The  company's  share  of  the  U.S.  market  for 
stents,  or  metal  mesh  tubes 
used  in  keeping  cleared  ar- 
teries open  after  angioplasty, 
fell  to  16%  in  the  fourth 
quarter  from  25%  a  year 
earlier.  Rivals  such  as 
Johnson  &  Johnson  and 
Medtronic  have  introduced 
new  stents.  Boston  Scientif- 
ic, which  has  a  20%  stake 
in  its  primary  stent  supplier, 
Medinol,  has  been  trying  to 
buy  the  Israeli  company  to  lower  its  expenses. 

Industry  sources  say  J&J  and  Medtronic  are 
possible  suitors.  But  Abbott  Laboratories  would 
have  maximum  synergy,  says  Kevin  Kotler  of  ing 
Barings.  A  major  drugmaker  and  maker  of  hospi- 
tal and  lab  products,  Abbott  used  to  be  a  big  in- 
vestor in  Boston  Scientific.  It  sold  its  stake  when 
Boston  Scientific  went  public  in  1992.  Kotler  thinks 
Abbott  is  the  more  likely  buyer  because  it  needs 
to  build  up  its  medical  device  business,  including 
cardiovascular  products. 

J&J  already  is  a  giant  player  in  the  market  for 
minimally  invasive  products.  Ditto  for  Medtronic, 
the  world's  largest  maker  of  implantable  biomed- 
ical devices.  Takeover  investors  think  Boston  Sci- 
entific has  become  even  more  attractive  with  its 
lagging  shares — and  the  possibility  that  its  Medi- 
nol bid  might  succeed.  Kotler  figures  in  a  buyout 
the  company  could  be  worth  25  to  35  a  share. 
Any  deal  needs  the  blessing  of  founders  John 
Abele  and  Peter  Nicholas,  who  own  40%.  j&j,  de- 
clined comment.  Boston,  Medtronic,  and  Abbott 
didn't  return  calls. 
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A  DEERE  HEART 
FOR  INGERSOLL 

eere  is  on  the  prowl  for  acquisi- 
tions to  transform  itself  into  a 
global  diversified  industrial  com- 
pany. It's  now  close  to  buying  certain 
assets  of  Ingersoll-Rand  to  complement 
its  restructuring  plans,  says  an  industry 
source  privy  to  what  assets  or  busi- 
nesses Deere  (de)  is  stalking. 


Chairman  and  ceo  Robert  Lane  hasn't  made  a 
secret  of  his  goal  to  make  Deere  much  more  than 
the  world's  largest  maker  of  farm  equipment.  In  a 
recent  letter  to  shareholders,  he  says  Deere  will 
attract  future  customers  with  such  distinctly  new 
products  and  services  as  machines  that  can  gath- 
er, integrate,  and  use  information  as  they  work. 

"Deere  is  repositioning  itself  to  become  another 
Tyco  International,"  says  one  industrialist  familiar 
with  Deere's  acquisition  plans.  The  businesses  it 
wants  to  buy  from  Ingersoll  include  such  units  as 
Bobcat  forklifts,  Club  Car  golf  carts  and  utility 
vehicles,  and  the  industrial  and  construction  equip- 
ment. One  banker  says  the  deal  would  be  worth  $2 
billion.  Ingersoll,  one  of  the  world's  leading  indus- 
trial equipment  makers,  declined  comment.  Deere 
didn't  return  calls. 

Deere's  stock  has  been  in  an  upswing  since 
mid-September,  when  it  traded  at  31.  It  shot  to  47 
by  the  end  of  December.  But  concern  about  the 
economy  has  pushed  the  stock  back  to  42. 

John  McGinty  of  Credit  Suisse  First  Boston, 
who  rates  Deere  a  "buy,"  expects  earnings  will 
climb  to  $2.80  a  share,  vs.  the  consensus  First 
Call  estimate  of  $2.55.  His  12-month  target:  55. 

JANUARY:  HOT  TIPS 
FROM  A  COLD  MONTH 

The  market's  advance  in  January  caught  in- 
vestors off  guard.  Some  investment  pros  take 
the  January  jump  as  a  prognosticator  of  good 
tidings  to  come.  Sam  Stovall,  senior  market  strate- 
gist at  Standard  &  Poor's,  thinks  the  so-called  Jan- 
uary Barometer  is  a  good  indicator  of  how  hot  cer- 
tain sectors  will  be  the  rest  of  the  year.  Made 
famous  by  Yale  Hirsch's  Stock  Trader's  Almanac,  the 
January  Barometer  says  that  if  the  s&P  stock  index 
climbs  in  January,  the  market  will  rise  toward  a  full- 
year  gain.  Mg,  jhbbhhhi 
Stovall  goes  I  STOVALLS  PICKS  FOR  2001 
further:  The 
10  stock- 
market  sec- 
tors that 
performed 
best  in  Jan- 
uary will  end 
up  beating 
the  broader 
market  the 
rest  of  the 

year,  he  says.  Since  1970,  the  10  best-performing 
groups  have  outperformed  71%  of  the  time,  he  says. 
The  groups'  rise  averaged  16.6%,  vs.  the  sap's  7.8% 
gain.  Based  on  the  winning  sectors,  Stovall  picked 
some  stocks  (table)  that  he  thinks  will  outscore  in 
2001.  Among  them:  Adobe  (adbe),  ibm  (IBM),  Broad- 
com (brcm),  and  aol  Time  Warner  (aol). 


BusinessWeek  online 


Read  Gene  Marcial's  Inside  Wall  Street  Online  column 

Tuesday  afternoons  at  www.businessweek.com/today.htm. 

And  see  him  Fridays  at  12:30  p.m.  est  on  cNNfn. 


STOCK 

FEB.  8 
PRICE 

52-WK 
HIGH-LOW 

P/E 

ADOBE  SYSTEMS 

Computer  Software 

40 

87.31-36.13 

30 

AOL  TIME  WARNER 

Media/Entertainment 

48 

74.62-31.50 

80 

BROADCOM 

Semiconductor  equip 

82 

274.75-72.38 

55 

IBM 

Computer  Hardware 

116 

134.93-80.06 

23 
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roadband  connectivity  -  whether  it  be  through  cable,  DSL  or  wireless  -  is  exploding  globally  and  exponentially. 
It's  a  market  free-for-all  as  everyone  rushes  to  create  the  "killer  application"  that  will  captivate  consumers. 

Who  will  win?  Where  are  the  real  opportunities?  And  how  will  real  obstacles  -  like  infrastructure  and 
regulatory  issues  -  be  overcome? 

BusinessWeek,  in  partnership  with  Texas  Instruments,  invites  you  to  explore  this  powerful  new 
medium  with  today's  industry  luminaries.  You'll  start  out  at  top-level  briefings  on  universal 
broadband  issues  and  then  drill  down  to  the  specifics  on  one  of  three  concurrent  tracks 
encompassing  cable,  DSL  and  wireless: 

•  Service  Providers  and  Regulators 

•  Original  Equipment  Manufacturers  (in  cable,  DSL  and  wireless) 

•  Content  Providers  and  Home  Technologies 
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Broadband:  The  prospects  for  innovation,  globalization,  and  wealth  creation 
are  tantalizing.  Join  us  and  make  your  own  broadband  connections. 

KEYNDTE    SPEAKERS 

Tom  Engibous,  Chairman,  President  and  CEO  of  Texas  Instruments 

The  Honorable  Reed  E.  Hundt,  former  FCC  chairman  and  Author  of 

You  Say  You  Want  A  Revolution:  A  Story  of  Information  Age  Politics 

Lawrence  Lessig,  Professor,  Stanford  Law  School  and  Author  of 

Code:  And  Other  Laws  of  Cyberspace 

HAVE   YDU    RECEIVED   YD  U  R    INVITATION? 

Contact  us  at  1-800-821-1329  ore-mail  broadband2001@businessweek.com 
Or  register  online  now  and  review  the  current  agenda  at: 
www.conferences.businessweek.com/2001/telecom 
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COMMENTARY 

So  much  for  winning  streaks.  The  move 
in  tech  stocks  was  derailed  after  Cisco 
Systems'  unexpected  earnings  miss 
this  week.  The  bellwether  tech  stock's 
announcement  sent  shock  waves 
through  the  sector,  toppling  it  to  its 
lowest  level  in  a  month.  Nasdaq  lost 
5.9%  this  week,  while  the  S&P  500 
shed  1.8%.  The  Dow  eked  out  a  slim 
0.6%  gain. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1340.9 

Dow  Jones  Industrials  10,946.7 

Nasdaq  Composite  2607.8 

S&P  MidCap  400  523.9 

S&P  SmallCap  600  231.0 

Wilshire  5000  12,377.9 

SECTORS 

BusinessWeek  50*  1003.2 
BusinessWeek  Info  Tech  100**     600.7 

S&P/BARRA  Growth  689.7 

S&P/BARRA  Value  653.7 

S&P  Energy  922.7 

S&P  Financials  161.8 

S&P  REIT  87.0 

S&P  Transportation  719.7 

S&P  Utilities  327.0 

GSTI  Internet  199.0 

PSE  Technology  865.4 


-1.8 
0.5 

-5.9 

-0.8 
0.9 

-2.0 


-A.\ 
-7.3 
-2.4 
-1.3 

2.0 
-1.4 
-1.2 
-2.0 

3.5 
-11.3 
-5.7 


1.6 
1.5 
5.6 
1.4 
5.2 
1.7 
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S&P  Euro  Plus  (U.S.  Dollar)         1387.1      -3.0 
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-1.8 

30.4 

-1.1 

17.8 
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9.6 
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London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
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6225.6 

5752.1 

6579.0 

13,366.0 

16,049.5 

9137.6 

6350.4 

Feb. 


-1.1 
-A.l 
-3.2 
-3.5 
-0.3 
-2.0 
-2.6 
Wk. 


S&P  500  Dividend  Yield                     1.17%  1.1 

S&P  500  P/E  Ratio  (Trailing  12  mos.)    27.2  28. 

S&P  500  P/E  Ratio  (Next  12  mos.)*       22.4  23.: 

First  Call  Earnings  Surprise*              0.70%  0.5 
'First  Call  Corp. 

TECHNICAL  INDICATORS  Feb   6  Wk.  a 


*Mar.  19,  1999=1000 


•Feb,  7,2000  =  1000 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1416.0  1417.3 

71.0%  70.C 

0.61  0.5S 

2.12  2.11 
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BEST-PERFORMING 
GROUPS 


Last 

month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  °, 


Leisure  Time 
Oil  &  Gas  Drilling 
Health-Care  Services 
Tobacco 
Computer  Systems 


23.2 
17.2 
15.8 
14.4 
14.0 


Tobacco 
Savings  &  Loans 
Homebuilding 
Food  Wholesalers 
Defense  Electronics 


116.4 
97.9 
93.0 
72.1 
71.6 


Metal  &  Glass  Containers 

Airlines 

Invest.  Banking/Brkrge. 

Pollution  Control 

Instrumentation 


-11.6 

-10.1 

-7.8 

-6.9 

-6.6 
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Office  Equip.  &  Sui 
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Semiconductors 


■  Mutual  Funds 

Week  ending  Feb.  6 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
4-week  total  return 
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EQUITY  FUND  CATEGORIES 

4-week  total  return %      52-week  total  return 

Leaders 

Small-cap  Growth  10.0 

Technology  8.7 

Small-cap  Value  7.5 

Mid-cap  Growth  7.5 

Laggards 

Diversified  Pacific/Asia  -0.4 

Foreign  1.1 

International  Hybrid  1.2 

Real  Estate  1.4 


Leaders 

Natural  Resources 

Financial 

Mid-cap  Value 

Real  Estate 

Laggards 

Japan 

Technology 

Communications 

Diversified  Pacific/Asia 


37.6 
35.1 
27.0 
25.9 

-37.5 
-36.7 
-34.9 
-32.0 


Week  ending  Feb,  6 
■  S&P  500  ■  U.S.  Diversified  IAN  Equity 
52-week  total  return 
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4-week  total  return 


%      52-week  total  return 


%     -8       -6      -4      -2 
Data:  Standard  &  Poor's 


Leaders 

Jacob  Internet  40.8 

Apex  Mid  Cap  Growth  27.8 

Van  Wagoner  Mid  Cap  Gr.  24.8 

American  Heritage  23.5 
Laggards 

ProFunds  Ultrashort  OTC  -15.5 

Potomac  Internet  Short  -15.3 

Reserve  Informed  Inv.  Gr.  -14.4 

Grand  Prix  A  -9.8 


Leaders 

Schroder  Cap.  Micro  Cap  129.0 

State  St.  Res.  Glob.  Res.  A  88.2 

ICON  Energy  79.8 

Amer.  Eagle  Cap.  Apprec.  79.6 
Laggards 

Jacob  Internet  -78.2 

Potomac  Internet  Plus  -77.1 

ProFunds  UltraOTC  Inv.  -76.4 

ING  Internet  A  -69.1 
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5.72%        5.84% 


90-DAY  TREASURY  BILLS 
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1-YEAR  TREASURY  BILLS 
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4.58 


10-YEAR  TREASURY  NOTES 
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BLOOMBERG  MUNI  YIELD  EQUIVALENTS  ,i. 

Taxable  equivalent  yields  on  AAA-rated,  tax-exemi  btifa 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond 


GENERAL  OBLIGATIONS 
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I  THE  WEEK  AHEAD 


RETAIL  SALES  Tuesday,  Feb.  13,  8:30  a.m. 
est*  Retail  sales  in  January  probably 
grew  by  0.4%,  according  to  the  median 
forecast  of  economists  surveyed  by  Stan- 
dard &  Poor's  mms,  a  unit  of  The  Mc- 
Graw-Hill Companies.  Excluding  autos, 
sales  likely  grew  by  a  similar  0.4%  pace. 
December  total  retail  sales  grew  at  0.1%, 
while  nonauto  sales  were  unchanged. 

BUSINESS  INVENTORIES  Wednesday,  Feb. 
14,  8:30  a.m.  est*-  Inventories  held  by 
ses  probably  rose  by  0.4%  in  De- 


cember. Stock  levels  grew  by  0.5%  in 
November  and  0.7%  in  October. 

EXPORT-IMPORT  PRICES  Thursday,  Feb.  15, 
8:30  a.m.  est*  Prices  for  both  exported 
and  imported  goods  are  expected  to  re- 
main unchanged.  Export  prices  in  De- 
cember fell  by  0.1%,  while  import  prices 
dropped  by  0.5%. 

PRODUCER  PRICE  INDEX  Friday,  Feb.  16, 
8:30  a.m.  est*  Producer  prices  for  fin- 
ished goods  are  expected  to  rise  by  0.2% 


in  January.  Excluding  food  and 
the  core  ppi  likely  rose  by  0.1% 

HOUSING  STARTS  Friday,  Feb.  16, 
a.m.  est*  Housing  starts  probe 
an  annual  rate  of  1.53  million 
ary.  The  December  rate  was  1. 

INDUSTRIAL  PRODUCTION  Friday,  Ft 
9:15  a.m.  est*  Factory  produc 
January  probably  remained  unc 
from  December,  while  the  oper< 
fell  to  80.4%  from  80.6%  in  D 
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t  caught  up  in  the  downdraft  of  the  tech  sector,  losing  4.1%  for  the  week.  Cisco  was  one  of  the 
n  17.0%,  though  Network  Appliance  Group  shed  more  than  a  quarter  of  its  value  on  analyst  down- 
ech  stocks  tumbled  in  sympathy:  Adobe  Systems  lost  7.7%,  EMC  fell  13.9%,  and  Sun  Microsystems 
ckets  of  strength — Biogen,  up  3.5%,  and  Reliant  Energy,  up  5.9% — were  few  and  far  between. 
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-5.6 

-39.7 

27 

Tribune 

-1.9 

4.1 

28 

Xilinx 
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29 

Enron 
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30 
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32 

America  Online 
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33 
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34 

MBNA 
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35 

Pfizer 
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39.6 

36 

Solectron 
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37 

Gateway 
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38 

Wells  Fargo 

-1.5 

46.3 
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General  Dynamics 

-7.2 

55.4 

40 

Texas  Instruments 
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Capital  One  Financial 
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47  Merck 
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duction  Index 


Change  from  last  week:  -0.6% 
Change  from  last  yean  8.7% 


.The  index  is  a  4-week 
moving  average 


May 
2000 


Sept. 
2000 
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idex  fell  for  the  first  time  since  late  No- 
alculating  the  four-week  moving  aver- 
opped  from  179.2  to  177.4.  Seasonal- 
t  of  autos  and  truck  assemblies  drove 
as  North  American  production  plan- 
ish first-quarter  output  by  10%.  Steel 
ion,  and  rail-freight  traffic  were  also 
refining,  lumber,  and  electric  power 

of  the  index  components  is  at  www.business- 
tion  index  Copyright  2000  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

S&P  PERSONAL  WEALTH  Real  time  mar 
ket  coverage,  industry  analysis,  and 
personalized  retirement  advice. 
MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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The  President  and  CEO 

of  the  world's  #1  provider 

of  e-business  intelligence 

solutions  reveals  the  intranet, 

extranet,  and  b-to-b  strategies 

at  global  giants  e-Bay, 

MasterCard,  British  Airways, 

and  other  top  clients. 

e-Business  Intelligence 
describes  how  those  strategies 
have  led  to  dramatic  increases 

in  organizational  efficiency, 

customer  value,  and  long-term 

profits — and  arms  corporate 

strategists  with  a  complete 

game  plan  for  achieving  similar 

results  in  their  organizations. 
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This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
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Editorials 


WATCH  OUT  FOR  TAX  CUT  FEVER 


The  great  tax-cut  stampede  is  on,  and  two  things  could  get 
trampled  underfoot:  restraint  and  common  sense.  Con- 
servatives, liberals,  the  Business  Roundtable,  and  lobbyists  of 
all  kinds  are  demanding  their  fair  share.  A  mindless,  bloated, 
something-for-everyone  tax  cut  may  result.  Before  Washing- 
ton gets  swept  away  and  does  something  that  the  country  re- 
grets for  years  to  come,  it  might  be  wise  to  step  back  and 
consider  a  few  simple  truths. 

First,  no  one  really  knows  how  big  the  budget  surplus  will 
be  over  the  next  10  years.  Mammoth  tax  cuts  based  on  surplus 
projections  for  a  decade  are  simply  huge  bets  on  a  fiscal  future 
that  almost  certainly  won't  exist  (page  38).  The  same  econo- 
mists that  are  now  projecting  nearly  $6  trillion  in  surplus  not 
so  long  ago  were  predicting  gargantuan  deficits.  They  did  not 
foresee  the  rise  in  productivity,  and  so  missed  the  increase  in 
the  economy's  potential  noninflationary  growth  rate. 

Similarly,  no  one  really  knows  just  how  low — or  high — tax- 
es should  be  in  the  U.  S.  The  country  grew  steadily  through- 
out the  1980s  when  President  Reagan  made  deep  cuts  in 
income  taxes,  raised  defense  spending,  and  added  trillions  to 
the  budget  deficit.  The  U.S.  also  grew  strongly  in  the  1990s 
when  Congress  capped  spending  and  Presidents  Bush  and 
Clinton  raised  taxes,  creating  big  budget  surpluses.  It  just 
may  be  that  new  technologies  and  globalization  had  a  far 
greater  impact  on  growth  in  both  decades  than  fiscal  policy 
did.  The  same  could  be  true  over  the  next  10  years. 

Finally,  no  one  knows  what  is  fair  in  tax  policy.  It  is  in- 
controvertible that  the  top  5%  pay  more  than  half  of  all  in- 
come taxes,  while  the  bottom  50%  pay  only  about  4%.  In 
some  states,  the  marginal  rate  is  an  egregious  50%.  It  seems 


only  fair  to  trim  the  marginal  rate  on  income  taxes  for  th 
who  pay  most  of  them.  Yet  the  working  poor  and  lo 
middle  class  also  carry  a  heavy  tax  burden.  Three-quarter 
the  U.  S.  population  pays  more  in  pica  payroll  taxes  for  Sc 
Security  and  Medicare  than  they  do  for  income  taxes 
seems  equally  fair  to  trim  taxes  for  these  Americans. 

In  light  of  all  these  unknowns,  we  urge  Washington  to 
the  stampede.  That  means,  above  all,  restraint  in  cuti 
taxes.  Given  the  improbability  of  current  projections  for 
surplus,  President  Bush  should  avoid  the  dozens  of  tax  bn 
lobbyists  will  want  to  attach  to  his  bill  and  consider  accep 
a  lower  total  tax  cut  in  final  negotiations  with  Congress 

Politicians  invariably  show  solicitude  for  the  middle  cl 
But  the  truth  is  that  the  burden  of  the  income  tax  i 
most  heavily  on  the  rich,  and  the  burden  of  the  payroll 
falls  most  heavily  on  the  working  poor.  They  are  the  c 
who  deserve  the  most  relief.  If  Washington  cuts  the 
marginal  rates  on  income  taxes,  it  also  should  provide  pa^ 
tax  rebates  or  credits  against  Social  Security  payments.  I 
these  tax-cutting  moves  would  be  fair. 

In  his  Senate  testimony  on  Jan.  25,  Federal  Reserve  Cl 
man  Alan  Greenspan  appeared  to  give  his  blessing  to  mas 
tax  cuts  that  extend  well  into  the  decade.  Despite  his  cau 
that  predictions  of  budget  surpluses  are  "subject  to  a  relati 
wide  range  of  error,"  his  benediction  changed  the  politica 
mate  in  Washington  and  set  off  a  tax-cut  frenzy  that  is 
veering  out  of  control.  To  introduce  an  element  of  restrair 
would  be  useful  if  Greenspan  reiterated  what  he  also  said  ii 
testimony — he  prefers  tax  cuts  but  only  if  they  are  pegge 
specific  future  budget  surplus  targets.  It's  time  to  get  a  { 


THE  REAL  STING  IN  CISCO'S  NUMBERS 


It's  reality  time  in  the  New  Economy  as  the  shape  of  the 
downturn  comes  into  focus.  Chances  of  a  quick  "V-shaped" 
business  cycle — a  quick,  sharp  downturn  followed  by  a  quick, 
sharp  bounceback — are  increasingly  slender.  Cisco  Systems' 
unexpected  earnings  report,  which  forecasts  declining  profits 
growth  for  the  next  two  quarters,  is  a  good  indication  that 
the  slowdown  will  extend  well  into  the  second  half  of  2001 
(pages  32,  85).  CEOs  who  believed  that  their  new  information 
technologies  would  protect  them  from  surprises  in  the  busi- 
ness cycle  are  themselves  being  surprised  by  the  recent  turn 
of  events.  It  is  a  moment  to  be  humble. 

No  one,  of  course,  could  have  predicted  the  dramatic  de- 
cline in  growth  from  nearly  5.2%  in  the  first  half  of  2000  to 
practically  0%  in  January.  It  is  a  stunning  decline,  far  more 
than  in  most  recessions.  When  the  downturn  began,  CEOs 
were  reluctant  to  accept  the  possibility  of  a  serious  drop.  Af- 
years  of  4%  annual  growth,  that's  understandable, 
inany  CEOs  also  contributed  to  their  own  downfall  by 


artificially  boosting  demand  for  their  products  through  ve 
financing.  Companies  such  as  Lucent  Technologies,  N 
Networks,  and  Cisco  extended  credit  to  small  high-tech 
fits  who  then  bought  their  products.  These  same  outfits 
these  contracts  to  borrow  and  leverage  even  more.  IV 
big  high-tech  companies  also  partnered  with  smaller  oi 
who  parlayed  the  relationship  on  Wall  Street  for  finan 
Both  tactics  boosted  demand  and  profits  for  all  on  the 
swing  and  are  doing  the  reverse  on  the  downswing. 

There  will  be  more  shocks  in  this  New  Economy  d< 
turn  and  not  just  to  ceos.  Official  statistics  still  show 
ployment  to  be  strong.  But  Corporate  America  now  em] 
a  contingent  labor  force,  with  millions  of  temporary  woi 
and  consultants.  Recent  productivity  numbers  hint 
companies  are  shedding  labor  costs  not  just  by  layin 
workers  but  simply  by  not  making  the  phone  call  to  I  he 
employed  freelancer.  Other  surprises  arc  sure  to  t'olkn 
both  managers  and  employees. 
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Your  licenses  and  royalties  are  like  children. 
They  need  to  be  valued,  invested  in,  and  protected. 
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Licenses  and  royalties  comprise  an  important  part  of  your  bottom  line. 
However,  licensees  half  a  world  away  aren't  as  worried  about  your 
bottom  line  as  you  are.  At  Ernst  &  Young,  our  global  reach  and  auditing 
abilities  enable  us  to  advise  whether  your  partners  are  abiding  by  your 
agreements.  We  can  even  set  up  internal  systems  that  would  enable  you 
to  self-monitor  your  arrangements.  This  way,  your  licenses  can  grow 
up  to  be  the  big,  strong  profit  makers  you  always  wanted  them  to  be. 
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From  thought  to  finish: 
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Everything  that  can  be  bought  and  sold  is  getting  online. 

The  world's  dependence  on  e-commerce  is  increasing  exponentially. 
Small  wonder  there's  a  massive  increase  in  demand  for 

the  superfast,  superbroad  global  optical  network. 
Small  wonder  there's  such  a  demand  for  Corning. 


•less  weeK 

February  2i 


RUARY  26, 2001 


,x  Cuts 

1/    Will 

there 
be  a 
locratic 


Mike  Volpi 


1 


Larry 
Ellison 
sounds 
off 


A  PUBLICATION  OF  THE  McGRAW-HILL  COMPANIES 


BEDD*********  ******£- men  94010 

2  1058111BOOW   701    ^ 

...I..IH nil,,,, I       WRUNGAME 


When  George  Soros  and 
Julian  Robertson  took  their 
lumps  last  year,  hedge  funds 
were  proclaimed  dead.  But 
a  new  breed  of  manager 
has  burst  onto  the  scene, 
producing  stellar  results.  You  don't 
have  to  be  rich  to  get  in  on  the  action. 
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Live  eLearning  helps  us  grow  our  business 

by  getting  the  right  information  to  the  right  people.  Right  now. 


With  Centra,  we  can  empower  our  employees,  customers  and  partners  by  delivering  the 
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HEDGE  FUNDS  ARE  HOT  AGAIN 

No  longer  the  exclusive  stomping 
ground  of  the  rich  and  famous,  the 
cloistered  and  mysterious  world  of 
hedge  funds  is  being  transformed 
by  a  new  breed  of  managers  and 
investors.  For  as  little  as  $10,000, 
everyday  folks  can  have  a  piece  of 
the  action — and  of  the  risks.  But  as 
the  funds  become  more 
institutionalized  and  monitored,  will 
they  lose  their  performance  edge? 
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But  Wall  Street  is  not  as  sold  on 
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Their  dot-com  rivals  are  mostly 
history,  but  the  pie  is  shrinking 

38    COMMENTARY:  FUTURES 

Single-stock  trading  is  coming.  It's 
not  necessarily  for  everyone 

40    IN  BUSINESS  THIS  WEEK 

International  Business 

44    INDIA:  HIGH  TECH 

Software  outfits  figure  they  are 
ready  to  go  past  writing  code  and 
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anagement  market,  for  four  years  in  a  row1.  Rational  Software  the 
-mpany  that  "Wall  Street  analysts  like  best,"   —  The  Wall  Street  Journal. 


h  Fortune  e-50'  is  a  virtual  "Who's  Who"  of  the  new  Internet  econ- 
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BROWNOUT  BLUES 

HOW  TINMEN  SMELT 
A  QUICK  PROFIT 

what's  more  profitable  than 
selling  aluminum?  Selling  the 
electricity  you  would  normally 
use  to  make  it — to  California. 
That's  what  aluminum  pro- 
ducers along  the  Northwest's 
Columbia  River  have  figured 
out.  They're  buying  electricity 
to  run  their  plants  from  the 
regional  power  authority  for 
$22  per  kilowatt  hour,  then 
shutting  down  assembly  lines, 
idling  workers — and  reselling 
the  electricity  for  $405  per 
kwh. 

The  power  authority,  un- 
derstandably, wants  the  com- 
panies— Kaiser  Aluminum,  Co- 
lumbia Falls  Aluminum,  and 
Golden   Northwest — to   give 


KAISER:  back  a  quarter 
Deft  deal  of  their  wind- 
fall — worth  up 
to  $1  billion  for  the  next 
seven  months  of  the  cur- 
rent contract.  But  while 
the  others  agree,  Kaiser 
says  no  and  is  pocketing 
the  $383  difference.  Com- 
plains a  Bonneville  Power 
Administration  spokesman: 
"They  are  taking  advan- 
tage of  the  power  crisis." 

But  Kaiser  defends  its  ac- 
tions, saying  it's  merely  exer- 
cising contractual  rights  to  re- 
sell power.  While  it  shut  down 
two  smelters,  Kaiser  still  man- 
aged to  pay  1,000  idled  work- 
ers 75%  to  100%  of  their 
wages.  The  plants  are  to  re- 
main closed  for  the  contract's 
duration.  Without  the  windfall, 
the  Houston-based  aluminum 
maker  would  have  lost  190  a 
share  in  the  fourth  quarter. 
But  thanks  to  the  deft  arbi- 
trage, Kaiser  eked  out  a  140-a- 
share  profit.  "It  didn't  make 
sense  to  make  aluminum,"  says 
a  Kaiser  spokesman. 

With  aluminum  selling  for 
700  to  750  a  pound  and  the 
power  to  make  a  pound  of 
aluminum  costing  $1.50,  he's 
got  a  point.   Stanley  Holmes 


SPIN  CYCLE 

MAY  THE  BEST 
TAN  WIN 

U.  S.      POLLSTER 

and      campaign 
adviser  Stanley 
Greenberg  wrote 
the  book  for  cen- 
ter-left politicians. 
He    has    primed 
Bill  Clinton  ('92), 
Tony  Blair  ('95), 
Gerhard 

Schroder       TEAM: 
('98),  Ehud   and  Greenberg 

Barak  ('99,  

2001),  and  Al  Gore  (2000),  us- 
ing polls  to  recast  images  and 
refine  messages. 

So  what's  the  spin  doctor 
done  for  an  encore?  Gone  to 


Italy  to  mold  premier- 
wannabe  Francesco  Rutelli 
for  April  elections.  The  ex- 
mayor  of  Rome  with 
movie-star  looks  is  now 
making  a  "whistle-stop" 
tour  of  Italy,  and  has 
gone  to  London  to  seek 
tips  from  Blair.  Green- 
berg has  dubbed  him  a 
"candidate  of  change" 
with  a  vision  for  Italy. 
Rutelli  will  need 
spin  to  beat  his 
conservative  oppo- 
nent, media  billion- 
aire Silvio  Berlus- 
coni, a  former 
cruise-ship  crooner  and  for- 
mer Prime  Minister.  Cynical 
Italians  have  dubbed  the 
campaign  the  "war  of  the 
suntans."      Gail  Edmondson 


TALK  SHOW  ((Today's  decision  is  a  victory  for  all  creators 

— Hilary  Rosen  of  the  Recording  Industry  Association  of  Ameri- 
ca, reacting  to  federal  appeals  court  ruling  against  Napster  Inc. 


CAR  TALK 

AND  IT  GOMES  WITH 
FORMALDEHYDE 

ah,  that  new-car  smell  that 
some  aficionados  like  so  much 
they  buy  it  in  a  spray.  Well, 
it  could  make  you  sick.  Re- 
searchers at  a  government 
public  health  institute  in 
Japan  detected  abnormally 
high  levels  of  hazardous 
chemicals  emitted  from  inte- 
rior finish  materials:  the 
glues,  plastics,  vinyl,  and 
treated  leather  used  for  car 
dashboards,  door  panels 
and  seats.  Their  test  vehi- 
cle— the  manufacturer's 


r       te 


CAR  INTERIOR:  High  emission  levels 


by  carmakers  worldwide, 
searchers  found  that  en 
sions  were   highest  at 
time  they  purchased  the  1   | 
vehicle  in  July,  1999,  and  ~ 
ceed  World  Health  Orgar 
tion  indoor  air  quality 
dards   by  up  to  45   tir 
Formaldehyde   can  irrit 
the  eyes  and  nose  with 
level,  short-term  exposi 
Long-term  exposure  at 
levels  may  cause  respirat 
problems  and  cancer. 

The  formaldehyde  begai 
dissipate  rapidly  50  days 
ter  purchase  and  was  ne 
gible  153  days  later.  Od 
emissions  levels  bottorf 
out   180  days  into 
test  but  then  bej 
creeping     back 
again    to    worrj 
levels,  albeit  sliglj 
lower  than  when  [ 
vehicle    was    brj 
new.       Researc? 
blamed  the  onsell 
summer,  which  ra 
air  temperature. 
Authorities  sa} 
of   "sick 


name  was  kept  secret — con- 
tained formaldehyde  and  113 
other  potentially  harmful 
volatile  organic  compounds. 

Lest  skeptics  think  eau 
d'auto  is  only  in  Japanese 
cars,  such  materials  are  used 


repl 


cases 
syndrome"  have  been 
ed  so  far  in  Japan 
there's  no  word  on  whe 
eau  d'auto  sprays  have  s 
lar  chemicals.  Best  adv 
Drive  with  the  wind 
down.  Chester  Dau 


THE  LIST    A  MERGER  OF  EQUALS? 


J. P.  Morgan's  Douglas  A.  Warner  III  and  Chase  Manhattan's 
William  B.  Harrison  Jr.  said  they  intended  a  merger  of  equals 
when  they  put  the  two  institutions  togeth-     .^ 
er  six  months  ago.  But  now,  three  of  ■   Morgan 

Morgan's  senior  stewards — including  one* 
who  helped  negotiate  the  deal — are  leav- 
ing. That  leaves  the  Chase/JPM  ratio  of 
of  investment  banking  execs  at  5  to  3. 


OUTGOING  J.P.  M0RGANITE 

CLAYTON  ROSE 

COO,  INVESTMENT  BANKING 

EDWARD  KELLY  III* 

HEAD,  FINANCIAL 
INSTITUTIONS  GROUP 

JOSEPH  WALKER 

CO-HEAD  OF  M&A 

Data:  J.P.  Moigan  Chase  &  Co.  and  BusinessWeek 


NEW  PURSUIT 

Considering 
options 

President 
and  CEO, 
Mercantile  Bankshares  Corp. 

Adviser  to  General  Motors, 
a  major  JPM  client 
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»d  3Com  is 


du'II  need  to  open  several  firewall 
orts  and  modify  the  packet  filtering 
n  the  4500  router  using  IOS  so 
our  extranets  can  communicate 
nth  our  e-servers  over  the  6  meg 
actional  T3  line... 


till  with  me?" 


3Com- 


Simple  sets  you  free. 


3Com's  New  Era  of  Business  Networking 
Roughly  translated:  Talk  to  3Com  about  the  new,  easy-to-understand 
networking  products.  Everything's  completely  compatible,  from 
SuperFast  Ethernet  Gigabit  connections  to  Internet  firewall  security. 
All  engineered  to  give  your  networking  the  boost  it  needs  to 
exploit  the  Internet  to  its  fullest.  For  more  information,  click 
3Com.com  or  talk  to  your  3Com  reseller.  Home.  Office.  Beyond. 


TRYING  TO  HUSTLE 
UP  A  FEW  SLOTS 

ABOUT  10  MILES  SOUTH  OF  LOS 

Angeles  in  the  blue-collar 
suburb  of  Gardena,  skin-mag 
king  Larry  Flynt  has  quietly 
opened  the  Hustler  Casino. 
Its  massive  crystal  chande- 
liers sparkle.  Gold-framed  TVs 
hang  on  red  velvet  walls.  But 
despite  the  porno  panache, 
Flynt's  $35  million  roll  of  the 
dice  is  eerily  sedate.  Flynt 
hasn't  been  actively  promot- 
ing the  establishment,  which 
opened  last  June.  Another 
conspicuous  absence:  noisy 
slot  machines.  The  Hustler  is 
technically  a  card  club,  not  a 
casino,  and  so  bets  are  limit- 


ed to  blackjack, 
poker,  and  Asian 
card  games. 

That  has  Flynt 
in  a  bit  of 
a  state, 
accord- 
ing to 
his  dim- 
inutive wife,  Liz, 
who  works  the 
cash  register  at  Shorty's 
Place,  the  gift  shop  that  bears 
her  nickname.  Surrounded  by 
sequined  Hustler  sportswear 
and  a  newsstand  of  Flynt  ti- 
tles such  as  Barely  Legal  and 
An  Unseemly  Man,  Larry 
Flynt's  autobiography,  Liz 
says  Larry  plans  to  sue  the 
state  of  California,  which  al- 
lowed slot  machines  on  58  In- 
dian reservations  last  year  but 
not  in  the  state's  dozen  or  so 
card  clubs. 

A  call  to  Larry  Flynt, 
whose  Bentley  with  hustlr 
license  plates  and  handi- 
capped sticker  is  regularly 
parked  at  the  club,  confirmed 
he  plans  to  file  suit  within 
weeks.  Flynt  calls  the  state 
policy  "reverse  discrimina- 
tion."     Christopher  Palrneri 


VIRTUAL  VIRTUE 

WASH  AWAY  YOUR 
SINS  ON  THE  WEB 

HINDUISM'S  MOST  SACRED 
festival,  held  every  12  years 
and  ending  Feb.  21,  drew  20 
million  pilgrims  to  India's 
Ganges  River  seeking  to 
wash  away  their  sins.  Even 


THE  REAL  THING  on  the  Ganges 

pop  stars  Madonna  and  Paul 
McCartney  came.  But  for  pi- 
ous Indians  overseas,  getting 
there  can  cost  upwards  of 


$2,500  a  person.  So  an  Indian 
entrepreneur  has  a  clever  al- 
ternative. Would-be  dippers 
can  log  on  to  www.web- 
dunia.com  and  take  a  free 
virtual  dip.  They  scan  in  their 
pictures  and,  at  the  appointed 
hour,  see  cutouts  of  their 
heads  superimposed  into  a 
Ganges  purification  scene. 
Site  founder  Vinay  Chhaj- 
lani  says  more  than  2,000 
Indians  have  taken  a  vir- 
tual dip.  And  although 
the  site  has  corporate 
sponsors,  Chhajlani  won't 
make  money  on  it.  "It's 
our  social  contribution 
to  helping  spread  Inter- 
net use  in  India,"  he 
says.  He  hopes  it  will 
draw  advertisers  to  the 
portal  that  hosts  it. 
Since  ancient  Hindu 
texts  did  not  foresee  the  In- 
ternet Age,  it's  questionable 
whether  a  virtual  dip  really 
counts.      Manjeet  Rnpalani 
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GREEN  WATCH 


NO  DREAM:  CALIFORNIA  SKIES  ARE  BLUER 


HERE  S   A   BREATH   OF   FRESH 

air:  Cleaner  fuels  and  power 
are  paying  off.  Air  quality  in 
big  U.S.  cities  improved 
steadily  through- 
out the  1990s, 
concludes  a  study 
by  two  nonprofit, 
nonpartisan 
groups,  including 
the  Foundation 
for  Clean  Air 
Progress.  "Clean- 
air  progress  has 
been  phenome- 
nal," says  founda- 
tion President 
William  Fay. 

The  change  is 
most  evident  in  ~ 
southern  California  Since  1990, 
the  number  of  days  with  high 
pollution  decreased    100% — 
from    more    than    30    ozone 


L.A.  Getting  there 


warning  days  to  zero — in  S 
Diego  and  Orange  County.  L 
Angeles  saw  a  95%  drop,  fix 
121  ozone  days  in  1990  to  6 
1999.  Not  hi 
considering  t 
economic  boom 
the  '90s  and  t 
20%  increase 
the  U.S.  popu 
tion  since  199C 
meaning  more  c 
vers  on  the  roa 
And  the 
could  be  ev 
bluer  skies  ahe 
if  the  Bu 
Administrati 
doesn't  not  ei 
~  up  on  envirc 
mental  regulations:  Phased 
provisions  of  the  1990  Cle 
Air  Act  will  be  comple 
by  2008.      Nicole  St.  Pie 


THE  BIG  PICTURE 


VALUE  THAT  DOLLAR!  The  top  \%  ..r  wealthy 

U.S.  families*  report  efforts  to  teach  their  children 
the  value  of  money  and  hard  work.  Measures 
taken  by  their  children  include: 


Taking  out  trash/recycling 


Setting  table/doing  dishes 


Working  part-time  in  college 


Working  part-time  from  age  15 


Developing  a  budget 


Mowing  lawn/yard  work  6 


'  I0IAI  HOUSEHOI  I)  Ni  I  WHRIH  Of  $.i  Mill  ION  AND  III', 
Milium  RESPONSES  ACCEPTED 


Dfll.l    US    ffllSl   : 


FOOTNOTES  Women  as  a  proportion  of  law  students  in  2000:  50%;  women  ranking  as  partners  in  law  firms,  1 5.6% 
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"Financial  security  doesn't 
have  to  be  a  fairy  tale." 


Sarah  Ferguson 
Schwab  Investor 


It's  about  knowing.  And  planning. 
And  making  smart  decisions. 

Introducing  the  Charles  Schwab  Stock  Explorer. 

It's  an  approach  that  helps  you  carefully  screen  stocks. 
For  potential  investment  ideas.  Online  or  off. 
The  featured  strategies  can  be  used 

as  a  starting  point  to  select  stocks. 
So  you  can  explore  the  potential  of  your  portfolio. 
And  start  planning  for  your  own  happily  ever  after. 

To  sample  the  new  Stock  Explorer,  visit  schwab.com 
and  click  on  'welcome'  or  call  1-800-739-5544. 


call 

1-800-739-5544 


click 

www.schwab.com 

^B2    ^^L^Q^p 


visit 

384  locations  nationwide 


harles  Schwab  &  Co.,  Inc.  All  rights  reserved  Member  SIPC/NYSE  (1200-1 1321) 


Charles  Schwab 

creating  a  world  of  smarter  investors'" 


100%  satisfaction  guarantees 
or  your  wires  back 


T  E  C  R  A 


2  0  0 


Pentium""  III  processors  up  to  850MHz,  featuring  Intel"" 

SpeedStep'"  technology 

Integrated  wireless  antenna  for  full  360°  connections 


Built-in  modem,  Ethernet  and  wireless  LAN 

One  platform,  one  image 

128MB  SDRAM,  expandable  to  512MB 


pentiurrH// 


Toshiba  recommends  Microsoft'"'  Windows""  2000  Professional  for  business. 

'Offer  expires  9/30/01  Offer  is  valid  n  majoi Iropolltan  U.S  la  atlone  and  only  available  dlrei  Uy  li Ibshlba  rhi  $795 1 il  Inel  illal >ndi  onltguraUon 

condillons,  visit  www  wirefree  loshiba  com  '850MHz  model  only  M  m./ h.i.  i  '!"""''<<  ""iy  iniiu>  i.i   .i.im  ■   :  I.Api  prlci  paid  for  porlablM 

of  Toshiba  America  Inlormaiion  Systems,  Inc  and/or  Toshiba  Cmiim  >n<  n  Intel  tin  Intel  Ineldi  logo  and  Pentium  are  registered  traden  irl 


Introducing  the  Toshiba 

Test-drive  a  wireless  office  with  Toshiba  s  no-risk 
wireless  installation  services  for  just  $795.'  Act  now 
and  automatically  receive  10%  off  for  up  to  eight 
portables  How  does  it  work?  We  come  to  your  place 
of  business  and  install  a  wireless  access  point  and 
configure  up  to  eight  portables.  Then  you  can  equip 
your  office  with  Toshiba's  ultrapowerful  Tecra®  8200  or 
Satellite  Pro®  4600'  computers  with  integrated  Wi-Fim 
technology — the  most  advanced  integrated  wireless 


wireless  no-risk  guarantee. 

solution  available.  Both  come  with  built-in  wireless 
antennae  that  allow  for  clean  360°  connections  and 
fewer  fadeouts.  Unlike  other  wireless  solutions,  Toshiba 
offers  built-in  modem,  Ethernet  and  wireless  LAN.  If 
you  are  not  completely  satisfied  after  30  days,  you  can 
return  the  computers  and  access  point  for  a  full  refund 
on  all  hardware?  If  after  30  days  you  like  what  you  see, 
you  will  be  eligible  for  discounts  on  additional  access 
points.  What  have  you  got  to  lose?  choose  freedom'" 


Call  1-800 -TOSHIBA  or  visit  www.wirefree.toshiba.com. 


Pentium  III  processor  850MHz,  featuring  Intel 
SpeedStep  technology 

Integrated  wireless  antenna  for  full  360°  connections 
Dazzling  graphics  capabilities 


•  Built-in  modem,  Ethernet  and  wireless  LAN 

•  128MB  SDRAM,  expandable  to  512MB 

•  DVD-ROM/CD-RW  multifunction  drive 


TOSHIBA 


-Fi-equipped  Toshiba  portables  (sow  separately)  Warranty:  30  days.  Toshiba  reserves  the  right  to  cancel  or  change  this  promotion  at  any  time  without  notice  For  lull  terms  and 
A^nTpfnfoH  n°n-,e'undable  ©2°01  T°sh"»  Ame"^  Information  Systems,  Inc.  Satellite  Pro  and  Tecra  are  registered  trademarks  and  chooseireedomTa  trade™  k 
|  i.  All  other  products  and  names  mentioned  are  the  property  of  their  respective  owners  All  specifications  and  availability  are  subiect  to  change 
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Readers  Report 


MAKING  THE  TAX  CUT 
EFFICIENT  AND  FAIR 


The  most  effective  way  to  reduce 
taxes  fairly  for  the  American  working 
person  and  to  stimulate  the  economy 
quickly  is  a  simple  quarterly  cash 
rebate  of  the  7.65%  payroll  tax,  up 
to  $325  per  quarter  (or  $1,300  per  year) 
to    every    working   person    ("Selling 


created  that  more  efficiently  reflects 
structure  of  today's  U.  S.  economy. 

A  dynamic  economic  environm< 
does  not  mean  there  will  be  a  reduct 
in  tax  receipts  at  any  level  of  gove 
ment.  Rather,  a  more  efficiently  op 
ating  economy  will  employ  more  wo 
ers  in  better-paying  jobs  attributed 
continued  gains  in  productivity.  In  1 
words  of  Thomas  Paine,  "now  is  1 
time"  for  tax  adjustments 
become  a  high  priority  of 
new  Congress. 

Robert  A.  Is; 

James  S.  Go 

Raymond  H.  Lo 

Pace  Univers 

Lubin  School  of  Busin 

New  Y( 

THE  DOT-CALM  BEFORE 
THE  LAYOFF  STORM? 


'M 


the  tax  cut,"  Cover  Story,  Feb.  5). 
By  July,  the  Treasury  Dept.  could 
start  mailing  checks  to  each  of  150  mil- 
lion persons  based  on  the  payroll  taxes 
actually  paid.  The  cost  would  be  less 
than  $200  billion  from  general  revenues, 
and  far  less  than  the  Administration's 
proposals.  The  simple  legislation  could 
be  summarized  on  one  page.  Treasury 
would  bear  the  burden  of  implementa- 
tion, without  any  additional  employer 
or  taxpayer  paperwork. 

Richard  L.  Berman 
Rockville,  Md. 

Reductions  in  tax  rates  proposed  by 
President  George  W.  Bush  are  not  de- 
signed to  be  just  a  short-term  stimulus 
for  a  weakening  economy.  By  reducing 
the  income-tax  rate  across  the  board 
and  by  repairing  some  specific  segments 
of  the  tax  code  (estate  taxes,  marriage 
penalty,  etc.),  a  tax  structure  will  be 


"A  dot-calm  falls  over  the 
fice"  (Working  Life,  Jan.  29)  portra 
employees  as  greeting  the  slowing  e< 
omy  and  decreasing  work  hours 
relief.  However,  not  all  former  80-h( 
a-week  employees  feel  that  way- 
many  of  their  employers  would  d 
nitely  disagree  with  you. 

As  the  publisher  of  a  Web  site 
entrepreneurs,  I've  received  numer  | 
e-mails  recently  from  entrepreneurs 
employees  worried,  not  elated,  ab 
the  slowdown.  They  recognize  that 
next  step  will  be  layoffs.  And  that's 
a  cause  for  relief  for  anyone. 

Joanne  Egl 
Scotts  Valley,  G 

FROM  FASB, 
AN  EXTRA  BONUS 


"A  goodwill  gesture  from  FA 
(News:  Analysis  &  Commentary,  Fet 
did  not  mention  an  added  tax  ber 
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CORRECTIONS  &  CLARIFICATIONS 

A  Feb.  12  Capital  Wrapup  item  ("Taunt- 
ing McCain?")  contained  quoted  remarks 
that  appear  to  be  attributed  to  the  chiet 
White  House  lobbyist,  Nicholas  E.  Calio. 
In  tact,  the  remarks,  paraphrasing  com- 
ments attributed  to  Calio,  were  made  by  an 
adviser  to  Arizona  Senator  John  McCain. 
BusinessWeek  regrets  any  confusion  that 
may  have  been  caused. 

Liggett  Group  Inc.  was  incorrectly  named 
as  the  developer  of  a  nicotine-free  cigarette 
in  "Frankensmokes?  Not  in  Dixie"  (Up  Front, 
Feb.  19).  The  developer  is  its  sister  unit 
Vector  Tobacco.  Both  companies  are  con- 
trolled by  Bennett  Lebow. 


of  goodwill  amortization  when  goodwill 
arises  from  the  purchase  of  another 
company's  stock.  The  goodwill  amorti- 
zation from  these  deals  typically  hits 
the  bottom  line  in  full,  since  goodwill 
is  an  item  that  is  never  tax-deductible. 
The  Financial  Accounting  Standards 
Board's  proposed  elimination  of  this 
charge  will  also  lower  the  effective  tax 
rate  for  these  corporations — truly  an 
added  goodwill  gesture! 

James  B.  Foreman 
CPA 

New  York 

CAN  ANYONE  FIX 

THE  LITIGATION  MACHINE? 

I  own  a  small  business,  and  I  do  not 
agree  with  the  conclusions  of  "The  liti- 
gation machine"  (Cover  Story,  Jan.  29). 
The  large  corporations  own  Washing- 
ton— especially  now — and  individuals  are 
harmed  because  we  do  not  have  a  level 
playing  field.  As  ugly  as  the  situation  is, 
litigation  attorneys  are  becoming  our 
first  and  last  line  of  defense.  And  now 
they  seem  to  be  operating  in  the  same 
manner  as  the  large  corporations.  So 
what's  the  hypocritical  gripe? 

Bill  Berke 
Orange,  Calif. 

The  effects  of  "assembly-line  litiga- 
tion" reveal  a  disturbing  truth  about 
our  modern  legal  system:  Personal-in- 
jury lawyers  have  created  a  sophisti- 
cated machine  to  generate  huge  legal 
fees  for  themselves,  while  providing  lit- 
tle or  no  benefit  for  their  clients.  In 
fact,  their  victories  come  at  a  deep  cost 
to  the  little  guys  they  claim  to  repre- 
sent. Commonsense  reforms  are  needed 
to  restore  fairness  to  our  legal  system, 
ensuring  that  every  legitimate  lawsuit 


serves  the  interests  of  the  plaintiffs,  not 
the  lawyers. 

Phillip  D.  Bissett 

Chairman 

Maryland  Citizens  Against 

Lawsuit  Abuse 

Annapolis,  Md. 

SOY  PROTEIN  IS 

A  HEALTHY  FOOD,  TOO 

I  was  happy  to  discuss  the  health 
effects  of  soy  with  the  author  of  "The 
dark  side  of  soy"  (BusinessWeek 
Lifestyle,  Dec.  14).  While  the  writer 
portrayed  my  enthusiasm  for  soy  foods 
to  be  limited  solely  to  consumption  of 
whole  soy  food,  the  existing  scientific 
evidence  suggests  that  soy  protein  is  a 
healthy  food. 

My  largest  concern  is  to  caution  peo- 
ple from  ingesting  high  quantities  of 
isoflavones  extracts  or  pills.  It  is  inap- 
propriate to  lump  isoflavones  supple- 
ments with  soy  protein.  Doing  so  may 
cause  unwarranted  apprehension  among 
people  currently  consuming  soy  protein 
in  their  diets  and  may  deter  countless 
others  from  considering  soy  as  a  healthy 
dietary  change. 

Gregory  L.  Burke 

Professor  and  Chairman 

Public  Health  Sciences  Dept. 

School  of  Medicine 

Wake  Forest  University 

Winston-Salem,  N.C. 

CALIFORNIA'S  ENERGY  USERS 
DESERVE  MORE  CREDIT 

"California's  utilities  doth  protest  too 
much"  (News:  Analysis  and  Commen- 
tary, Jan.  15)  brought  out  in  splendid 
detail  the  reality  behind  California  util- 
ities' claim  of  looming  financial  disaster. 
Under  deregulation,  they  were  allowed 
rates  in  excess  of  their  power  costs,  to 
pay  down  their  alleged  stranded  costs. 
The  subsequent  story,  "California:  All 
sides  must  take  a  hit"  (News:  Analysis 
&  Commentary,  Feb.  5),  notes  that  res- 
idential customers  got  a  10%  cut  when 
deregulation  started.  But  they  also  got  a 
$5  billion  bond  issue,  which  ratepayers 
will  pay  off  over  many  years  while  the 
utilities  got  the  money  up  front  and 
used  it  for  stock  buybacks,  dividends, 
and  purchases  of  out-of-state  power 
plants.  In  the  decade  prior  to  deregula- 
tion, California  consumers  used  sub- 
stantially less  electricity  (per  capita) 
than  the  U.S.  average,  and  we  were 
paying  nearly  50%  more  per  kilowatt. 
Ralph  Colby 
Cool,  Calif. 
Editor's  note:  Although  the  utilities 


called    these    bonds    "rate   reduct 
bonds,"  the  money  involved  is  sepan 
If  consumers  did  not  have  to  pay  a 
service  on  the  bonds,  their  rate 
might  have  been  greater. 

EDUCATION  REFORM: 
TAKE  THE  CHANCE 


ITOH 

Deirw 


IS 


"A  golden  chance  to  fix  the  schoc 
(Editorials,  Feb.  5)  expresses  high  ho 
for  bipartisan  cooperation  on  natic  h 
education  reform.   But  good  feeli«V 
cannot  resolve  hard  issues. 

You  suggest  more  federal  mo| 
should  be  spent  on  public  school 
poor  neighborhoods,  even  though 
ministrations  from  Lyndon  Johnson'^11- 
Bill  Clinton's  have  targeted  more  t 
$100  billion  for  compensatory  aid — v 
little  to  show  in  return.  You  comme  P  [: 
ably  support  charter  schools  but  w  w  f 
President  Bush's  boldest  idea  for  n  F 
recting  aid  rather  than  continuing 
subsidize  failure — parent-empower 
vouchers — taken  off  the  table  before 
gotiations  have  even  begun.  And 
zing  "right-wingers"  for  balking  at  : 
eral   testing   for   local   schools,   e 
though  a  left-right  coalition  killed  C  P 
ton's  version  of  national  testing 

Robert  Holl  M 
Senior  Fel  m  . 
Lexington  Instit  pi 
Arlington, 
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WTO  HACK  A  PARTY  LINE 

>  Democrats  and  Silicon  Valley 

Sara  Miles 

rar,  Straus  &  Giroux  •  246pp  •  $24 


VHEN  THE  VALLEY 
USCOVERED  POLITICS 


r  here's  a  Republican  President, 
the  dot-coms  are  in  retreat,  and 
venture  capitalists  who  once 
gged  of  having  Vice-President  Al 
•e's  ear  are  returning  to  political  ag- 
ticism.  So  you're  not  exactly  itching 
read  a  book  about  the  Democrats 
Silicon  Valley,  right? 
)on't  be  too  hasty  in  passing  this 
by.  For  all  the  writers  who  have 
irmed  to  chronicle  Silicon  Valley's 
ry  hiccup,  few  have  Sara  Miles's  tal- 
for  understanding  the  gestalt  of  the 
:e  and  translating  it  for  outsiders, 
le  maintaining  the  proper  degree  of 
pticism.  Her  new  book,  How  To 
•k  a  Party  Line,  is  a  feisty,  fearless, 
jhtful  look  at  the  political  awakening 
;  occurred  there  in  the  late  1990s.  It 
driven  largely  by  some  Democratic- 
ing  figures,  only  to  fizzle  when  the 
plexities  and  slow  grind  of  national 
".ics  proved  too  frustrating  for  those 
•t-attention-span  hard-chargers.  The 
od  of  political  involvement  in  many 
s  mirrored  the  financial  exuberance 
had  the  Valley  feeling  unstoppable, 
no  coincidence  that  they  both 
hed. 

'ack  doesn't  offer  particularly  savvy 
s  on  national  politics,  other  than  to 
tiinate  the  back-stabbing  and  petti- 
we  all  know  exists.  Miles  does  pro- 
intriguing  glimpses  of  Washington 
is  such  as  New  Democrat  Network 
;ident  Simon  Rosenberg  and  lobby- 
pros  such  as  Tony  Podesta.  Much 
iger  are  her  descriptions  of  the  per- 
.lities  and  ethos  of  Silicon  Valley's 
ers  and  shakers — whom  some  jour- 
its  treat  with  kid  gloves:  men  such 
)hn  Doerr,  the  Kleiner  Perkins  Cau- 
&  Byers  venture  capitalist  who, 
i  time,  became  consumed  with  poli- 
"This  was  a  man  who  had  no  in- 
st  in  being  flattered,  but  no  toler- 
for  being  crossed.  He  didn't  chat, 
didn't  scream.  He  didn't  have  a 


sense  of  humor.  He  led  most  meetings 
with  the  narcissistic  impatience  of  an 
overly  bright  child." 

Much  of  the  book  is  an  account  of 
Miles's  travels  with  Wade  Randlett,  a 
centrist  New  Democrat  fund-raiser  and 
campaign  consultant  who  would  become 
an  early  force  in  the  Valley  lobbying 
group  TechNet.  He  opens  doors  for 
Miles  that  enable  her  to  do  vivid  fly-on- 
the-wall  reporting,  such  as  a  chat  be- 
tween Randlett  and  Amazon.com  chief 
Jeff  Bezos  over  some  Web-based  mar- 
keting ideas  for  the  Gore  campaign 
(Although  these  ideas  were 
never  implemented,  they  illu- 
minate the  clever,  creative 
bolts  for  which  Bezos  is  fa- 
mous.) Like  so  many  other  Val- 
ley types,  Randlett  was  ambi- 
tious and  arrogant,  the  author 
says,  "personally  generous,  pro- 
fessionally cutthroat,  and  had  a 
wholehearted  contagious  enthu- 
siasm for  his  work." 

From  about  1996  to  1999, 
thanks  in  part  to  Randlett's  am- 
bition, the  Valley  came  to  life 
politically.  With  Doerr  and  other 
leaders  concerned  about  such  is- 
sues as  shareholder-lawsuit  protec- 
tions and  Y2K  legislation,  the  Valley  be- 
gan to  overcome  its  "deep  pockets  and 
short  arms"  reputation.  What's  more, 
the  economy  was  booming  so  wildly  that 
many  people,  especially  politicians,  were 
dying  to  meet  techdom's  Young  Turks. 
Entrepreneur  E.  David  Ellington  of 
NetNoir  Inc.  explained  to  Miles  that 
the  trade  group  TechNet  "was  like  NASA 
was  in  the  Sixties,  when  everyone  want- 
ed to  hang  around  with  astronauts.  The 
Internet  guys  were  like  'Hold  on,  we're 
going  to  space.' " 

A  ritual  developed  that  was  repeated 
with  almost  comic  regularity:  Money- 
seeking  pols  professed  to  want  to  learn 
about  technology  and  its  needs,  and  en- 


trepreneurs and  engineers  pretended  to 
enjoy  teaching  them  about  it.  Miles's 
account  of  one  nonmeeting  of  the 
minds — between  tech-friendly  Repre- 
sentative Anna  Eshoo  (D-Calif.)  and 
folks  from  Valley  software  company 
Synopsys — is  almost  laugh-out-loud  fun- 
ny. An  executive  asserts:  "Fifty  years 
from  now,  Silicon  Valley  will  be  more 
powerful  than  Washington,  but  people  in 
Washington  don't  see  that  yet." 

Miles  also  captures  the  weird  cultur- 
al forces  that  took  on  tornado-like  pow- 
er during  the  late  1990s,  including  the 
militant  libertarianism  of  many  tech 
types,  who  seem  to  believe  that  tech- 
nology will  inevitably  replace  buggy,  bu- 
reaucratic government  and  its  annoy- 
ing regulations.  In  this,  the  author  sees 
a  "breathtaking  ahistoricism"  and  igno- 
rance of  the  megabucks  spent  on  de- 
fense, Arpanet,  public  education,  and 
other  government  efforts  that  set  the 
stage  for  the  Internet  explosion. 

The  Valley's  "astronaut"  days  went 
by  pretty  fast.  When  Rand- 
lett himself  left  politics  to 
join  a  startup,  hoping  to 
grab  initial  public  offering 
riches,  Miles  says  she  real- 
ized it  was  "the  end  of  an 
early,  experimental  era — a 
moment  in  which  callow 
startups  and  radical  venture 
capitalists  had  tried  to  take 
politics  by  storm."  TechNet 
is  now  controlled  by  more 
traditional  political  opera- 
tives— mainly  carrying  water 
on  behalf  of  big  outfits  such  as 
Intel  Corp.  and  Hewlett-Packard  Co., 
she  says.  And  she  quotes  Ellington  as 
saying:  "It's  not  the  same  deal.  You 
have  dinner  with  the  President  for 
$50,000.  There's  the  handshake,  the  pho- 
to— it's  a  formula,  it  has  no  relevance. 
It's  over.  The  machine  won.  We're  back 
to  being  regular  businessmen." 

Well,  not  exactly  regular.  Not  neces- 
sarily the  kind  who  have,  oh,  earnings, 
say,  fairly  often.  But  the  Valley  did 
learn  a  few  lessons:  that  Washington  is 
a  world  away  from  their  climate-con- 
trolled cubicles — where  much  is  logical 
and  rational,  where  hard  work  and 
smarts  go  a  long  way,  and  where 
progress  always  feels  inevitable. 

BYJOANO'C.  HAMILTON 
Hamilton  writes  tfie  Digital  Lifestyle 
column. 


IN  THE  LATE  '90s,  ITS  MOVERS  AND  SHAKERS 


WERE  DRAWN  TO  THE  GLITZ  OF  WASHINGTON 
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CALL  ME  BACK  ON 
MY  HANDHELD 


They're  not 
yet  a  perfect 
fit,  but  PDA- 
cell  phone 
combos 
have  come 
a  long  way 
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When  I  looked  at  the  convergence  of 
wireless  phones  and  handheld  comput- 
ers in  my  last  column,  I  concluded  that 
companies  were  far  more  likely  to  succeed  at 
adding  phone  functions  to  handheld  computer 
platforms  than  in  trying  to  turn  phones  into 
computers.  This  week,  I  take  a  look  at  some 
products  that  do  a  good  job  of  turning  hand- 
helds,  or  personal  digital  assistants,  into  phones. 
Like  all  of  their  breed,  these  hybrids  tend  to 
be  clunky,  at  least  by  the  standards  of  today's 
sleek,  pocketable  phones.  But  there's 
a  limit  to  how  small  you  can 
make  a  PDA  and  keep  it  useful. 
The  slickest  new  device  is  the 
"Palm-powered"  Kyocera 

Smartphone,  which  will  proba- 
bly cost  $400  to  $500  with  a 
service  plan.  It's  the  succes- 
sor to  the  Qualcomm  pdQ 
phone  of  1999,  which  struck 
me  as  a  Palm  glued  to  a 
phone.  Not  only  was  it  huge 
but  there  was  little  integra- 
tion between  the  phone  and 
the  Palm  components. 

Not  so  the  Smartphone.  At 
5.6  inches  by  2.6  inches,  and 
7.3  ounces,  it's  bigger  and 
heavier  than  the  Ericsson 
R380  I  looked  at  last  week. 
But  it's  also  much  more 
adept.  Flip  down  the  dial- 
pad,  and  you  have  what 
looks — and  works — like  an 
elongated  Palm.  You  get  all 
the  familiar  Palm  applica- 
tions, 8  MB  of  memory,  and 
one-button  syncing  with 
your  desktop  information. 
DESIGN  GLITCH.  With  data 
service  from  a  CDMA  wire- 
less carrier  such  as  Sprint  or  Verizon,  you  also 
get  an  assortment  of  wireless  features.  The 
Smartphone  emulates  a  Palm  VII  and  can  use  all 
of  the  applications  that  have  been  written  to 
grab  bits  of  information,  such  as  stock  quotes  or 
traffic  reports.  It  can  view  both  special  Web 
sites  designed  for  Wireless  Application  Protocol 
phones  or  standard  Web  sites,  though  the  limi- 
tations of  the  Palm  display  may  seriously  limit 
what  you  can  see.  It  can  use  any  standard  e-mail 
account,  using  the  Palm  address  book  to  locate 
recipients.  In  a  world  of  fragmented  wireless 


I 


technologies,  this  versatility  is  a  huge  pi 
The  design  isn't  perfect.  A  little  wheel  on 
left  side  of  the  phone  supplements  the  stand 
Palm  scroll  buttons  for  easy  one-handed 
Unfortunately,  when  holding  the  phone  in 
left  hand,  an  earphone  plug  sticks  out  ri 
where  you  want  the  base  of  your  thumb  to 
And  since  you  get  maximum  advantage  fi 
the  Smartphone  by  using  it  with  a  headset, 
is  a  nuisance. 

The  VisorPhone  from  Handspring  is  a  P 
clone  with  a  phone  stuck  on.  It's  a  gsm  ] 
module  ($499  for  outright  purchase,  $299 
service  from  VoiceStream,  Cingular,  or  Powe: 
that  slips  into  the  Springboard  slot  of  a 
spring  Visor.  It  offers  all  the  wireless  feature 
the  Smartphone,  plus  short  message  servie 
function  similar  to  instant  messaging.  The  mo 
plus  Visor  makes  an  awkward  phone,  but 
excellent  touchscreen  phone  interface  makes 
wonder  why  Kyocera  bothered  with  a  dialpa 
Europeans  will  soon  see  some  additional  P 
based  phones.  The  Wireless  Assistant  fr  ^ 
France's  Sagem  and  Mitsubishi's  Trium  Moi  ., 
are  phones  based  on  Microsoft's  PocketPC 
sign — something  like  Compaq  iPAQs  that  m. 
phone  calls.  Both  will  communicate  with 
Internet  at  up  to  64  kilobits  per  second  u 
the  gprs  service  now  being  deployed  in 
rope.  That's  at  least  four  times  faster  t 
current  phone-based  data  services  availabl 
the  U.  S. 

HELP  COMING.  North  American  customers 
get  an  interesting  choice  later  this  year  w 
Samsung  introduces  a  phone  based  on  Mi 
soft's  Stinger  project.  It  will  be  less 
satile  than  a  full-fledged  Pocket  PC. 
the  prototypes  that  I  have  seen  feat) 
a  big  display  and  a  clean,  simple 
interface  in  a  package  smaller  and 
phonelike  than  the   Smartphone  oi 
Visorphone. 

Getting  a  PDA  and  a  phone  into  a  sir 
package  is  a  design  challenge  that,  w 


The  hybrids  tend  to  be  clunky, 
at  least  by  the  standards  of  today's 
sleek,  pocketable  phones 

COMING  SOON:  KYOCERA  SMARTPHONE 


solved,  will  be  a  real  convenience  for  usei 
just  one  device  to  carry,  plus  the  ability  to 
the  phone  directly  from  your  address  book, 
wireless  data  networks  improve,  however, 
display  and  data-entry  limitations  of  convent 
al  phones  will  become  more  obvious  and 
software  flexibility  of  a  handheld  computer 
become  more  desirable.  At  that  point,  the  ( 
bination  phone-PDA  will  be  an  imperative.  V 
luck,  today's  experiments  will  mean  that  mi 
facturers  will  be  ready  when  the  happy 
arrives. 
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Economic  Viewpoint 


■■■ 


BY  ROBERT  J.  BARRO 


BOY,  WE  REALLY  NEED 
A  TAX  CUT 


GOOD 
MOVE 

It  will 
stimulate 
investment 
and  growth; 
increase 
incentives  to 
work  and 
save;  and 
lower  the 
amount  of 
money 
Congress 
can  spend 


Robert  J.  Barro  is  a  professor 
of  economics  at  Harvard 
University  and  a  senior  fellow 
of  the  Hoover  Institution 
(rjbweek@harvard.edu). 


The  political  winds  in  Washington  have 
shifted  dramatically,  and  the  issue  now 
concerns  the  size  and  composition  of  an 
income  tax  cut,  not  whether  to  have  one.  Talk 
of  a  tax  cut  is  largely  being  driven  by  the  pro- 
jected federal  surpluses,  which  are  now  large 
enough  to  make  retirement  of  the  publicly  held 
federal  debt  a  real  possibility.  The  situation  re- 
minds me  of  a  long-ago  fiscal  episode. 

In  January,  1835,  the  national  debt  was  paid 
off,  the  existence  of  a  surplus  was  an  assured 
fact.. .what  was  to  be  done  with  it?  (Davis 
Dewey,  Financial  History  of  the  United  States.) 

When  Andrew  Jackson  and  then  Martin  Van 
Buren  were  the  Presidents,  the  problem  of  on- 
going surpluses  was  "solved"  mostly  by  in- 
creasing federal  spending.  Part  of  the  added 
expenditure  went  through  the  states,  as  direct- 
ed by  the  Distribution  Act  of  1836.  Other  parts 
were  spent  on  public  works  and  fighting  Indians 
in  Florida.  There  was  no  tax  cut,  despite  some 
suggestions  to  reduce  tariffs.  The  recession  of 
1837  reduced  tax  revenues,  which  came  mostly 
from  tariffs  and  public  land  sales. 

The  worry  about  running  out  of  public  debt 
has  not  been  an  issue  for  165  years.  However, 
Federal  Reserve  Chairman  Alan  Greenspan  re- 
vived the  matter  in  his  recent  congressional 
testimony,  in  which  he  pleased  Republicans  and 
shocked  Democrats  by  declaring  himself  a  tax- 
cut  advocate.  According  to  Greenspan,  "the 
emerging  key  policy  need  is  to  address  the  im- 
plications of  maintaining  surpluses  beyond  the 
point  at  which  publicly  held  debt  is  effectively 
eliminated."  He  then  argued  that  reduced  taxes 
were  better  than  added  expenditure  as  a  way  to 
resolve  the  quandary  of  insufficient  public  debt. 
Of  course,  the  depletion  of  the  stock  of  publicly 
held  government  bonds  could  be  avoided  by  al- 
lowing the  Social  Security  trust  fund  to  invest 
in  a  broad  class  of  securities,  including  corporate 
stocks.  This  option  would  be  politically  less 
worrisome  if  the  funds  were  held  in  personal  ac- 
counts, rather  than  in  a  government-managed 
portfolio. 

There  are  a  number  of  more  serious  reasons 
for  a  federal  tax  cut.  A  reduction  that  served  to 
lessen  tax  distortions  would  stimulate  invest- 
ment and  long-term  economic  growth.  Decreas- 
es in  marginal  tax  rates  are  especially  attractive 
because  they  increase  incentives  to  work,  save, 
and  invest.  Another  good  argument  is  that  tax 
cuts  remove  revenues  from  Washington  and 
thereby  keep  Congress  from  spending  them. 
This  point  was  understood  by  Ronald  Reagan 


when    he    pushed    for    income-tax    cuts 
the  1980s. 

To  fight  a  recession,  the  Bush  plan  sh 
be  changed  to  eliminate  the  gradual  phase 
tax  cuts.  Otherwise,  the  prospect  of  lower 
rates  motivates  people  to  postpone  income, 
feature  of  the  1981  tax  reform  may  have 
tributed  to  the  1982  recession.  A  related  i 
recently  raised,  is  that  any  tax  reduction 
retroactive  to  Jan.  1  of  this  year.  The  e 
method  by  which  retroactivity  is  achieve 
secondary,  as  long  as  people  believe  that 
ginal  tax  rates  for  2001  are  not  higher 
those  in  future  years. 

One  important  consideration  is  the  likelih 
of  an  economic  downturn.  As  hard  as  that  ii 
gauge,  the  last  quarter's  growth  rate,  st 
market  returns,  and  interest-rate  patterns 
help  to  predict  growth.  Putting  this  informal 
together  yields  a  forecast  for  gross  dome 
product  growth  in  2001  that  is  barely  posit 
A  reasonable  "confidence  range"  is  from  -1°/ 
+2%  growth.  It  makes  sense,  then,  to  conskh 
growth  slowdown  and  a  possible  recession 
part  of  the  tax-cut  deliberation,  assuming  th; 
tax  cut  can  be  enacted  by  this  summer. 
HISTORICAL  MODELS.  The  extent  of  the  si 
down  may  depend  on  the  Fed's  interest-i 
policy — and  this  policy  can  itself  be  predic 
The  Fed  responds  regularly  to  inflation,  < 
nomic  activity  (especially  labor-market  coi 
tions),  patterns  of  market  interest  rates,  and 
stock  market.  However,  the  Fed's  recent 
in  rates  by  a  full  percentage  point  was  m 
larger  than  its  experience  would  dictate.  E 
now,  the  historical  model  predicts  only  a  < 
quarter-point  additional  cut  by  the  spr 
whereas  the  futures  market  suggests  that  r 
will  fall  another  half-point  by  April  and  an 
ditional  quarter  point  by  July.  I  am  concer 
that  the  Fed's  aggressive  stand  deviates  fi 
the  policy  that  has  been  so  successful  since 
mid-1980s. 

In  general,  I  would  be  more  confident  if  P 
ident  Bush  had  installed  a  stronger  econc 
team.  Lawrence  B.  Lindsey  is  a  reason^ 
economist  with  particular  knowledge  of  the 
tax  system,  but  where  are  the  rest?  The 
liance  seems  to  be  on  Greenspan,  who  o 
to  be  focusing  on  monetary  policy.  Some  y 
ago,  I  wrote  a  column  in  which  I  observed 
economic  outcomes  bore  little  relation  to 
expertise  of  an  Administration's  economic 
visors.  This  proposition  is  certainly  going  ti 
tested  by  the  present  White  House. 
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Economic  Trends 


BY  LAURA  COHN 

FIXING  THE  DENTS 
IN  SAVINGS  DATA 

It  turns  out  the  rate  hasn't  plunged 

In  the  fourth  quarter  of  2000,  the  U.S. 
personal  savings  rate  was  -0.8%,  the 
lowest  level  since  1933.  That's  down 
from  1.5%  in  the  fourth  quarter  of  1999, 
and  3.8%  a  year  before  that. 

But  consumer  balance  sheets  may  not 
be  as  bad  as  these  figures  suggest. 
Wages  and  salaries,  the  main  source  of 

WAGES  KEEP  UP  WITH 
SPENDING 


PERSONAL  CONSUMPTION  SPENDING 
TOTAL  WAGES  AND  SAURIES 
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A  PERCENT  QUARTERLY  CHANGE 

Data:  Bureau  of  Economic  Analysis 

income  for  most  Americans,  have  actu- 
ally been  rising  as  fast  as  consumer 
spending  for  most  of  2000  (chart). 

And  a  recent  study  from  the  Federal 
Reserve  Bank  of  New  York  confirms 
what  most  economists  already  suspect- 
ed: that  the  Commerce  Dept.'s  official 
gauge  of  savings  is  "a  very  distorted 
measure"  of  consumer  finances  that 
doesn't  say  much  about  Americans'  abil- 
ity to  keep  on  spending.  "The  personal 
savings  rate  could  well  remain  quite 
low  for  some  time  without  jeopardizing 
household  spending  or  finances,"  con- 
clude the  study's  authors,  economists 
Richard  Peach  and  Charles  Steindel. 

In  particular,  the  personal  income  fig- 
ures exclude  gains  or  losses  from  the 
sale  of  important  items  such  as  real  es- 
tate or  financial  assets.  That  means  that 
government  statisticians  undercount 
both  personal  income  and  personal  sav- 
ings, which  is  calculated  from  the  in- 
come figures.  Complicating  the  matter  is 
the  way  the  statistics  account  for  capi- 
tal-gains taxes.  Such  taxes  are  sub- 
tracted from  personal  income,  even 
though  the  capital  gains  themselves  are 
not  included  in  the  income  figures.  That 
makes  savings  and  income  look  weaker 
than  they  actually  are. 

The  authors  suggest  two  ways  to  ad- 
dress  this  distortion.  One  is  to  remove 


capital-gains  taxes  from  the  statistics 
altogether.  After  Peach  and  Steindel  did 
that,  the  personal  savings  rate  rose  by 
about  1.5  percentage  points  from  its 
reported  level.  The  other  way  is  to  in- 
clude realized  capital  gains  in  the  per- 
sonal income  figures.  When  the  econo- 
mists did  that,  the  savings  rate  was 
7.25  percentage  points  higher  than  ini- 
tially reported  in  1999.  Moreover,  the 
rate  didn't  drop  much  throughout  the 
1990s,  painting  a  much  more  optimistic 
picture. 


NO  WAY  OUT  OF  THE 
NURSE  SHORTAGE 

Why  even  pay  hikes  won't  solve  it 

Medical  costs  could  be  heading  a  lot 
higher.  A  key  factor  holding  down 
medical-cost  inflation  in  the  1990s  was 
relatively  low  wage  increases  for  health- 
care workers.  For  example,  from  1993 
to  1998,  wages  of  private  hospital  work- 
ers rose  only  2.3%  annually,  less  than 
the  2.4%  rate  of  inflation  (chart).  But 
shortages  of  health-care  workers  have 
become  more  common  in  the  past  two 
years,  and  medical  wages  have  been  ac- 
celerating. In  particular,  private-sector 
hospital  wages  are  growing  faster  than 
overall  wages.  That's  one  big  reason 
why  health-care  consultants  expect  med- 
ical costs  to  jump  12%  this  year,  the 
biggest  gain  in  10  years. 

Registered  nurses,  for  example,  are 
in  short  supply.  According  to  a  study 
released  on  Jan.  3  by  health-care  con- 
sultants William  M.  Mercer,  32%  of  the 
nearly  200  health-care  providers  sur- 
veyed said  turnover  of  registered  nurs- 
es was  a  "significant"  problem.  More- 
over, the  report  says  the  problem  will 
continue  to  worsen.  Most  registered 
nurses  today  belong  to  the  baby-boom 
generation,  which  means  they  will 
be  retiring  soon.  ■— <^——^— 
In  addition,  the  HOSPITAL  WAGES 
U.S.s  aging  pop-  ACCELERATE 

ulation  is  further 
intensifying  de- 
mand for  health- 
care workers. 

Even  higher 
pay  may  not  solve 
the  shortage  by  it- 
self. The  Mercer 
report  points  to 
poor  job  satisfac- 
tion as  a  key  fac- 
tor that  is  holding 
down  the  supply     Anp^RCDENf    ,,  .   „,, 
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study  says  nurses  currently  face 
tougher  work  environment  because 
understaffing.  "While  pay  raises  are 
ten  an  excellent  short-term  solutk 
they  frequently  are  insufficient  as 
long-term  approach  unless  augment 
by  changes  to  the  work  environmen 
says  Jose  Pagoaga,  a  health-care  c( 
sultant  at  Mercer. 

Taking  the  load  off  overburdened  h 
pital  staff  may  require  hiring  more  nu 
es,  which  will  make  the  shortages  ev 
worse.  In  any  case,  rising  wages 
hospital  workers — with  their  effect 
pushing  up  medical  costs — look  as 
evitable  as  death  and  taxes. 


ARE  VC  STARTUPS 
RUN  BETTER? 

A  pre-crash  study  says  yes 
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When  a  startup  is  funded  by  v 
ture  capitalists,  it's  likely  to 
managed  better  than  startups  that 
more  traditional  financing.  That's  I 
finding  of  a  recent  study  by  two  St 
ford  University  Graduate  School 
Business  professors  who  examined 
experience  of  173  high-technology  Sili 
Valley  startups  from  1994  to  1997, 
fore  the  big  dot-com  bubble  and  sub 
quent  crash. 

The  researchers,  Thomas  F  HellmJ 
and  Manju  Puri,  found  that  starti     ' 
with  venture-capital  funding  were  m  '  > 
likely  to  quickly  hire  marketing  exe 
fives.  That's  an  important  milesto 
says  Hellmann,  because  it's  a  sign  t 
the  company  is  "serious  and  organize  I 

Moreover,  startups  were  more  lik 
to  replace  their  founders  with  an  outs 
CEO  with  experience  if  they  had 
funding  than  if  they  didn't  receive  s  '  I 
backing.  That  avoids  one  of  the  great 
pitfalls  of  new  companies:  relying 
long  on  a  founding  entrepreneur 
had  the  initial  idea  but  may  not  h 
sufficient  experience  to  manage  a  i 
cessful  company.  Such  events  as  the 
ing  of  a  professional  CEO  take  place 
peditiously  at  venture-funded  start 
because  venture  capitalists  are  more 
cused  than  other  investors  on  gettin 
quick  return  on  their  investment. 

Of  course,  Hellmann  and  Puri's  s; 
pie  did  not  include  the  events  of 
past  year,  in  which  many  venture-fu 
ed  startups  either  went  under  or 
on  the  brink  of  failing.  It  will  be  im 
esting  to  see  whether  the  vc-fun< 
firms  still  did  better  than  their  tr 
tionally  funded  counterparts  in 
downturn. 
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UMIISTING  TO  SLOWER  GROWTH 
NEEDN'T  RE  TRAUMATIC 

5usiness-and  the  Fed-are  reacting  more  quickly  to  changes 
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Federal    Reserve   Chairman 
Alan  Greenspan  sounded  op- 
mistic  during  his  Feb.  13  Congressional  testimony  on 
le  economy.  But  he  might  have  had  his  fingers  crossed 
ider  the  table.  As  he  knows  full  well,  the  economy's 
lift  from  a  high-flyer  to  a  lower  altitude  is  changing  the 
ay  investors,  consumers,  and  businesses  conduct  their 
lily  lives.  And  that  transition  is  creating  risks  for  all. 
For  investors,  slower  eco- 
nomic growth  means  reduced 
expectations  and  increased  un- 
certainty, quite  a  different  cli- 
mate from  what  they  had  be- 
come used  to.  Households  are 
learning  that  job  prospects  and 
stock  market  gains  are  not 
without  limits,  so  their  faith  in 
the  future  has  been  shaken. 
And  businesses  are  learning 
that  plans  for  capital  invest- 
>nt  and  inventories  that  were  based  on  5%  economic 
owth  don't  make  sense  in  an  economy  growing  at 
If  that  pace — or  less.  All  this  raises  the  question:  Will 
a  transition  be  smooth,  bumpy,  or  a  train  wreck? 
So  far,  the  latest  readings  are  encouraging,  espe- 
lly  those  from  the  household  sector.  In  January,  retail 
es  bounced  back  from  their  poor  December  showing 
lart),  as  car  sales  rebounded  strongly.  Falling  mort- 
ge  rates  have  unleashed  a  barrage  of  refinancings 
it  will  put  extra  cash  in  people's  pockets.  And  Janu- 
f  job  growth  looked  better.  The  ability  and  willing- 
3s  of  consumers  to  keep  spending,  even  if  at  a  slow- 
rate,  is  the  key  to  avoiding  the  train-wreck  scenario. 

IE  FED  CHIEF  suggested  that  the  adjustment  will  be 
ick  and  not  too  painful,  especially  in  light  of  the 
d's  rapid  reaction.  Asked  point-blank  if  the  economy 
s  in  a  recession,  he  replied:  "At  the  moment,  we  are 
;."  The  Fed  is  forecasting  economic  growth  of  2%  to 
%  for  2001,  with  joblessness  rising  to  4.5%  and  in- 
;ion  edging  down.  If  the  first  half  is  as  sluggish  as 
st  observers  expect,  then  the  Fed's  growth  projec- 
ti  implies  a  significant  pickup  in  the  second  half. 
At  the  same  time,  though,  Greenspan  suggested  that 
ther  aggressive  rate  cuts  may  be  required  to  assure 
itinued  growth.  He  said  that  for  the  period  ahead, 
•wnside  risks  still  predominate."  Topping  his  worry 
is  a  possible  break  in  consumer  confidence,  along 
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with  the  unknown  extent  of  the  inventory  adjustment, 
a  slowdown  in  foreign  economies  that  could  hurt  ex- 
ports, and  lender  nervousness  in  the  financial  markets. 

But  so  far,  those  are  just 
worries,  and  they  are  mitigat- 
ed by  the  consumer  turn- 
around in  January.  Retail  sales 
rose  a  strong  0.7%  from  De- 
cember. Excluding  the  re- 
bound in  car  buying,  sales 
posted  a  broad  0.8%  gain.  The 
numbers  suggest  that  any  in- 
ventory problem  that  retail- 
ers faced  at  the  beginning  of 
the  year  has  been  quickly 
pared  to  a  much  smaller  problem  in  only  one  month. 

More  important,  they  imply  that  consumers  are  not 
retrenching  in  a  way  that  could  push  the  economy  into 
a  recession.  If  consumers  stop  spending,  the  already 
tough  transition  to  slower  economic  growth  facing  the 
corporate  sector  would  become  extremely  difficult  for 
businesses  to  make  without  the  consequences  falling 
back  on  both  households  and  the  stock  market. 

THE  FIRST  HURDLE  for  businesses  is  to  cut  invento- 
ry levels  that  seemed  appropriate  when  demand  was 
booming,  but  that  now  look  excessive.  That  process 
was  already  under  way  at  yearend  (chart).  Business  in- 
ventories rose  only  0.1%  in  December,  sharply  slower 
than  the  average  0.6%  monthly  pace  of  the  previous  six 
months,  and  well  below  the  pace  that  the  Commerce 
Dept.  had  assumed  in  its  report  on  fourth-quarter 
gross  domestic  product.  That  means  the  inventory  drag 
on  real  GDP  growth  last  quarter  was  much  greater 
than  first  reported,  and  that  the  drag  in  coming  quar- 
ters may  well  be  less  than  initially  feared. 

To  be  sure,  further  stock-level  adjustment  will  be 
needed.  Although  the  ratio  of  inventories  to  sales  held 
steady  in  December,  the  desired  inventory  level  of 
businesses  has  been  trending  downward  during  the 
past  decade.  As  Greenspan  pointed  out,  after  adjusting 
for  that  downtrend,  the  inventory  imbalance  looks  "con- 
siderably larger."  Indeed,  the  trend-adjusted  data  show 
that  the  December  ratio  of  inventories  to  sales  is  at  a 
level  not  seen  since  the  1990-91  recession. 

Another  problem  facing  businesses  is  that  produc- 
tivity growth  is  shifting  down  with  the  economy.  Even 
though  productivity's  long-term  trend  remains  favorable, 
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a  short-term  cyclical  problem  is  cropping  up.  The  Labor 
Dept.  reported  that  productivity  in  the  fourth  quarter 
grew  at  a  strong  2.4%  annual  rate  from  the  third  quar- 
ter. However,  the  four-quarter  pace  of  productivity  has 
fallen  from  a  peak  rate  of  5.4%  to  3.4%,  at  a  time 
when  labor  compensation  was  speeding  up  from  4.9% 
per  year  to  5.7%. 

As  a  result,  the  second  half  of  2000  saw  the  fastest 
two-quarter  growth  in  unit  labor  costs  since  1993,  se- 
verely crimping  profit  margins.  Second-half  unit  labor 
costs  rose  at  a  3.7%  annual  rate,  while  prices  increased 
only  1.6%.  That's  why  BusinessWeek's  measure  of 
fourth-quarter  profits  fell  11%  from  a  year  ago,  while 
revenues  were  up  17%  (page  52).  The  squeeze  puts 
profit  expectations  of  investors  at  risk,  and  it  heightens 
the  pressure  on  companies  to  cut  payrolls. 

GREENSPAN  NOTED  that  higher  energy  costs  were 
also  applying  pressure  to  profits.  He  said  that  more 
than  one-fourth  of  the  rise  in  total  unit  costs  among 
nonenergy,  nonfinancial  corporations  reflected  costlier 
energy,  both  directly  and  via  reduced  overall  demand. 
But  the  general  lack  of  pricing  power  prevented  any 
broad  inflationary  impact. 

However,  as  Greenspan  emphasized,  these  are  tem- 
porary cyclical  developments  that  will  run  their  course. 
In  the  coming  year,  looser  labor  markets  and  lower  en- 
ergy prices  are  likely  to  relieve  some  of  the  cost  pres- 
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sures,  and  the  Fed  chief  reiterated  his  belief  that  "th 
prospects  for  sustaining  strong  advances  in  productiv 
ity  in  the  years  ahead  remain  favorable."  Indeed,  th 
five-year  growth  rate  of  productivity  is  2.8%,  up  fror 
1.5%  in  the  previous  five  years  (chart) 

Perhaps  the  biggest  risk  in 
the  outlook  is  capital  spend- 
ing. The  gap  between  corpo- 
rations' capital  outlays  and 
their  cash  flow  has  never  been 
so  wide.  That  means  internal- 
ly generated  funds  are  in- 
creasingly insufficient  to  main- 
tain current  spending  levels, 
just  at  a  time  when  credit 
from  external  sources,  such  as 
banks  and  the  credit  markets, 
is  scarcer.  However,  as  long  as  demand  by  consume! 
and  foreigners  holds  up  reasonably  well,  the  slowdow 
in  capital  spending  will  not  turn  into  a  crash. 

The  key  feature  of  this  transition  to  slower  growth 
that  technology  and  the  speedier  flow  of  informatic 
appear  to  have  quickened  the  adjustment.  The  big  pk 
is  that  the  Fed  has  reacted  with  increased  haste.  A 
Greenspan  put  it  on  Feb.  13,  "economic  policymakin 
could  not,  and  should  not,  remain  unaltered  in  the  face  • 
major  changes  in  the  speed  of  economic  processes 
That  resolve  gives  this  expansion  a  fighting  chance. 
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Recession  jitters.  Easing  by 
the  central  bank.  Talk  of  how 
tax  policy  skews  consumer  spend- 
ing. All  this  sounds  familiar,  but 
the  economy  is  Australia's,  not 
America's. 

Australia  is  slowing 
down,  perhaps  sharply. 
Real  gross  domestic 
product  roared  ahead 
at  a  5%  annual  rate  in 
the  first  half  and  then 
rose  just  2.6%  in  the 
third  quarter.  A  loss  of 
23,000  jobs  in  the 
fourth  quarter  sug- 
gests that  real  GDP 
was  flat  for  the  quar- 
ter or  may  even  have  contracted. 

The  losses  continued  into  2001, 
with  another  3,500  layoffs  in  Janu 
ary.  Full-time  jobs  alone  fell 
44,000,  the  largest  decline  in  10 
years.  The  jobless  rate  has  risen 
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from  an  expansion  low  of  6.3%  in 
July  to  6.7%  last  month  (chart). 

First-half  growth  was  fueled  by 
the  buildup  prior  to  the  Sydney 
Olympics  and  accelerated  spend- 
ing by  consumers  and  builders  to 
avoid  the  10%  goods 
and  services  tax  in- 
troduced in  July. 
Those  purchases  took 
growth  away  from  the 
third  quarter. 

In  addition,  the 
slowdown  is  the  re- 
sult of  past  interest 
rate  hikes  by  the  Re- 
serve Bank  of  Aus- 
tralia, but  that  mone- 
tary constraint  is  now  being 
reversed,  which  should  brighten 
the  outlook.  The  rba  cut  its 
overnight  cash  rate  by  a  half- 
point,  to  5.75%,  on  Feb.  7.  The 
RBA  cited  a  "noticeable"  deteriora- 


tion in  the  global  outlook  plus 
very  tame  inflation  as  reasons  for 
the  cut.  Consumer  prices  rose  just 
0.3%  from  the  third  quarter  to 
the  fourth,  and  should  end  2001 
within  the  rba's  inflation  target  of 
2%  to  3%.  The  latest  data  on 
wage  growth  show  that  weekly 
pay  rose  only  0.3%  in  the  three 
months  ended  in  November,  the 
smallest  gain  in  two  years.  With 
labor  markets  already  loosening, 
wages  will  not  push  up  inflation 
this  year. 

The  rba's  action  follows  a  trend 
of  Anglo  rate-cutting  around  the 
world.  The  Federal  Reserve, 
Bank  of  Canada,  and  Bank  of 
England  have  all  eased  policy  in 
the  past  two  weeks.  And  with 
growth  around  the  world  slowing 
down  appreciably,  expectations 
are  growing  that  these  cuts  will 
not  be  the  last. 
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For  starters,  it  can  mean  an  effective  tax  rate  up  to 
3*  percentage  points  lower  than  your  competitors'. 

That's  what  you  would  call  a  step  up.  Ernst  &  Young  professionals 
leverage  their  industry  knowledge  and  experience  to  help  you  develop 
innovative  tax  strategies  to  accelerate  your  cost  savings.  That  way 
you  can  grow  value  more  quickly,  giving  you  a  competitive  edge 
in  the  New  Economy.  Isn't  it  great  when  everything  comes  together? 
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The  Dems  will 
challenge  the 
economics  of 
Bush's  mega-plan 

For  weeks,  George  W.  Bush's 
Tax-Cut  Express  has  been 
cruising  through  Washington, 
whizzing  past  a  flummoxed  op- 
position as  the  new  President 
skillfully  exploited  recession 
fears  to  build  momentum  for  his  $1.6 
trillion  tax  cut.  "A  warning  light  is  flash- 
ing on  the  dashboard  of  the  economy," 
he  insisted  on  Feb.  8.  "We  just  can't 
drive  on  and  hope  for  the  best." 

But  for  the  first  time  since  he  began 


the  campaign  to  sell  Congress  on  his 
tax  plan,  Bush  may  be  forced  to  ease  off 
the  accelerator  and  take  evasive  action. 
For  one  thing,  the  White  House  argu- 
ment that  across-the-board  rate  cuts 
would  provide  antirecession  medicine  is 
coming  in  for  increased  skepticism. 

Even  that  most  recent  convert  to  tax- 
cut  fever,  Alan  Greenspan,  is  having 
doubts.  Although  the  Federal  Reserve 
Chairman  saw  fit  to  embrace 
Bushonomics  in  recent  congressional  tes- 
timony, the  less  publicized  part  of  his 
analysis  is  unambiguous:  For  all  of  Bush's 
fervid  talk  of  "front-loading"  rate  cuts  to 
stave  off  recession,  the  Administration's 
tax  plan,  as  structured,  will  do  very  little 
to  cure  the  current  economic  malaise. 

With  the  White  House  drive  to  enact 
hurry-up  tax  legislation  reduced  to  a 
political  stratagem  rather  than  a  clear 
economic  need,  opposition  Democrats 


,  reti 
who  have  given  Bush  a  free  ride    I  up 
taxes  now  think  they  may  have  founc 
way  to  slow  his  juggernaut.  They  \ 
attack  Bush's  mega-cut  as  too  big 
current  economic  conditions  and 
profligate   with   surplus   dollars   tl 
ought  to  be  devoted  to  paying  do   |tnd 
the  national  debt.  That  could  appeal 
independents  and  fiscally  conservat 
GOP  moderates  and  lure  away  votes 
an  alternative  package. 

The  exact  provisions 
that  alternative  will  en- 
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THE  DEMOCRATIC  ALTERNATIVE 


Party  leaders  are  noodling  cuts  that  would  be  smaller 
than  Bush's  and  targeted  more  toward  middle-  and  lower- 
income  workers.  Here's  how  the  Democrats'  plan  is  shaping  up 
and  how  it  compares  with  the  Bush  proposal. 


SIZE  The  Democrats  would  cut  taxes  by  $800  billion  to  $1  trillion.  Bush 
proposes  $1.6  trillion  over  10  years. 


INCOME  TAXES  Democrats  would  cut  income  tax  rates  only  on  the 
15%  bracket  paid.  Bush  would  cut  all  brackets,  trimming  high-end 
rates  from  36%  and  39.6%  to  33%  and  creating  a  new  10%  bracket  at 
the  bottom. 


MARRIAGE-PENALTY  TAXES  Both  plans  will  provide  some  assistance  for 
two-earner  families. 


ESTATE  TAX  Democrats  would  exempt  estates  below  $4  million  or  so  but 
retain  the  tax  for  the  very  rich.  Bush  would  repeal  the  tax  outright. 


PAYROLL  TAXES  Democrats  are  considering  lower  payroll  taxes  to  provide 
tax  relief  for  the  working  poor.  Bush  would  leave  payroll  taxes  untouched. 

Data:  The  White  House,  BusinessWeek 
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1  are  still  unclear.  But  some  key  ele- 
ents  are  emerging:  The  plan  will  be 
ser  to  $800  billion  than  the  cop's  $1.6 
Dion.  And  Bush's  plan  to  collapse  the 
-rent  top  36%  and  39%  brackets  into 
lew  33%  top  tier  may  be  significantly 
iled  back  to  reduce  the  windfall 
•  the  well-to-do.  Bush's  plan  to   { 
p  the  working  poor  via  lower  rates  v 
y  be  modified  in  favor  of  other 
anatives. 

'  Phase  I  of  the  strategy  is  built 
>und  slowing  the  tax  cut  stam- 
ie.  And  the  White  House  is 
■■ady  reacting  to  the  threat.    V 
Feb.  13,  Treasury  Secre-     a  J 
y  Paul  H.  O'Neill  said  the    W 
ministration  is  so  anxious  to 
•ed  up  its  tax  cut  that  it 
jht  be  open  to  early  negoti- 
>ns  with  House  Republicans, 
essence,  the  maneuver  in- 
ves  splitting  the  Bush  pack- 
■  into  two  parts,  with  the 
it-track"  component  eonsist- 
of  the  proposed  income  tax 
e  cuts,  plus  doubling  the 
1 0  child  tax  credit.  Deferred 
er  this  approach:  easing  the 
-riage  penalty  and  phasing 
the  inheritance  tax. 
vr  POWERFUL."  Locking  in 
;  cuts  early  would  be  a  tri- 
)h  for  Bush.  But  many  econ- 
sts  have  doubts  that  it  will 
e  a  big  impact.  In  an  analy- 
)f  the  impact  of  front-loading, 
idard  &  Poor's/DRi,  an  eco- 
lic  consulting  firm  owned  by 
•inessWeek's  parent  The  Me- 
w-Hill Cos.,  found  that,  even  if 
White  House  succeeds  in  get- 
$30  billion  into  consumers'  pockets 
his  fall,  the  impact  on  a  $10  trillion 
lomy  would  be  modest.  Consumer 
iding  would  rise  by  about  $16  billion 
1  le  last  two  quarters  of  the  year  and 
economy  would  grow  at  an  annual 
of  3.6%,  vs.  3.1%.  A  sharper  jump 
Id  come  early  in  2002,  though  it 
Id  taper  off  through  the  year.  An- 
•r  front-loading  study  by  Salomon 
-h  Barney  comes  to  a  similar  con- 
ion.    Says    ssb    Chief   Economist 
ert  V.  DiClemente:  "At  the  end  of 
day,  the  Bush  tax  cuts  are  not  all 
powerful." 

;ill,  an  extra  0.5%  to  1%  of  gross 
estic  product  is  nothing  to  sneer  at, 
icularly  now  that  the  economy  is, 
reenspan  puts  it,  in  the  no-growth 
.  And  business  execs  would  wel- 
:  a  big  and  early  bout  of  tax-cutting 
sparkplug  to  sputtering  sales.  "A 
cut  could  boost  consumer  confi- 
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dence,"  says  Ford  Motor  Co.  ceo 
Jacques  A.  Nassar.  "It  would  begin  to 
help  later  this  year  and  certainly  next 
year."  DRI  Chief  U.S.  Economist  Cyn- 
thia Latta,  moreover,  figures  that  0.5% 
faster  growth  over  a  full  year  would 
generate  300,000  new  jobs,  and  spark 
a  quarter-point  drop  in  the  unemploy- 
ment rate. 

Even  so,  economists  doubt  that  a  con- 
sumption-oriented tax  cut  would  have 
much  staying  power.  The  Bush  tax  cut 
is  also  susceptible  to  timing  issues.  If 
Democrats  balk  at  the  Republicans'  bid 
for  an  early  round  of  tax  cuts,  the  leg- 
islative process  could  stretch  well  into 
the  fall.  By  then,  a  Federal  Reserve 
committed  to  injecting  large  doses  of 
monetary  stimulus  into  the  economy 
may  have  produced  that  vigorous  V- 
shaped  rebound  Greenspan  has  his 
sights  on.  And  that  would  undercut  the 


recession  insur- 
ance" rationale  for 
the  Bush  package. 
Indeed,  on  Feb. 13, 
the  Greenspan 

made  clear  his  view 
that  tax-cut  "reces- 
sion insurance" 
would  only  be 
needed  in  the  event 
of  a  prolonged 
swoon. 

What  about  the 
argument  that  the 
mere  prospect  of  a  hefty  tax  cut  will 
cheer  shell-shocked  consumers  and  boost 
final  demand?  Unlikely,  say  economists. 
Consumer  confidence  has  continued  to 
plunge  despite  the  tax  talk.  Says  John 
Youngdahl,  senior  economist  at  Gold- 
man, Sachs  &  Co.:  "Households  tend 
not  to  spend  the  tax  cut  before  the 


TAX  CUTS:  HOW  MUCH  DIFFERENCE? 


Until  details  are 
finalized,  no  one 
knows  the  impact 
of  a  tax  cut. 
Here's  one  best 
guess,  which  does 
not  account  for 
the  effects  of  tax 
cuts  on  capital 
markets  and 
monetary  policy. 


I  NO  TAX  CUT   ■  BUSH  TAX  CUT* 


money        reach 
their  hands." 

Dems  realize  t  '  ! 
cuts  have  far  t  N 
much    momenti 
to  be  stopped  co  m 
So  despite  doul  \  0 
about  the  effica 
of      front-loadii  ■ 
Bush's  opposition 
joining  the  fray    I 
trying  to  shape 
alternative  to  I  Mr- 
rate  cuts.  Ideas  i 
flying  out  of  congressional  Democra  ' 
offices.  So  far,  "we've  had  a  hundr  111 
great  plans,"  sighs  one  Democratic  I  '"  i 
staffer.  "What  we  need  is  one."  Ss 
Senate  Minority  Leader  Tom  Dasc  : 
(D-S.  D.):  'We've  already  reached  quit    12 
bit  of  agreement."  He  aims  to  hav<  pot 
concrete  set  of  proposals  in  hand  by  1;  iat  1 
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•ASSUMES  $28  BILLION  IN  CUTS  WILL  GO 
INTO  EFFECT  ON  JULY  1,  AND  $62  BILLION 
WOULD  GO  INTO  EFFECT  ON  JAN.  1,  2002 

Data:  Salomon  Smith  Barney 
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By  Charles  J.  Whalen 


A  BETTER  WAY  TO  USE  ALL  THAT  DOUGH 
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Big  budget  surpluses  and 
a  weakening  economy — it 
seems  like  there  could  be  no 
better  time  for  a  tax  cut. 
But  there's  a  better  way 
to  use  much,  if  not  all, 
of  the  $1.6  trillion  in 
projected  surpluses 
that  the  Bush  Admin- 
istration wants  to  plow  into 


income  tax  reductions.  The  alternative: 
Put  the  money  into  Social  Security 
where  it  can  be  used  to  bolster  the  sys- 
tem's long-term  solvency,  while  easing 
the  burden  of  the  onerous  payroll  tax 
that  funds  the  system. 

Right  now  the  Social  Security  trust 
funds  are  expected  to  run  out  of  money 
in  2037,  when  today's  40-year-olds  are  in 
their  prime  retirement  years.  But  trans- 
ferring $1.6  trillion  of  surpluses — the  ex- 
pected size  of  Bush's  tax  cuts  over  the 
next  decade — into  the  Social  Security 
system  could  stave  off  insolvency  for 
years  beyond  that  date. 
"UNIQUE  OPPORTUNITY."  Moving  a  por- 
tion of  the  surpluses  might  even  solve 
the  Social  Security  funding  conundrum 
permanently  if  the  trust  funds  were  al- 
lowed to  invest  in  private  stocks  and 
bonds.  Because  such  investments  pay  a 
higher  return  than  the  government 


bonds  that  the  Social  Security  trust 
funds  now  hold,  it  would  be  possible  to 
maintain  benefits  while  cutting  payroll 
taxes  almost  in  half  by  mid-century.  This 
is  "a  unique  opportunity"  to  solve  the 
looming  Social  Security  crisis,  says  Nobel 
laureate  Franco  Modigliani  of  MIT,  a 
leading  advocate  of  such  a  transfer. 

Other  economists  are  now  proposing 
similar  ways  to  use  the  surplus  to  shore 
up  Social  Security.  In  a  forthcoming 
book,  Henry  J.  Aaron  of  the  Brookings 
Institution  and  Robert  D.  Reischauer, 
former  director  of  the  Congressional 
Budget  Office,  call  for  crediting  roughly 
the  same  amount  of  general  revenue  as 
the  Bush  tax  cut  to  the  Social  Security 
trusts  between  now  and  2023.  By  itself, 
such  a  transfer  would  eliminate  half  of 
the  Social  Security  shortfall.  Additionally, 
Aaron  and  Reischauer  would  slightly 
trim  benefits,  while  allowing  the  trust 
funds  to  invest  a  small  fraction  of 
their  assets  into  a  "balanced  port- 
folio of  common  stocks."  The 
combination  would    "sustain 
Social  Security  indefinitely," 
argues  Aaron. 

To  be  sure,  many  economists, 
including  Federal  Reserve  Chairman 
Alan  Greenspan,  object  to  the  feder- 
al government  investing  in 
public  stock  and  bond  markets. 
Their  fear  is  that  investment 


decisions  will  be  made  for  politic  m-; 
than  economic  reasons.  But  such 
ference  "could  easily"  be  avoided 
use  of  an  independent  investmen  m 
says  Alicia  H.  Munnell,  director 
Center  for  Retirement  Research  loiti,  > 
Boston  College  and  a  former  mei  n  \ 
the  Clinton  Council  of  Economic 
ers.  In  fact,  she  says  the  govern] 
ability  to  do  this  has  already  bee  ial  \ 
demonstrated  by  the  federal  Thr  il 
ings  Plan,  which  has  established 
ly  efficient  stock  index  fund." 

In  the  end,  if  government  inv<  > 
in  the  stock  market  proves  politi 
unacceptable,  budget  sur- 
pluses could  still  be 
used  to  fund  a 
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ebruary,  when  Bush  is  set  to  unveil 
s  budget. 

Hero's  where  the  Democrats  are 
fcded:  While  Bush  would  cut  taxes  by 
.6  trillion,  they  would  slash  them  by 
iOO  billion  to  $1  trillion.  The  money 
sed  up  by  a  smaller  rate  cut  would  be 
directed  to  such  popular  programs  as 
ilitary  readiness,  health  care,  and  ed- 
ation.  In  addition,  Dems  would  use 
other  $800  billion  to  pay  down  the 
.4  trillion  national  debt,  a  course  they 
dm  is  far  more  prudent  than  depend- 
;  on  unreliable  10-year  surplus  fore- 
sts. Other  differences:  The  President 
>ul(l  reduce  the  current  five  tax  brack- 
i  to  four  and  reduce  the  rates  from 
.6%,  36%,  31%,  28%  and  15%  to  33%, 
%,  15%,  and  10%.  Democrats  are  like- 
to  target  their  rate  reductions  to 
•rking-class  families.  They  could  do 
it  by  trimming  the  15%  bracket  to, 
y,  12%. 

Democrats  will  also  design  their  plan 
that  it,  unlike  Bush's,  provides  tax  re- 


lief for  families  that  now  pay  Social  Se- 
curity and  Medicare  payroll  taxes,  but 
not  income  taxes.  Democratic  tax  ex- 
perts have  not  yet  agreed  on  how  to 
proceed,  but  they  are  exploring  three 
choices.  They  may  expand  the  earned-in- 
come  tax  credit,  a  refundable  break  that 
goes  to  families  making  up  to  $31,000. 
They  may  create  a  new  credit  to  help 
offset  payroll  taxes  (see  box).  Or,  they 
could  propose  an  annual  rebate,  a  plan 
championed  by  liberals.  The  government 
goodie  check  could  amount  to  $500  for 
every  family,  regardless  of  income  level. 
TRIGGER  POINTS.  To  garner  moderate 
Republican  support,  the  Democrats  are 
also  considering  "triggers"  to  make  fu- 
ture tax  cuts  contingent  on  federal  rev- 
enues. Treasury's  O'Neill  derides  the 
plan  as  a  gimmick.  But  the  "no  money, 
no  tax  cut"  idea  is  backed  by  middle-of- 
the-road  Republicans  such  as  Senator 
Olympia  Snowe  of  Maine.  Democratic 
Leader  Daschle  probably  needs  a  half- 
dozen  such  gop  moderates  to  make  any 


alternative  plan  fly.  A  handful  have  al- 
ready expressed  concerns  about  the 
Bush  cut,  including  Snowe,  George 
Voinovich  of  Ohio,  and  Senator  James 
Jeffords  (R-Vt.).  On  Feb.  14,  he  said  he 
would  not  support  Bush's  $1.6  trillion 
tax  cut  but  would  instead  favor  a  $1 
trillion  cut. 

Without  a  bloc  of  gop  defectors,  De- 
mocrats are  destined  for  defeat.  That, 
more  than  anything  else,  explains  why 
the  party's  liberal  leaders  are  now  tak- 
ing a  page  from  the  gop  insurgency  of 
Arizona  Republican  John  McCain  and 
are  trying  to  out-maneuver  Bush  on  the 
issue  of  the  tax  cut's  fiscal  prudence 
and  economic  punch.  A  strange  political 
inversion?  Sure.  But  it  has  become  the 
Democrats'  last  best  hope  for  countering 
Bush's  tax-cut  surge  with  what  they 
hope  to  depict  as  a  smaller,  slower,  and 
smarter  approach  to  cutting  taxes. 

By  Howard  Gleckman,  with  Lor- 
raine Woellert,  in  Washington,  and 
Joann  Midler  in  Detroit 


of  personal  retirement  accounts 
•plement  the  existing  Social  Secu- 
gram.  The  investment  decisions 
len  be  under  each  individual  tax- 
:ontrol.  Indeed,  such  a  transfer 
y  might  be  the  best  way  to  fund 
sition  to  private  retirement  ac- 
i  long-time  objective  of  some 
itives.  Without  such  accounts  to 
a  nest  egg,  Social  Security 
2  nearly  impossible  to  phase  out. 
surpluses  were  to  be  set  aside 
social  Security  system,  that 
so  help  serve  another  purpose: 
he  burdensome  payroll  taxes 
1  by  workers  and  businesses  to 
aal  Security  and  Medicare.  Such 
iuld  help  many  Americans  more 
than  an  income  tax  reduc- 
tion, since  three-quarters  of 
families  pay  more  in  Social 
Security  payroll  taxes  than 
income  taxes. 

Moreover,  cutting 
the  payroll  tax 


would  give  a  bigger 
boost  to  the  economy, 
because  more  of  it 
would  go  to  poorer 
families.  They  typical- 
ly save  less  of  their 
income  than  the 
wealthy.  Says  econo- 
mist William  G.  Gale 
of  the  Brookings  In- 
stitution: "The  biggest 
bang  for  the  buck 
comes  from  a  stimulus 
that  gets  money  into 
the  hands  of  con- 
sumers who  will 
spend  it." 

RELUCTANT.  Econo- 
mists have  been  reluc- 
tant to  tinker  with 
the  payroll  tax,  be- 
cause any  cut  would 
affect  Social  Security's 
long-term  solvency.  That's  why  some  tax 
experts  now  propose  using  the  surplus 
to  give  workers  an  income  tax  credit  for 
a  portion  of  payroll  taxes  paid.  One 
version  of  such  a  credit  is  offered  by 
Robert  S.  Mclntyre,  director  of  the 
liberal  Citizens  for  Tax  Justice.  It 
would  give  each  worker  a  refundable 
tax  credit  of  up  to  $350.  That  would  ab- 
sorb about  $48  billion — just  under  half 
of  the  $106  billion  non-Social  Security, 
non-Medicare  budget  surplus  that 
the  Congressional  Budget  Office 
projects  for  the  coming  fiscal  year. 
If  the  size  of  this  cut  were  doubled, 
then  the  stimulus  would  be  almost 
exactly  the  size  that  many  econo- 
mists say  is  now  appropriate. 


HOW  FAR  CAN  $1.6  TRILLION  GO? 

Applying  the  same  amount  Bush  intends  for 
tax  cuts  to  Social  Security  could  extend  its 
solvency  considerably.  Smart  investing  of 
the  funds  could  extend  the  impact  many 
more  years. 


2002  2037***     2048**' 

▲  TRILLIONS  OF  DOLLARS 

•OLD-AGE  AND  SURVIVORS  INSURANCE  TRUST  FUND  PLUS  DISABILITY 
INSURANCE  TRUST  FUND 
"INCLUDES  $1 .6  TRILLION  TRANSFERRED  FROM  THE  BUDGET  SURPLUS 
TO  SOCIAL  SECURITY  TRUST  FUNDS  FROM  2002  THROUGH  2011 
ASSUMES  SAME  RATE  OF  RETURN  AS  OTHER  TRUST  FUND  ASSETS 
"RUNS  OUT  OF  MONEY.  ASSUMING  NO  OTHER  CHANGES 

Data  Social  Security  Administration,  BusinessWeek 


So  far,  there  are 
no  solid  congression- 
al proposals  to  direct 
surpluses  to  the  So- 
cial Security  prob- 
lem. But  some  law- 
makers, including 
Senate  Democratic 
Leader  Tom  Daschle 
(D-S.  D.),  have  men- 
tioned setting  aside 
part  of  the  surplus 
for  this  purpose. 
What's  more,  the 
payroll  tax  credit 
has  been  cited  by 
leading  members  of 
Congress,  including 
Senator  Joseph 
I.  Lieberman 
(D-Conn.). 

Nevertheless,  the 
likelihood  of  such 
proposals  becoming  law  is  remote.  Most 
Democrats  have  jumped  on  the  tax-cut- 
ting bandwagon.  Still,  politicians  would 
do  well  to  focus  on  the  ease  with  which 
huge  budget  surpluses  could  help  fix  So- 
cial Security's  supposedly  intractable 
problems.  Bush's  $1.6  trillion  tax  cut  will 
only  make  it  more  difficult  to  address 
the  looming  national  retirement  crisis. 
Many  economists  believe  that  a  far  bet- 
ter long-term  use  for  the  surpluses 
would  be  to  shore  up  Social  Security. 
Until  that  occurs,  many  Americans  will 
remain  worried  about  their  retirement — 
and  rightly  so. 

Wlialen  covers  the  economy 
from  New  York. 
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WHOSE  100  DAYS 
ARE  THEY,  ANYWAY? 

McCain's  aggressiveness  has  Bush  sharing  the  stage 


He's  systematically  rolling  out  new 
plans  designed  to  keep  the  promis- 
es made  during  his  2000  Presiden- 
tial campaign.  He's  not  only  talked  the 
talk  about  the  need  for  bipartisanship 
but  he's  also  teamed  up  with  liberal  icon 
Edward  M.  Kennedy  on  key  parts  of 
his  reform  agenda.  Despite  the  braying 
of  pundits  that  he  has  no  mandate,  he's 
aggressively  forging  ahead — and  riding 
high  in  the  latest  public  opinion  polls. 

President  Bush?  Well,  yes.  But  the 
same  words  apply  equally  to  George 
W.'s  primary  campaign  nemesis,  Arizona 
Senator  John  McCain.  Forget  that  Bush 
vanquished  McCain  at  the  polls  last 
spring  and  that  the  Senator  was  sup- 
posed to  head  back  to  Capitol  Hill  and 
fall  in  line  with  the  President's  program. 
Bush,  like  many  a  President  before  him, 
is  pushing  a  big  agenda  for  his  first  100 
days.  More  unusual  is  McCain's  aggres- 
sive pursuit  of  a  parallel  agenda — a  sec- 
ond "first  100  days." 

Indeed,  McCain  is  doing  everything 
but  falling  into  line.  He's  held  town 
meetings  around  the  country  to  build 
support  for  his  campaign-finance  reform 
plan.  He's  used  his  chairmanship  of  the 
Senate  Commerce  Committee  as  a  bully 
pulpit  to  criticize  airline  service.  And 
he's  called  numerous  press  conferences 
to  push  a  broad  reform  agenda  stretch- 
ing from  the  Pentagon  to  Medicare. 

During  his  campaign  for  the  Republi- 
can Presidential  nomination,  McCain 
built  a  grassroots  reform  movement  of 
centrist,  swing  voters  that  both  parties 

Dueling  Agendas 


desperately  want  to  attract.  "In 
the  long  run,  McCain  will  be- 
come the  Republican  Party's 
leader.  He's  a  uniter,  not  a  di- 
vider," says  Northwestern  Uni- 
versity freshman  Benjamin  C. 
Kohlmann,  who  attended  Mc- 
Cain's town  hall  meeting  on 
Feb.  12  in  Evanston,  111. 
"ENERGIZED."  With  such  support, 
it's  not  surprising  that  the  mav- 
erick has  transformed  himself 
from  the  Senate's  bad  boy  into 
the  most  visible — and  arguably 
the  most  influential — person  on 
Capitol  Hill.  "He'll  never  give 
up,"  says  Senator  Russell  D. 
Feingold  (D-Wis.),  a  key  Mc- 
Cain ally  on  campaign-finance 
reform.  "I've  never  seen  him 
more  energized.  We're  going  to 
keep  going  until  it's  done,  and 
then  we're  going  to  do  more." 

While  Bush  has  been  unveil- 
ing his  priorities  on  a  theme-a-week  ba- 
sis, McCain  has  attached  his  name  to 
about  20  measures  in  the  first  three 
weeks  of  the  Bush  Presidency.  The  top 
priorities:  campaign-finance  reform,  "bill 
of  rights"  proposals  for  both  managed- 
care  patients  and  airline  passengers, 
and  enhancing  telecommunications  com- 
petition. Still  on  McCain's  to-do  list:  ex- 
tending the  moratorium  on  Internet  tax- 
es, creating  new  privacy  protections  for 
the  electronic  age,  and  closing  the  "gun- 
show  loophole"  that  circumvents  back- 
ground checks  of  buyers  at  gun  shows. 
McCain's  activist  agenda 
has  rankled  some  of  Bush's 
closest  advisers,  who  worry 

Bush's  game  plan  for  his  first  100  days  is  a!30"t  a  Pf sonal  and  policy 
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agenda  of  his  old  campaign  rival  McCain  er  sa[^  tne  senjor  staff  was 


WHAT  BUSH  WANTS 
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"very  upset"  when  they  learned  th  bill 
McCain  planned  to  hold  a  press  conft  j -, 
ence    on    hmo    patients'    rights    wi  n !; . 
Kennedy — a  prime  target  of  the  rece  i 
Bush  charm  offensive — during  the  Pr<  rfl 
ident's  "Tax  Cut  Week." 

In  retaliation,  the  White  House  pre 
sured  two  pro-reform  Republican  Re  k 
resentatives,  Charlie  Norwood  (R-G;  f 
and  Greg  Ganske  (R-Iowa),  to  skip  t  Um 
McCain-Kennedy  event.  "I'm  sure  the  y 
are  some  bad  feelings  left  over  fix  I  has  i 
the  Presidential  campaign,"  says  Senat 
John  Edwards  (D-N.  C),  a  promine  k 
moderate    who    joined    McCain    a;  Lf(j 
Kennedy.  Norwood  complied  with  Wh 
House  wishes,  but  Ganske  refused. 

McCain's  activist  agenda  and  his  po  8,  i 
erful  soap  box  at  the  Senate  Commer 
Committee  pose  a  threat  to  the  Pre  I 
dential  honeymoon.  Bush  aides  feel  tl  ; 


WHAT  McCAIN  WANTS 
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■  A  tax  cut  that  includes  rate 
cuts,  marriage-penalty  relief, 
and  an  end  to  estate  taxes 

■  Education  reform  to 
improve  standards,  testing, 
and  schools 


■  Better  military  pay,  bene- 
fits, and  housing,  plus  a  re- 
view of  Pentagon  spending 

■  A  new  prescription  drug 
benefits  plan  for  Medicare 
recipients 


■  Campaign  finan 
reform  that  would 
soft-money  contrit 

■  A  "bill  of  rights 
patients  legal  reco 
when  care  is  denu 
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McCain  is  focusing  on  items  the 
Administration  wants  to  avoid 
during  its  first  100  days  while  dis- 
tracting public  attention  from  the 
President's  own  priorities:  a  $1.6 
trillion  tax  cut,  education  reform, 
and  Social  Security. 

McCainiacs,  meanwhile,  are  fu- 
rious at  anonymous  sniping  from 
Bush  operatives,  as  well  as  their 
handling  of  the  patients'  rights 
flap.  And  Republican  strate- 
gists fear  that  internecine 
bloodletting  could  weaken 
the  party  going  into  the 
2002  midterm  elections, 
where  control  of  Congress  is 
at  stake.  "Guys  at  the  White 
House  need  to  stop  sitting 
around  sticking  pins  in  their 
McCain  doll,"  says  gop  strate- 
gist Scott  W.  Reed.  "McCain  is 
I  McCain.  He's  no  shrinking  vio- 
let. They  have  to  learn  to  deal 
with  it." 
McCain  denies  that  he  is  trying 
to  one-up  the  new  President.  "I 
am  pursuing  issues  I've  been  in 
pursuit  of  for  many  years,"  he 
told  BusinessWeek.  "I've  been  in- 
volved in  campaign-finance  reform 
since  '87.  I've  been  negotiating  a 
patients'  bill  of  rights  for  well 
over  a  year."  McCain  says  he's 
ing  his  best  to  work  with  the  White 
)use,  though  he  hasn't  gotten  a  call 
>m  Bush  or  his  staff  since  an  Oval 
fice  meeting  Jan.  24.  "He's  been  very 
sy,"  McCain  offers. 
The  Senator  and  Administration  offi- 
ils  insist  that  they  share  common 
als:  lower  taxes,  smaller  government, 
reduction  in  pork-barrel  spending, 
ntagon  retooling — even  campaign-fi- 
nce  reform.  Despite  his  defeat,  Mc- 
in  has  proven  that  he  can  be  a  major 
iyer  on  Capitol  Hill.  Now  Bush  must 
:ide  which  is  less  painful:  to  embrace 
ich  of  the  McCain  agenda  or  to  fight 
[  battles  that  might  tame  the  Sen- 
■  No.  1  maverick. 

By  Richard  S.  Dunham,  with  Lor- 
ne  Woellert  and  Alexandra  Starr,  in 
',shington,  and  Ann  Therese  Painter 
Evanston,  III. 


■  An  air  passengers'  "bill  of 
rights"  to  address  shoddy 
service  and  flight  delays 

■  Legislation  to  strengthen 
gun  controls,  including  stricter 
background  checks 
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AND  NOW,  A 
LUXURY  HYUNDAI 

The  Korean  carmaker  is 
betting  on  a  move  upmarket 

Is  America  ready  for  a  $25,000 
Hyundai?  The  Korean  carmaker 
thinks  so.  Last  October,  it  unveiled 
the  xg  300,  its  biggest,  most  luxurious 
model  yet.  The  full-size  sedan — which 
costs  $10,000  more  than  the  company's 
previous  high-end  entry,  the  Sonata — is 
as  big  as  Toyota  Motor  Corp.'s  flagship 
Avalon  and  larger  than  Nissan  Motor 
Corp.'s  Maxima,  yet  sells  for  thousands 
of  dollars  less.  Skeptics  pointed  to 
Hyundai's  spotty  quality 
record  and  a  brand  sul- 
lied by  a  decade  of 

2001  HYUNDAI 
SANTA  FE 
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Data:  Ward's  AutolnfoBank,  company  reports 


discounting.  But 
after     a     slow 
ramp-up  last  fall, 
Hyundai       Motor 
America  Inc.  sold 
1,272      xgs      last 
month.    It's    now 
well  on  the  way  to 
its  goal  of  12,000 
to  15,000  a  year. 

Ezra  Rogers  Jr., 
a  66-year-old  re- 
tiree, traded  in  his 
1997  Cadillac 

DeVille  for  a  new 
XG.  "I  wanted  a 
smaller  car,  and 
this  one  had  a  lot 
more  goodies  on  it 
than  the  Cadillacs,"  says 
the  Rockledge  (Fla.)  resi- 
dent. Rogers  also  looked 
at  the  Toyota  Avalon  and 
the  Infiniti  130,  one  of  Nis- 
san's luxury  models.  "But  to 
get  what  I  got,  I  would  have 
had  to  pay  about  $10,000  more 
COME-ON  PRICING.  Thanks  to  buyers 
like  Rogers,  Hyundai  is  on  a  roll  in  the 
U.  S.  It's  counting  on  the  xg  and  anoth- 
er new  model,  the  $17,000  Santa  Fe,  a 
compact  sport-utility  vehicle,  to  keep 
up  the  momentum.  Three  years  ago, 
Hyundai  sold  just  90,000  cars,  its  lowest 
level  since  it  entered  the  U.  S.  market  in 
1985.  It  was  at  the  bottom  of  J.  D.  Pow- 
er &  Associates  Inc.'s  quality  rankings 
and  was  best  known  for  stripped-down 
economy  cars  sold  with  huge  rebates. 

But  Hyundai  came  up  with  a  plan: 
offer  all  the  features  that  buyers  want — 


and  that  other  makers  charge  extra  for, 
such  as  air  conditioning — as  standard 
equipment.  And,  starting  with  '99  mod- 
els, back  them  with  the  industry's  most 
generous  warranty:  a  full  10  years  on 
engines  and  transmissions.  "We  decided 
that  our  come-on  pricing  with  every- 
thing a  la  carte  was  counterproductive 
for  customer  satisfaction,"  says  Finbarr 
O'Neill,  president  and  ceo  of  Hyundai's 
U.  S.  sales  unit. 

The  numbers  tell  the  story.  The  com- 
pany's U.  S.  sales  were  up  82%  in  1999 
and  an  another  49%  last  year,  to  244,391 
cars.  This  year,  with  Hyundai's  new  en- 
tries in  the  full-size  and  suv  segments, 
sales  should  jump  about  30%,  to  more 
than  300,000  vehicles  sold,  O'Neill  says. 
That's  in  a  year  that  most  industry  an- 
alysts are  predicting  U.S.  auto  sales 
will  fall  6%  or  more. 

Hyundai's  move  upmarket  threatens 
American  carmakers,  who  already 
blame  Korean  auto  makers  for 
siphoning  off  sales  and  prof- 
I  its  from  the  small-car  mar- 
ket. "They've  picked  up  an 
awful  lot  of  market  share," 
says    Ronald    L.    Zarrella, 
president  of  General  Mo- 
tors North  America.  Tradi- 
tionally, Hyundai's  competi- 
tion    has     been     American 
models. 

The  reason:  While  buyers 
of  name-brand  Japanese  im- 
ports, such  as  Toyotas  and 
Hondas,  are  willing  to  pay  a 
premium,  many  domestic-car 
shoppers  go  for  the  best  deal. 
With  its  conservative  styling, 
soft  ride,  and  full  complement 
of  luxury  amenities,  the  xg 
competing  head  on 
similarly-priced 
upscale  U.S.  mod- 
els    as     the 
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Buick  Centu- 
ry, Olds  In- 
trigue, and  Mer- 
cury Sable.  "The 
domestic  buyer  is  less  product-sensitive 
and  more  price-sensitive,  so  this  car  is 
right  on  the  mark,"  says  James  M.  Hos- 
sack,  an  analyst  at  market  researcher 
AutoPacific  Inc.  in  Tustin,  Calif. 

As  for  Rogers,  who  has  owned  three 
different  Cadillacs  over  the  years,  it 
was  the  Hyundai  warranty  that  did  the 
trick.  "I  saw  it  on  TV  and  figured  they 
must  think  pretty  highly  of  their  prod- 
uct to  do  that,"  he  says.  Hyundai's 
O'Neill  couldn't  agree  more. 

By  Larry  Armstrong  in  Los  Angeles 
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BIOTECHNOLOGY 


NICE  JOB  ON  THE  GENOME. 
NOW,  LETS  SEE  SOME  PROFITS 

Unlike  some  rivals,  Celera  Genomics  is  no  Wall  Street  darling 

When  J.  Craig  Venter  started 
biotech    company    Celera 
Genomics    Corp.    nearly 
three  years  ago,  the  gene  hunter 
planned  to  decipher  humanity's 
entire  genetic  code,  or  genome. 
He  expected  to  make  big  profits 
by  positioning  Celera  as  the 
"Bloomberg   of  biology" — the 
preeminent  source  of  data  about 
genes  and  their  functions. 

Now,  Celera  has  reached  one 
of  its  lofty  goals.  On  Feb.  16, 
Venter  and  his  co-workers  laid 
out  the  analysis  of  the  entire 
sequence  of  the  genome — 3  bil- 
lion bits  of  dna — in  Science. 
Similar  results  from  a  rival,  the 
public  Human  Genome  Project, 
were  announced  in  Nature.  The 
twin  feats  revealed  a  startling 
landscape  with   far  fewer  genes 
than  expected — about  30,000  in  total. 

But  if  scientists  are  giving  the 
genome  sequence  rave  reviews,  Wall 
Street  has  been  skeptical  about  plans 
by  Celera  and  other  companies  to  sell 
genetics  data.  "People  are  not  convinced 
of  the  business  model,"  says  genomics 
analyst  Charles  C.  Duncan  of  Prudential 
Vector  Healthcare  Group.  Although  the 
news  has  lifted  Celera's  stock  20%  this 
year,  it  fell  58%  in  the  final  six  months 
of  2000  largely  due  to  such  concerns. 
SEA  CHANGE.  Those  fears  have  propelled 
Venter  and  other  genomics  companies 
toward  a  major  shift  in  strategy.  Now, 
they  are  aiming  to  boost  profits  by  de- 
veloping products  as  well  as  selling  gene 
data.  "We  are  going  to  push  way  be- 
yond the  information  model,"  Venter 
vows.  "Celera  has  entered  the  race 
against  diseases  like  cancer." 

The  new  direction  is  part  of  a  sea 
change  in  the  gene  business.  Since  the 
early  1990s,  some  60  genomics  compa- 
nies have  sprung  up  looking  to  spin  dna 
into  gold.  Some,  such  as  Incyte  Ge- 
nomics Inc.  and  Myriad  Genetics  Inc., 
were  founded  to  discover  genes  that 
could  lead  to  drugs.  Others,  such  as  Ex- 
elixis  Inc.  and  Lexicon  Genetics  Inc., 
began  with  known  genes  and  set  out 
to  learn  how  they  function. 

But  increasingly,  rather  than  selling 
that  information  to  drug  companies,  these 


gene-mapping  and  gene-function  outfits 
are  trying  to  create  new  tests  or  treat- 
ments themselves.  Behind  the  shift:  the 
prospect  of  megaprofits.  "Where  can  you 
create  the  most  value?  By  creating 
breakthrough  drugs,"  says  Dr.  Robert 
Tepper,  chief  scientific  officer  at  Millen- 
nium Pharmaceuticals  Inc. 

Who   is   leading  the   way?   Human 
Genome  Sciences  Inc.  in  Rockville,  Md., 


EVOLUTION  OF 
THE  GENE  SLEUTHS 


Genomics  companies  have 
moved  way  beyond  selling 
genetic  data 


►  Companies  such  as  Celera  and 
Incyte  are  finding  "markers"  for 
diseases  that  could  lead  to  diag- 
nostic tests 

►  These  two,  along  with  Genset,  de- 
CODE,  and  others  have  begun  iden- 
tifying new  targets  for  drugs 

►  Human  Genome  Sciences, 
Millennium,  Myriad,  and  others  are 
developing  drugs 


I 


which  already  has  four  drugs  in  clinic; 
trials — and  more  on  the  way.  Close  b< 
hind  are  Myriad  and  Millennium,  whic 
are  marketing  diagnostic  tests  for  breas 
cancer,  melanoma,  and  other  disease 
while  also  developing  drugs.  And  o 
Feb.  14,  Iceland's  decoDE  Genetics  an 
Switzerland's  Roche  announced  progre;  Imii 
in  turning  gene  discoveries  into  test  B 
and  treatments  for  schizophrenia  an  B 
artery  narrowing.  "We  all  see  tr  I 
way  it's  panning  out,"  says  Re  \m 
A.  Whitfield,  ceo  of  Incyte.  "Tl  I 
issue  is  who's  going  to  do  it  cos  1 1 
effectively."  Investors  see  it  to  B 
The  top  performers  in  UBS  Wa:  kefr 
burg's  genomics  index  for  20(  s:e, 
were  Myriad  (up  290.2%),  Mi  »pj 
lennium  (up  120.1%),  and  Hurra    Bui 
Genome  Sciences  (up  94.1%). 

Oddly  enough,  the  discover  B| 
that  there  are  only  30,000  gene  H 
may  make  the  task  harder.  Tl  rhat  i 
lower  number  means  the  gen<  nhi 
must  interact  in  more  comple  inner 
ways  than  expected.  This  make  md  [ 
developing  a  drug  capable  of  pr  line  r 
cisely  targeting  a  single  biologic  H  \ 
pathway  more  difficult.  But  there  fctrv 
another  trend  at  work:  New  tec!  fte  |f« 
nology  allows  scientists  quickly  ar  Bj 
cheaply  to  copy  natural  substances  sue  md  fa 
as  proteins  and  antibodies,  which  cs  lahle.  i 
precisely  alter  the  disease  proces  j|Kt; - 
"We're  moving  to  a  world  where  ye  ie>$m 
don't  necessarily  need  the  financial  su  H 
port  of  a  big  pharmaceutical  company  jould 
explains  Incyte's  Whitfield. 
JUMPSTART.  Can  Celera  be  a  leader  | 
that  world,  too?  By  focusing  on  the  g  j^, 
nome,  Celera  is  expected  soon  to  reac  n>$ .. 
$100  million  in  annual  revenues  fro  H 
selling  subscriptions  to  its  gene  dat  fn,,^ 
But  analysts  fear  that  growth  may  spu  (i  I 
ter  as  gene  information  becomes  a  cor  I 
modify.  "Even  with  expensive  subscri  H 
tion  fees,  you  would  be  hard-pressed  '  L01]| 
generate  the  revenue  potential  that  ye  ■ 
could  with  a  breakthrough  drug,"  sa^  H 
Myriad  ceo  Peter  D.  Meldrum. 

Venter  hopes  to  jumpstart  Celera  r  I 
developing  diagnostics  and  finding  dn  I 
targets  using  a  bold  approach  that  i  I 
volves  reading  the  code  of  1  million  pr  H 
teins  per  day.  Celera  will  sample  tl  I 
blood,  urine,  spinal  fluid,  and  tissues    ^  , 
patients  with  cancer  and  other  disease  i, 
searching  for  proteins  that  are  tellta  I 
signs  of  the  exact  stage  and  type  of  tl  \n 
disease.  Venter  and  Celera  have  achieve  I 
one  of  history's  great  milestones.  Bi  t 
the  jury  is  still  out  on  whether  the  Ei 
new  strategy  will  enable  them  to  tran  I 
form  their  scientific  triumph  into  profit  [ 
By  John  Caret)  in  Washington  at  I 
Ellen  Licking  in  New  York 
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COMMENTARY 

By  Spencer  E.  Ante 

NOW,  NAPSTER  CAN  GET  DOWN  TO  BUSINESS 


Severe  Blow  To  Nap- 
ster. Slam  Dunk 
For  the  Recording 
Industry.  Napster  Suf- 
fers A  Rout.  So  an- 
nounced the  headlines  of 
the  nation's  papers,  re- 
ferring to  the  Feb.  12 
U.  S.  Court  of  Appeals 
for  the  Ninth  Circuit 
ruling  that  Napster  Inc., 
the  free  music-sharing 
site,  facilitates  massive 
copyright  infringement. 

But  for  all  the 
brouhaha,  the  ruling 
may  actually  be  a 
healthy  development  for 
what  has  become  the 
youthful  symbol  of  con- 
sumer empowerment — 
and  keeping  Napster 
alive  may  actually  be 
good  for  the  music  in- 
dustry. Why?  By  ending 
the  legal  uncertainties 
that  surround  Napster 
and  forcing  it  to  the  negotiating 
table,  the  ruling  could  well  force  the 
upstart  to  quickly  nail  down  a  busi- 
ness model  that  would  benefit  both  it 
and  the  music  biz.  "[The  ruling] 
could  end  up  speeding  up  a  deal" 
with  the  entire  industry,  says 
Matthew  Bailey,  a  senior  analyst  at 
research  firm  Webnoize  Inc. 
LETS  MAKE  A  DEAL.  At  first  glance, 
the  ruling  seems  to  shift  the  balance 
of  power  to  the  record  companies. 
By  clearly  establishing  their  intellec- 
tual-property rights,  the  decision 
gives  them  firm  ground  to  put  Nap- 
ster out  of  business.  The  company  is 
also  now  open  to  massive  lawsuits 
for  copyright  infringement. 

Moreover,  as  Napster  has  daw- 
dled in  coming  up  with  a  viable  pay- 
per-use  model,  many  record  compa- 
nies have  been  busy  trying  to  come 
jp  with  their  own  online  sites. 
They're  also  looking  at  alternative 
ways  of  delivering  music  online  that 
svould  bypass  Napster.  Warner 
Records,  for  instance,  can  now  look 
?orward  to  using  aol  Time  Warner 
[nc.'s  huge  marketing  muscle  and 
ouilt-in  consumer  base  to  deliver 
•nusic  online.  Meanwhile,  Universal 
Records  already  downloads  music  on 
heir  farmclub.com  site.  They  have 
dso  tested  the  waters  to  see  how 


users  respond  to  being 
charged  for  songs. 

But  none  of  those  ef- 
forts has  had  much  suc- 
cess. That's  why  it's 
clearly  in  the  music  in- 
dustry's interests  to 
make  a  deal.  Napster 
has  huge  brand  recog- 
nition— its  users  now 
total  an  astonishing  58 
million — and  many  peo- 
ple believe  it  has  the 
easiest-to-use  file-shar- 
ing software  of  any  of 
the  free-music  sites.  Since  the  indus- 
try's online  efforts  are  so  immature, 
it  would  be  much  better  off  if  it 
could  find  a  way  to  monetize  Nap- 
ster's popularity. 

The  question  is,  what  would  a  suc- 
cessful subscription  model  for  Nap- 
ster look  like?  Record  execs  have  al- 
ready stressed  that  Napster's 
proposed  $4.95-a-month  fee  for  an 
all-you-can-download  subscription 
service  isn't  economical.  According  to 
one  industry  insider,  once  the  music 
company,  music-publishing  house, 
artist,  and  the  rest  get  their  royal- 
ties, there  will  be  nothing  left. 

What  are  the  alternatives?  Nap- 
ster could  charge  more.  The  risk,  of 
course,  is  that  record  execs  force 


BUILDING  STEAM 


Napster  to  charge  such 
a  high  price  that  many 
of  its  users  switch  to 
other  free-music  sites, 
such  as  Gnutella.  But  for 
now,  no  one  knows  what 
price  would  earn  Nap- 
ster enough  revenues  to 
keep  the  music  industry 
happy  while  still  keeping 
most  of  its  users  coming 
to  the  site. 

There  is  one  way  out 
of  this  dilemma:  Nap- 
ster's management 
should  convert  as  quick- 
ly as  technically  possible 
to  a  system  in  which  a 
menu  of  prices  would  be 
offered  depending  on  us- 
age. The  pricing  at  a 
joint  venture  between 
Sony  Music  Entertain- 
ment Inc.  and  Universal 
is  being  discussed  at 
$9.95  a  month.  Napster 
might  start  by  undercut- 
ting that  price  for 
basic  service. 
Then,  heavier 
users  could  be 
charged  progres- 
sively higher  fees. 
That  would  let 
Napster  test  dif- 
ferent pricing 
schemes  to  see 
what  best  maxi- 
mizes profits  for  all 
while  keeping 
users  online. 

But  can  Napster 
get  such  a  system  up  quickly 
enough?  Since  signing  a  deal  with 
Bertelsmann  last  Oct.  31  to  create  a 
paid-subscription  service,  it  hasn't 
made  much  progress.  Bertelsmann 
Chief  Executive  Thomas  Middelhoff 
would  like  to  introduce  Napster  2.0, 
a  paid-subscription  service,  sometime 
this  summer.  Napster  creator  Shawn 
Fanning  says  he's  aiming  for 
yearend.  But  that's  not  soon  enough. 
The  court,  rather  than  handing  Nap- 
ster a  death  sentence,  may  have 
handed  it  an  opportunity.  Napster 
had  better  move  quickly  to  snatch  it. 

Ante  covers  online  music  from 
New  York.  With  reporting  from 
Ronald  Grover  in  Los  Angeles. 


Data:  Jupiter  Media  Metrix 
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CONSULTING 


ITS  GETTING  QUIETER 
IN  THE  ADVICE  BUSINESS 

To  the  relief  of  the  big  boys,  their  dot-com  rivals  are  fading 


With  the  meltdown  of  such  upstart 
Internet  consultancies  as  Razor- 
fish  Inc.,  MarchFirst  Inc.,  and 
Viant,  you'd  expect  a  bit  of  gloating 
from  their  blue-chip  brethren.  After  all, 
consultants  like  McKinsey  &  Co.,  Boston 
Consulting  Group,  and  A.  T.  Kearney 
Inc.  have  struggled  over  the  last  couple 
of  years  to  attract  and  retain  employees 
in  the  face  of  the  dot-com  onslaught 
and  its  promise  of  stock-option  riches. 
Although  the  booming  economy — to- 


ing  as  much  advice  on  surviving  the 
bad  times  as  they  do  managing  the 
good,  consulting  remains  a  more  reces- 
sion-proof industry  than  most.  Even  in 
more  severe  downturns  in  the  past,  con- 
sulting has  grown  in  the  low  single-dig- 
its as  clients  seek  ways  to  prosper. 

Still,  like  the  corporate  customers 
they  counsel,  consultants  will  have  to 
be  nimbler  and  savvier  this  year  to  re- 
main unscathed.  Many  companies  are 
putting  consulting  projects  on  hold  now 


So  how  will  the  industry  shake  ou 
Hardest  hit  are  the  small  Internet  co 
sultancies.  Players  such  as  Scient  Cor 
and  Lante  Corp.  have  closed  offices  ai 
laid  off  hundreds  of  employees.  No 
even  some  of  the  biggest  firms 
tightening  their  belts.  Mercer  Manag 
ment  says  its  hiring  will  return  to 
more  "normal"  150  hires  vs.  more  th 
300  last  year.  PricewaterhouseCoope 
Management  Consulting  Services 
cently  laid  off  about  400  of  its  33,0 
worldwide  consultants,  though  the  fir 
insists  that's  typical  pruning. 
HOT  IPO.  Those  with  global  reach,  ( 
verse  client  bases,  or  strong  nich 
should  fare  best.  Indeed,  the  bigg€ 
firms  are  counting  on  a  "flight  to  qus 
ty"  in  a  shakeout.  Wall  Street  clearly 
too.  Shares  of  kpmg's  initial  public 
fering  on  Feb.  8  gained  30% 
their  first  day  of  trading.  IV 
Kinsey  &  Co.,  meanwhile,  e 
pects  to  add  about  2,500  cc 
sultants  this  year,  1 
same  as  1 
year,  when 
boosted  rt 
enues  17.5%. 
Accenture,  form* 
ly  Andersen  Consu 
ing,  also  says  it 
seeing  stro 
growth.  1 


CONSULTING  5 
STARTS  TO  ° 
SLOW 


REVENUE  GROWTH 
FOR  TOP  10  FIRMS* 


Data:  Consulting 
Information  Services  LLC 


gether  with  the  crush  of  companies  look- 
ing for  advice  on  how  to  join  the  Inter- 
net economy — kept  business  humming, 
the  battling  was,  nonetheless,  intense. 

But  even  as  the  dot-com  insurgency 
has  receded,  consultants  have  new  wor- 
ries. A  sluggish  economy  and  cost-con- 
scious clients  are  slowing  the  heady 
growth  rates  that  many  big  management 
and  information-technology  consulting 
companies  have  boasted  in  recent  years. 
After  averaging  growth  of  more  than 
20%  annually  in  the  late  '90s  and  14%  in 
2000,  the  10  biggest  consulting  firms  will 
likely  grow  only  about  12%  this  year, 
says  industry  tracker  Consulting  Infor- 
mation Services  in  Keene,  N.  H. 

Of  course,  most  industries  would  love 
the  kind  of  slowdown  consulting  will 
likely  suffer.  With  companies  often  need- 


▲ PERCENT 


until  they  see  whether  the  economy 
turns.  Instead,  they  are  focused  on  find- 
ing ways  to  boost  productivity,  cut  costs, 
and  spur  growth.  "In  a  slowing  econo- 
my, the  market  [for  consultants]  is  not 
as  strong,"  says  Jim  Down,  vice-chair- 
man of  Mercer  Management  Consult- 
ing. "That's  the  case  for  virtually  every 
firm  I  know  right  now." 

By  yearend,  though,  analysts  expect 
business  to  pick  up,  especially  for  the 
top-tier  firms.  The  savviest  continue  to 
look  for  ways  to  use  the  Net  to  reinvent 
supply  chains,  product  development,  and 
other  processes  for  long-term  advan- 
tages. Clients  looking  to  create  busi- 
ness-to-business electronic  exchanges 
and  integrate  global  business  units  will 
continue  to  drive  consulting,  predicts 
Kennedy  Information  Research  Group. 


cording  to  Thomas  H.  Pike,  Accentui 
managing  partner  for  growth  and  str 
egy,  geographic  and  industry  divers 
help  big  firms  like  his.  The  booming  I 
ropean  market  and  spending  by  chei 
cal  and  energy  firms  are  boosting  r< 
enues,  for  example. 

Others  see  the  slowdown  as  a  char 
to  gain  competitive  advantage.  Mercer 
on  the  prowl  for  acquisitions,  wh 
Boston  Consulting  Group  is  investi 
in  the  "new  ideas  and  training"  tl 
were  lost  in  the  rush  of  work  befo 
says  George  Stalk  Jr.,  senior  vice -pre 
dent  at  Boston  Consulting  Group. 
deed,  for  the  first  time  in  years,  coni 
tants  will  have  to  practice  whal  tl 
preach  in  order  to  thrive. 

By   Wendy  ZeU.ner  in   Dallas,   n< 
Louis  Lavelle  in  New  York 
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CERTIFIED  PRE-OWNED  LEXUS 


Other  Cars  Are  Pre-Owned. 
But  That's  Where  The  Similarities  End. 


Truth  be  told,  Certified  Pre-Owned  Lexus  Vehicles  have  more  in  common  with  new 
cars.  Like  the  "Lexus  of  warranties"  that  backs  them  for  three  years  from  your  purchase 
date  or  100,000  total  vehicle  miles*  A  complimentary  loaner  car.1  Extremely  competi- 
tive financing  rates  and  lease  terms.  And  one  more  important  thing  that  separates  a 
Certified  Pre-Owned  Lexus  from  others:  They're  available 


CERTIFIED 

V  i  c-Oicti  c  tl 


only  at  your  Lexus  dealer.  Stop  by  for  a  test  drive  today.      only  at  your  lexus  dealer 


exuscpo.com 


<&2000  Lexus,  a  Division  of  Toyota  Motor  Sales,  U.S.A.,  Inc.  Lexus  reminds  you  to  wear  seatbelts.  secure  children  in  rear  seat,  obey  all  speed  laws  and  drive  responsibly. 
'See  your  Lexus  Certified  Pre-Owned  dealer  for  warranty  details.  \  Service  loaner  cars  available  on  warrantable  repairs  only. 
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COMMENTARY 


By  Joseph  Weber  with  Kerry  Capell 


CAUTION:  SINGLE-STOCK  FUTURES  AHEAD 


They  can  barely  contain  their  ex- 
citement at  Chicago's  financial 
exchanges  and  the  nation's  bro- 
kerage firms  that  specialize  in  fu- 
tures trading.  Later  this  year,  they'll 
be  marketing  futures  contracts  on  in- 
dividual stocks.  Already  they  are 
gleefully  counting  the  potential  buy- 
ers. "There  are  about  20-21  million 
people  trading  equities  out  there," 
crows  Joseph  Murphy,  chief  execu- 
tive officer  of  Refco  Global  Futures, 
a  leading  New  York-based  broker 
that's  planning  on  pushing  the  new- 
fangled investments.  "That's  a  natur- 
al audience  for  this." 


TOO  RISKY? 


Individual  investors, 
newly  permitted  to  trade,  may  be 
better  off  staying  away 


That  may  be  so.  But  when  future 
contracts  on  single  stocks  become 
available  on  Dec.  21  for  trading  by 
individual  investors,  most  people 
ought  to  run,  not  walk,  from  them. 
Promises  of  speculating  on  such  tony 
stocks  as  Microsoft,  Merck  and  Citi- 
group by  putting  as  little  as  20-25% 
down — compared  with  the  50%  mar- 
gin now  required  to  buy  stocks  on 
credit — will  likely  prove  to  be  a 
treacherous  siren's  song  for  most  in- 
dividuals. "The  vast,  vast  majority  of 
investors  should  not  be  in  the  fu- 
tures market,"  warns  John  F.  Mar- 
shall of  the  securities  firm  consultan- 
cy Marshall,  Tucker  &  Associates. 
"The  empirical  evidence  going  back 
for  decades  shows  that  smaller  in- 
vestors come  out  losers." 

One  big  problem — and  one  the 
marketers  are  unlikely  to  highlight — 
is  that  single-stock  futures  are  far 
riskier  than  stock-index  futures  or 
options.  Why?  For  one,  individual 
stocks  fluctuate  far  more  sharply 
than  broad-based  indexes.  For  anoth- 
er, the  margin  requirements  on  the 
new  futures  will  make  the  ramifica- 
tions of  trading  them  much  different 
than  options  or  regular  stocks. 

With  an  option,  an  investor  makes 
a  fixed  payment  for  the  right  to  pur- 
a  stock  for  a  specific  price  at 


some  future  date.  That's  all  he  can 
lose.  But  when  he  buys  a  single- 
stock  futures  contract,  he  deposits 
money  into  a  margin  account  equal- 
ing perhaps  just  20-25%  of  the  stock 
price;  the  exact  amount  has  yet  to  be 
set  by  regulators.  Then  he  must  add 
to  that  margin  every  day  if  the  stock 
price  drops.  Problem  is,  losses  could 
mount  fast  and  unpredictably.  A  20% 
move  in,  say,  Microsoft  could  wipe  an 
investor  out. 

Indeed,  worries  about  how  much 
the  odds  are  stacked  against  small 
investors — and  their  potential  loss- 
es— have  helped  keep  single-stock  fu- 
tures illegal  in 
the  U.S.  Con- 
gress legalized 
them  in  late 
December  only 
after  a  19-year 
lobbying  drive 
by  the  Chicago 
futures  exchanges  that  was  given 
new  life  by  the  competitive  threat 
raised  by  their  legalization  in  Britain. 
Such  futures  started  trading  at  Lon- 
don's International  Financial  Futures 
&  Options  Exchange  on  Jan.  29. 

To  be  sure,  these  contracts  will 
have  some  legitimate  use  for  institu- 
tions, who  can  start  trading  come 
August.  But  brokers  salivating  at  the 
opportunity  to  market  to  individual 
investors  should  hold  themselves  in 
check.  Regulators  plan  to  make  them 

determine  the  "suitability"  of  in- 

vestors  they  deal  with — and  be 
liable  for  choosing  bad 
ly.  An  aged  pension- 
er who  has  never   ■» 


bought  stock,  for  instance,  is  not  as 
sound  a  marketing  target  as  a  30- 
year-old  independently  wealthy  fi- 
nancier. Indeed,  firms  that  push  fu- 
tures on  naive  investors  will  risk 
lawsuits  and  disciplinary  actions. 

Yet  for  all  the  precautions,  it's 
likely  that  some  sophisticated  in- 
vestors will  still  get  burned.  Day- 
traders,  in  particular,  could  com- 
pound their  losses  if  they  jump  in 
without  adequate  knowledge. 

The  high  risks  may  be  the  reason 
these  products  are  off  to  a  fairly  slow 
start  in  the  U.  K.  In  the  second  week 
of  trading,  only  a  modest  36,370  fu- 
tures contracts  were  traded.  "They're 
dead  on  arrival,"  says  Robert  E. 
Whaley,  a  professor  of  finance  at 
Duke  University's  J.B.  Fuqua  School 
of  Business.  But,  once  marketers  in 
the  U.  S.  get  hold  of  them — especially 
given  the  cutthroat  rivalries  among 
the  Chicago  Board  of  Trade,  the 
Chicago  Board  Options  Exchange, 
and  the  Chicago  Mercantile  Ex- 
change— things  could  be  different. 
"We  intend  to  be  a  major  player," 
says  Merc  chairman  Scott  Gordon.  In- 
vestors, hang  on  to  your  wallets. 


Weber  covers  the  exchanges  in 
Chicago  while  Capell  covers  the  Lon- 
don markets. 
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<8>   Greetings  from  the  Internet 


\m  x 


>>  treat    ne 


right , 


treat    Pie     good  , 


treat    ne   like    you    really 


should  . 


>>your    data 


Your  data  doesn't  ask  for  much  as  it  travels  the  Internet.  Just  a  little  customer  service  if  Internet  traffic 
turns  to  gridlock  and  fingers  start  pointing.  With  Internap,  things  are  different.  Our  wily  engineers  monitor  the 
traffic  flow  across  all  major  backbones,  so  they  can  prevent  your  data  from  becoming  a  victim  of  the  Internet's 
inefficiencies.  Data  gets  all  the  respect  it  deserves,  day  or  night.  To  learn  more,  visit  www.internap.com 
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PATENT  POUNDING 
AT  AMAZON 

AMAZON.COM   WON'T   BE   ABLE 

to  stop  rivals  from  using  a 
single-click  online  purchasing 
method  similar  to  the  one  it 
claims  as  its  own  invention. 
On  Feb.  14,  a  federal  appeals 
panel  lifted  a  pretrial  order 
that  had  prevented  Barnes  & 
Noble  from  deploying  the 
"express  lane"  feature.  The 
ruling  does  not  ultimately  re- 
solve the  issue  of  whether 
Amazon  deserves  a  patent  on 
its  single-click  system.  But  it 
does  allow  Barnes  &  Noble 
customers  to  use  the  express 
lane  while  that  question  is 
being  considered  by  the 
three-member  Court  of  Ap- 
peals for  the  Federal  Circuit. 
The  case  is  on  the  cutting 
edge  of  so-called  "business 


CLOSING    BELL 


COLD  SNAP 

ConAgra  Foods  blamed  high 
energy  costs,  a  slowing  econ- 
omy, and  a  brutal  winter  for 
what  will  be  lower-than-ex- 
pected  earnings  in  the  final 
half  of  its  fiscal  year.  The  $27 
billion  Omaha  company,  with 
brands  such  as  Hunt's, 
Healthy  Choice,  La  Choy,  and 
Bumble  Bee  Tuna,  expects  a 
dip  in  its  second-half  pretax 
profits  of  about  $110  million, 
or  about  13(5  a  share  after- 
tax. On  Feb.  14,  the  day  after 
it  made  the  announcement, 
ConAgra's  stock  declined 
19.51%,  to  $20.01. 


0L_l 
JAN.  29  FEB.  14, '01 

Data:  Blnoinberg  Financial  Markets 


method  patents."  Critics  ar- 
gue that  Amazon's  claim  is 
one  of  the  most  extreme  ex- 
amples of  trying  to  patent  a 
commonsense  idea. 


A  FOUR-WHEEL 
RETIREMENT  PLAN 

HOW  DOES  DAIMLERCHRYSLER'S 
Chrysler  Group  plan  to  break 
even  by  mid-2002,  despite 
grim  prospects  this  year? 
One  novel  tactic:  cleaning  out 
older  workers  and  unsold  ve- 
hicles at  the  same  time.  The 
auto  maker  needs  to  shed 
26,000  hourly  and  salaried 
workers  as  part  of  an  ag- 
gressive restructuring  plan. 
So  retirement-age  assembly 
workers  will  get  an  extra 
$35,000  to  leave— half  in  cash, 
and  $17,500  toward  the  pur- 
chase of  a  new  Chrysler.  The 
carmaker  hopes  this  will  help 
nudge  more  employees  to- 
ward the  door.  If  Chrysler 
can  perk  up  flagging  sales  at 
the  same  time,  all  the  better. 


$10  MILLION: 

PAR  FOR  THE  COURSE 

IT  WAS  BOUND  TO  HAPPEN 
sooner  or  later.  2000  will  go 
down  in  history  as  the  year 
when  the  ceos  of  the  nation's 
biggest  companies  broke  the 
elusive  eight-figure  pay  bar- 
rier, earning  on  average 
$10.9  million,  according  to  a 
Pearl  Meyer  &  Partners  sur- 
vey of  50  companies.  That's 
a  16%  increase  over  1999, 
fueled  largely  by  stock  op- 
tions and  bonuses. 

While  shareholders  who 
watched  their  portfolios 
shrink  may  balk  at  the  pay 
hike,  it  does  have  some  logic. 
Most  corporate  boards  made 
their  pay  decisions  early  in 
the  year,  long  before  profits 
and  shareholder  returns 
turned  south  in  2000.  So  the 
big  pay  raise  is  actually  a  re- 
ward for  a  job  well  done — in 
1999.  So  will  next  year's  pay 
raises  reflect  the  2000  mar- 
ket debacle? 


HEADLINER:  RICHARD  BELLUZZO 


JUST  A  YEAR  INTO  THE  CEO 

job  at  Microsoft,  Steven 
Ballmer  is  already  putting 
his  mark  on  the  compa- 
ny. In  short  order, 
Ballmer  has  shuf- 
fled executives 
around, sent  a 
few  packing, 
and  put  a  team 
in  place  that  is 
distinctly  his. 
On  Feb.  14  came 
Ballmer's  boldest 
move  yet:  naming  Richard 
Belluzzo  as  president  and 
chief  operating  officer. 

Belluzzo  joined  Microsoft 
in  September,  1999.  He 
started  by  heading  up  the 
software  giant's  long- 
foundering  Internet  opera- 
tions. As  that  business  im- 
proved, Belluzzo  gained 
more  power,  overseeing  the 


division  that's  responsible 
for  creating  many  of  Mi- 
crosoft's next-generation 
Internet  services.  Now, 
he'll  be  overseeing 
the  business  oper- 
ations, sales  and^ 
marketing, 
and  business 
development  at 
the  $23  billion 
company. 
It's  not  a  role  ir 
which  Belluzzo  has 
succeeded  before.  As  ceo 
at  Silicon  Graphics,  he 
failed  to  reverse  the  com- 
puter maker's  slide — and 
resigned  after  20  months 
on  the  job.  Shortly  after, 
he  told  BusinessWeek  that 
he  would  be  interested  in 
top  job  again.  He's  just 
gotten  his  second  chance. 
Jay  Greer 


GITI  HEADS 
FORTHEBURBS 

CITIGROUP  IS  BULKING  UP  ITS 

New  York  metro  presence. 
The  nearly  $800  billion-in-as- 
sets  bank  said  on  Feb.  12  it 
would  buy  100  branches  of 
European  American  Bank 
from  Dutch  group  ABN  Amro 
for  $1.6  billion,  eab  brings 
Citigroup  a  big  increase  in 
depositors  in  wealthy,  dense- 
ly populated  Long  Island. 
The  deal  will  also  add  more 
than  $15  billion  in  assets.  EAB 
ceo  Edward  Travaglianti  will 
stay  on  at  Citigroup  as  pres- 
ident of  the  newly  created 
commercial  markets  group. 


A  NEW  CHEF  AT 
WILLIAMS-SONOMA 


INVESTORS  APPLAUDED  THR 
appointment  of  Dale  Hilpert 
as  chief  executive  of  home- 
goods  retailer  Williams-Sono- 
ma. On  Feb.  13,  they  sent 
the  stock  up  8%,  to  $26.90. 


Hilpert,  57,  is  ceo  of  Venafc 
Group,  a  $4  billion  global 
tailer    that    was    formerl 
Woolworth  Corp.  He  is  e 
pected  to  breathe  new  li| 
into  the  struggling  San  Fr 
cisco  kitchen-equipment  chs 
Hilpert  will  have  plenty 
fix  when  he  assumes  his  n 
duties  on  Apr.  2.  The  top 
orities:  streamline  internal 
erations  such  as  invento 
rethink  the  chain's  grow 
plans,  and  improve  merch 
dising  at  its  Williams-Son 
ma  and  Pottery  Barn  stort 
analysts  say. 


ETCETERA... 


■  Marriott  International 
Bulgari   will   launch   a 
luxury  hotel  brand. 

■  Goodyear  Tire  &   Rubb 
is  eliminating  7,200  jobs, 
nearly  7%  of  its  workforce 

■  Quokka  Sports,  which  pi 
vidcs  online  spoils  prograj 
ming,  will  trim  staff  by  59' 
or  217  jobs. 
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Catch  the  wave  of  the  future. 


Digital  Light  Processing    technology  j, 

oy  Texas  Instruments  is  revolutionizin  * 

the  projection  industry.  With  D' 

naging  technology,  leading  manufactu 

are  creating  the  lightest  i 

fact, 


n'  pai 

iperf 


nig* 


brightest  projectors  n\ 
processor  is  unleashing  (  h* 
new  category  of  ultralight,  microportable 
projectors  that  are  half  the  weight  of  your  notebook 
computer.  So  now  you  can  deliver  the  impact 
and  crisp  clarity  of  digital  quality,  wherever  your  tra 
takes  you.  From  microportable  and  large-scree 
projectors  to  high-definition  home  entertainment  and  digi 
cinema,  Tl  provides  the  premier  digital  solution  for 
all  of  your  projection  needs.  To  find  out  more  about 
technology  and  the  products  it  enables,  visit  our 
Web  site  or  call  1-888-DLP-BY-TI. 


www.dlp.com 
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rOUGHER  BANKRUPTCY  LAWS 
-COMPLIMENTS  OF  MBNA? 


ast  December,  as  Congress  struggled  to  wrap  up  a  lame- 
duck  session,  it  sent  President  Clinton  an  overhaul  of 
bankruptcy  laws.  The  bill,  the  most  sweeping  change  in 
nkruptcy  policy  in  two  decades,  had  handily  passed  both 
uses.  But  Clinton,  complaining  that  it  was  unfair  to  those 
10  fall  on  hard  times,  let  it  die.  That  was  a  big  disappoint- 
nt  to  credit-card  issuer  MBNA  Corp.,  which  has  spent  sev- 
il  years  lobbying  for  a  bankruptcy  rewrite  and  stands  to  be 
;  biggest  beneficiary  of  an  overhaul. 
Now,  MBNA  is  about  to  hit  pay  dirt.  New 
nkruptcy  legislation  is  on  a  fast  track.  Judi- 
ry  panels  in  the  House  and  Senate  have 
Id  perfunctory  hearings,  and  a  bill  could  be 
the  House  and  Senate  floors  as  early  as 
e  February.  A  White  House  spokesman  has 
licated  that  George  W.  Bush  will  sign  it. 
The  bill — a  carbon  copy  of  last  year's  ver- 
n — is  aimed  at  stopping  consumers  from  dis- 
cing debts  they  can  afford  to  repay.  It  would 
ablish  a  "needs-based"  formula  that  would 
.ermine  whether  debtors  can  pay  off  part 
their  debt  under  court  supervision.  Those 
•ning  at  or  above  the  median  for  their  state 
uld  have  to  make  good  on  at  least  part  of 
ir  obligations. 

IGESSE.  While  this  would  help  all  lenders,  it 
•ecially  benefits  MBNA,  the  world's  largest 
dit-card  issuer.  The  credit  that  MBNA  and  its  ~ 
ow  plastic-issuers  extend  is  typically  unsecured,  so  they 
e  less  recourse  than  other  creditors  when  a  customer  can't 
I  Morgan  Stanley  Dean  Witter  analyst  Kenneth  A.  Posner 
mates  that  the  overhaul  could  boost  credit-card  issuers' 
nings  by  5%  this  year.  For  MBNA,  that  could  mean  some  $75 
lion  more  in  profit,  based  on  third-quarter  earnings. 
Vith  that  kind  of  payoff,  the  company  has  been  pushing 
d  for  the  bill — and  the  election  of  a  President  who  will 
it.  In  Campaign  2000,  mbna  employees  contributed 


MBNA'S  CAWLEY:  Bush  pal 


$237,675  to  Bush,  making  them  the  candidate's  single  biggest 
source  of  cash,  according  to  the  Center  for  Responsive  Poli- 
tics, a  campaign-finance  think  tank  in  Washington.  On  the  soft- 
money  side,  mbna  chipped  in  nearly  $600,000,  with  about 
two-thirds  going  to  the  gop.  (Most  of  the  rest  went  to  a 
Democratic  Party  committee.)  On  top  of  that,  mbna  Chairman 
and  ceo  Alfred  Lerner  and  his  wife,  Norma,  each  kicked  in 
$250,000  to  the  Republicans.  Charles  M.  Cawley,  ceo  of 
mbna's  bank  unit  and  a  friend  of  Bush  Sr.,  organized  fund-rais- 
ers and  gave  $18,660  to  Bush  and  the  GOP. 

Much  of  the  money  flowed  in  the  second  half 
of  last  year,  when  the  bankruptcy  bill  was  mov- 
ing on  Capitol  Hill.  One  example:  On  the  same 
day  the  House  gave  final  approval,  mbna  ponied 
up  $100,000  for  the  Republican  Party.  "This  is 
just  a  real  good  illustration  of  the  way  things 
work  in  Washington:  Money  is  given,  money 
is  given  strategically,  [and]  money  is  given  by 
industries  for  a  particular  purpose,"  says  Celia 
Viggo  Wexler,  author  of  a  Common  Cause  re- 
port on  consumer-credit  companies'  political 
giving.  Adds  Edmund  Mierzwinski,  consumer  di- 
rector for  the  U.S.  Public  Interest  Research 
Group:  mbna's  largesse  is  "clearly  money  well 
spent"  Lerner,  Cawley,  and  an  MBNA  spokesman 
did  not  return  calls  seeking  comment. 

Consumer  groups  say  they'll  continue  to  fight 
_  the  bill,  which  they  contend  is  especially  ill-ad- 
vised in  the  slowing  economy.  After  falling  12%  from  a  high  of 
1.44  million  in  1998,  bankruptcy  filings  are  ticking  up  again. 
One  early  report  shows  cases  in  January  rose  15%  over  a  year 
ago.  A  handful  of  Democrats  will  seek  to  soften  the  bill's  im- 
pact on  indebted  consumers,  but  quick  approval  seems  guar- 
anteed. "This  legislation  is  on  a  downward  ski  slope,  never  to 
be  stopped,"  said  Representative  Sheila  Jackson  Lee  (D-Tex.) 
at  a  recent  hearing.  And  smoothing  the  way  is  mbna. 

By  Christopher  H.  Schmitt 


CAPITAL  WRAPUP 


JSH  VS.  LABOR? 


Union  officials  are  steaming  over 
iat  they  see  as  President  Bush's  pro- 
isiness  tflt  in  labor-management  rela- 
•ns.  Bush  on  Feb.  9  signaled  that  he 
ght  intervene  in  the  long  labor  dis- 
te  between  Northwest  Airlines  and 
mechanics  union  if  the  two  sides 
n't  reach  a  settlement  by  Mar.  12. 
ish's  move  is  unusual:  It  came  at  the 
ut  of  a  30-day  "cooling  off'  period, 
d  thus  could  further  delay  the  threat 
a  strike — labor's  trump  card.  Labor 
iders  say  Bush's  ties  to  current  and 


former  Northwest  officials  explain  his 
action:  Frederic  Malek,  a  board  member 
and  former  president,  was  one  of  W.'s 
partners  in  the  Texas  Rangers  baseball 
team.  Malek  says  he  has  not  spoken  to 
the  President  or  anyone  else  in  govern- 
ment about  the  Northwest  situation, 
"nor  would  I  think  of  doing  so."  And 
Elaine  Chao,  Bush's  new  Labor  Secre- 
tary, resigned  as  a  Northwest  director 
after  her  Cabinet  nomination.  She  has 
recused  herself  for  one  year  from  any 
Northwest  matters,  says  a  spokesman. 

By  Aixa  M.  Pascual  in  Atlanta  and 
Nicole  St.  Pierre 


AMWR  OIL  SUPPORT  SINKS 

►  Alaska  Senator  Frank  Murkowski 
soon  will  offer  a  consensus  gop  bill  to 
allow  oil  and  natural  gas  drilling  in  the 
Arctic  National  Wildlife  Refuge.  The 
plan,  backed  by  Bush,  is  designed  to 
reduce  reliance  on  overseas  oil.  But 
political  support  may  be  dwindling.  On 
Feb.  14,  Murkowski  conceded  that 
some  of  his  gop  colleagues  have  said 
they  can't  back  the  bill  for  fear  that 
environmental  groups  will  run  ads 
against  them.  And  Senator  John  Kerry 
(D-Mass.)  has  threatened  a  filibuster. 
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INDIA 


INDIA  3.0 

Its  software  outfits  take  on  the  world 


These  days  when  Vivek  Paul  heads 
to  work,  he  often  wears  a  blue 
denim  shirt  with  the  letters  "ff" 
stitched  to  the  pocket.  The  let- 
ters stand  for  Fast  Forward.  And  they 
neatly  sum  up  Paul's  ambitions  for 
Wipro  Technologies,  the  Bangalore- 
based  company  of  which  he  is  presi- 
dent. Wipro  over  the  past  half-century 
has  transformed  itself  from  a  vegetable 
and  edible-oils  trader  into  India's  largest 
listed  software  services  company.  To- 
day, Wipro  routinely  wins  multimillion- 
dollar  contracts  from  the  likes  of  Gen- 
eral Electric,  Home  Depot,  and  Nokia 
and  this  year  is  expected  to  rack  up 
$392  million  in  revenues. 

Now,  Paul  is  thinking  bigger.  Much 
bigger.  His  goal:  to  change  Wipro  from  a 
provider  of  unglamorous,  back-office 
code-writing  into  a  $4  billion  multina- 
tional that  offers  end-to-end  software 
solutions.  The  idea  is  to  take  on  IBM 
Global  Consulting,  Accenture,  and  Elec- 
tronic Data  Service,  the  leviathans  of 


the  industry.  "We  want  to  be  a  tech 
powerhouse,"  says  Paul,  a  former  GE 
executive  who  has  been  Wipro  vice- 
chairman  and  president  since  July  of 
1999.  By  2004,  Paul  wants  Wipro  to 
rank  among  the  top  10  IT  service  com- 
panies on  the  planet.  Even  he  concedes 
that  "it's  a  completely  audacious  goal." 
That  it  is.  But  Paul  is  not  some  lone- 
ly maverick.  Like  Wipro,  other  lead- 
ing Indian  companies  such  as  Infosys 
Technologies,  Tata  Consultancy  Ser- 
vices (tcs),  and  Satayam  Computer  are 
no  longer  content  to  dominate  the 
anonymous  but  low-risk  business  of 
writing  code  on  contract.  All  are  push- 
ing upstream  into  more  lucrative  full- 
service  consulting.  Not  only  that,  rest- 
less young  Indians  are  leaving  secure 
jobs  at  Indian  companies  to  create  orig- 
inal software  for  Western  markets. 

Scaling  the  value  chain  is  a  matter  of 
survival.  While  the  likes  of  Wipro  and 
Infosys  continue  to  report  triple-digit 
profit  increases,  they  are  facing  in- 
creasing competition 
from  such  low-cost  Asian 
nations  as  China,  the 
Philippines,  and  Vietnam. 
While  a  Bangalore  pro- 
grammer earns  just  $800 
a  month,  salaries  are  ris- 
ing 15%  a  year. 
SQUEEZE.  At  the  same 
time,  such  Western  con- 
sulting firms  as  Price- 
waterhouseCoopers  (pwc) 
and  Accenture,  formerly 
Andersen  Consulting,  are 
entering  the  low-margin 
coding  business.  In  the 
past  two  years,  both  com- 
panies have  opened  Asian 
software  centers,  in  Cal- 


FAST  FORWARD 


Paul  wants  Wipro  to 
challenge  the  likes  of 
IBM  Global  and  EDS 


f 


cutta  and  Manila,  respectively.  The  ]  I 
dians,  says  Ravi  Trivedy,  head  of  Lgj  | 
strategy  for  pwc  in  India,  "are  getti  m 
squeezed  on  all  sides."  So  before  t  Iifa 
vise  tightens,  Bangalore's  best  are  i  hi  : 
tempting  to  break  out  beyond  their  cc  j;<  ,■ 
services  business. 

They  have  a  long  way  to  go.  Indj  v 
software  companies  now  undertake  I 
range  of  jobs,  from  helping  Weste  |  \\ 
clients  integrate  old  mainframe-bas  h 
systems  into  new  e-commerce  platforr  i! 
to  setting  up  supply-chain  manager™  »  , 
systems,  to  helping  clients  spot  trer  L 
in  data  collected  about  their  custome 
Indian  programmers  have  carved  the  - 
selves  an  enviable  reputation.  Tales 
their    prowess    abound.    In    Janua 
Sycamore    Networks,    a    Chelmsfc 
(Mass.)  optical  networking  outfit,  neec  | 
to  crack  some  algorithmic  codes  fast, 
turned  to  Tejas  Networks,  a  Bangalt 
maker  of  optical  networking  equipm< 
in  which  Sycamore  has  a  stake.  Sy 
more  gave  Tejas'  six  designers 
days.  They  did  it  in  eight  hours. 

Yet  much  of  the  new  work  is  p 
ject-based.  What  Indian  companies  n 
want  are  wider-ranging  long-term  c 
tracts  that  encompass  a  client's  entin 
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ds.   This   means   consulting  on   IT 
itegy  as  well  as  designing  and  im- 
nenting  it.  For  the  likes  of  Wipro 
Infosys,  the  ultimate  money-spin- 
is  what  the  industry  calls  "business 
:ess  consulting."  That  involves  ad- 
ng  clients  how  to  adjust  their  man- 
ment  and  work  flow  to  mesh  effec- 
ly  with  their  technical  systems. 
"he  Western  giants  already  provide  a 
hora  of  such  services  to  a  roster  of 
;-chip  clients.  To  catch  up,  the  Indi- 
must  bring  in  outside  marketing, 
lagement,  and  top-drawer  consult- 
expertise.  Doing  so  means  Banga- 
's  executives  will  have  to  transform 
r  insular  companies  into  ■■■■■■■■ 
■  multinationals.  That  per- 
5  is  the  biggest  challenge — 
«   rang  to  run  a  far-flung  en- 
rise  that  includes  everyone 
i  Indian  engineers  to  Amer 


galore  and  Bombay  can  transform 
themselves  into  all-round  iT-solutions 
providers,  they  might  challenge  IBM, 
pwc,  and  Sapient.  Moreover,  with  cor- 
porate layoffs  again  the  fashion  in  the 
U.S.,  a  more  powerful  Indian  software 
industry  could  become  a  growing  threat 
to  American  white-collar  workers — or 
even  a  new  source  of  employment  for 
those  workers. 

BIG  STEPS.  Already,  companies  such  as 
Wipro  and  Infosys  are  plotting  strategy. 
For  his  part,  Wipro's  Paul  divides  the 
process  into  three  steps.  Step  one  is 
building  what  he  calls  industry  "verti- 
cals"— groups  that  combine  the  talents 

Software  Ambitions 


...AND  THE  NEW 

Offer  software  solutions 


of  engineers  and  business 
process  consultants.  Wipro 
now  has  1,200  staff  special- 
izing in  finance  and  insur- 
ance. But  so  far  it  has  hired 
only  60  or  so  business 
process  consultants,  most  of 
them  in  India.  Step  two  is 
recruiting  such  people.  Paul 
figures  Wipro  needs  to  add 
30,000  employees  over  the 
next  three  years. 

Step  three:  the  acquisi- 
tions required  to  grow  into 
a  globally  competitive  en- 
terprise. Both  Infosys  and 
Wipro  have  cast  an  acquis- 
itive eye  on  U.S.  e-com- 
merce  consulting  firms,  but 
neither  has  moved  because, 
despite  falling  stock  mar- 
kets, many  of  these  compa- 
nies remain  expensive.  Paul 
knows  he  can't  wait  forev- 
er. "With  acquisitions  we 
can  move  faster,"  he  says. 
"To  do  it  organically  will 
take  time." 
Apart  from  bulking  up,  India's  it  com- 
panies need  to  convince  clients  they  can 
handle  the  big  jobs.  In  many  cases, 
multinationals  that  hire  Indian  firms  to 
handle  low-end  work  are  sufficiently 
satisfied  with  the  price,  speed,  and  qual- 
ity of  the  service  that  they  ask  them 
back  for  more  sophisticated  work.  One 
such  company  is  Britain's  Thomas  Cook 
Financial  Services.  After  selecting  Wipro 
to  set  up  a  system  automating  Thomas 
Cook's  foreign  currency  purchases,  it 
hired  the  Indian  firm  to  put  the  sys- 
tem online.  Thomas  Cook's  chief  infor- 
mation officer,  Neil  Harrison,  reckons 
Wipro  will  "be  a  force  in  two  years." 
■■■■■■  While  Indian  companies  con- 
tinue to  chase  big  multination- 
als, they  also  are  targeting 
midsize  businesses.  One  is 
EveryD.com,  a  new  online  com- 
munity for  Japanese  housewives 


THE  OLD  MODEL... 

•  Write  code  to  spec  for 

marketers  to  Vietnamese      .?.!?..?..!?"„! i°Lk.^..CUSl0^.e^SyS.te^.S...      that  provides  everything  from 

-jockeys,   pwc's   Trivedy     •  Long-distance  mainte-       •  Outsource  simple  code       shopping  to  banking.  EveryD 

work  to  cheaper  countries      Paid  Infosys  $9  million  to  set 

it  all  up — from  devising  the 
business  plan  to  designing  the 


pwcs 
ons  "all  that  stuff  is  out  of 
reach." 
rhaps,  but  U.S.  and  Eu 


nance  of  client  software 

•  Doing  small  portions  of      •  create  and  market  soft- 

■""'I'"'     ""■"     »-"«-"     «"<-•     J-Ji*  I  ertlnfi/\r>p  /■  ...  UUOH1COO     Ulrlll     (,U    UCS1UIUI1K     lilt" 

an  firms  are  according  the      .larf.e..so!ut,0.ns ware  for  Western  markets       porta]  to  WTiting  the  software  it 

«is  growing  respect.  If  the      •  Compete  on  price  •  Compete  on  quality  runs  °n.  EveryD's  chief  financial 

says 


ing  it  companies  of  Ban- 


officer,    Shibata    Iwao, 


BusinessWeek  /  February  26,  2001  45 


International  Business 


though  Infosys  wasn't  the 
cheapest,  it  had  expertise  in 
e-banking  and  e-tailing  at  the 
front  and  back  ends  of  the 
business.  "Infosys'  expertise 
in  a  variety  of  areas  and  tech- 
nology is  deep,"  says  Iwao. 
"And  they  deliver  on  time." 

An  early  American  cus- 
tomer was  TVansportation.com, 
an  affiliate  of  the  $3  billion 
Kansas-based  trucking  com- 
pany Yellow  Corp.  Trans- 
portation.com  hired  Infosys  in 
1998  to  write  logistics  man- 
agement software.  Since  then 
it  has  given  Infosys  more 
jobs.  Transportation. corn's 
chief  technology  officer,  Dan 
Bentzinger,  says  he  prefers  working 
with  Infosys  over  the  big  U.S.  firms 
because  it  helped  TVansportation.com 
discover  its  customers'  needs  and  de- 
signed the  software  to  fit.  Bentzinger 
adds  that  where  the  biggies  are  adept 
at  strategizing  and  schmoozing  the  ceo, 
Infosys  is  better  at  implementation.  "I 
am  wondering  how  Accenture  and  IBM 
will  compete  with  them,"  he  says. 
MOVING  ABROAD.  To  get  close  to  cus- 
tomers, Indian  executives  are  shifting 
overseas.  One  is  Rajesh  Hukku,  the  42- 
year-old  chairman  of  Bombay-based  i- 
Flex  Solutions,  a  financial-services  soft- 
ware maker.  In  1997,  Hukku  moved  to 
Parsippany,  N.J.  He  regularly  goes  on 
sales  calls,  seals  deals,  and  pushes  his 
product  at  industry  forums.  To  bring  a 
more  global  complexion  to  the  company, 
Hukku  has  been  hiring  managers  from 
London  to  Buenos  Aires,  and  has  posted 
about  a  quarter  of  his  1,450  employees 
to  four  continents. 

A  year  ago,  when  Pradeep  Singh 
formed  Talisma  Corp.,  a  customer-rela- 
tions-management software  maker,  he 


based  it  in  Seattle,  where  he  could  get 
U.  S.  salespeople  to  push  his  made-in-In- 
dia  product.  The  global  approach  seems 
to  be  working.  Talisma  has  19  offices  in  7 
countries  serving  such  clients  as  GE, 
Citibank,  and  EMI  Records.  The  latter 
purchased  Talisma  software  that  lets  the 
London-based  company  communicate 
with  artists'  fans  and  boost  its  customer 
database.  "We  like  its  sophistication  and 
simplicity,"  says  Fergal  Gara,  emi's  di- 
rector of  new  media.  "We  think  it's  going 
to  give  us  a  good  payback." 

Another  way  Indian  it  companies 
hope  to  grow  is  by  taking  control  of 
their  software.  One  company  doing  that 
is  tcs.  Instead  of  writing  code  for  a 
client  and  then  handing  it  all  over,  the 
company  retains  blocks  it  can  sell  else- 
where. After  tcs  developed  a  custodial- 
services  program  for  Standard  Char- 
tered Bank's  Singapore  branch,  the  two 
companies  split  ownership  of  the  soft- 
ware and  are  selling  it  to  other  banks. 
The  strategy  has  risks,  though.  Mohan 
Kumar,  general  manager  of  Motorola 
Inc.'s  Asia-Pacific  global  software  and 


GLOBAL  REACH 


Bombay-based  i-Flex's 
Chairman  Hukku  moved 
to  New  Jersey  and  hired 
execs  from  all  over  the 
globe 


■: 


solutions  group  in  Bangalo 
won't  do  business  with  a  soj 
ware  services  company  t 
takes  programs  developed  1 
him  and  then  sells  them 
someone  else. 

To  succeed  in  their  bre 
out  bid,  the  Indians  will  ha 
to  overcome  their  cons< 
vatism.  Entering  the  prodi 
business  means  being  willing  to  lc 
money  in  the  short  term.  "That's  ana 
ema  to  Indian  investors,"  says  the  mi 
aging  director  for  a  major  Western 
curities  house  in  Bombay.  Moreov 
companies  that  aspire  to  enter  the  hij 
end  consulting  business  will  need  to  p; 
with  cash  to  acquire  U.S.  or  Europe 
companies — another  challenge  for  c; 
tious  Indian  managers.  "They  study 
acquisition  to  death,"  the  analyst  say 
But  Indians  realize  they  must  chan 
Aware  of  the  pain  that  mighty  com] 
nies  like  Daimler  have  encountered 
taking  over  U.S.  companies,  Wipr 
Paul  says  he's  been  reluctant  to  t, 
the  plunge.  But  he  knows  he  mu 
'We're  not  going  to  be  a  $4  billion  cc 
pany  doing  the  work  we're  doing 
day,"  he  says.  So  he's  preparing  to  st 
making  deals.  "Luck  favors  the  brav 
he  says.  As  India's  software  compan 
try  to  climb  the  world's  IT  ladder,  the 
need  all  the  bravery  they  can  muste 
By  Bruce  Einhorn  and  Manj 
Kripalani  in  Bangalore,  with  Pete  1 
gardio  in  New  York 


INDIA'S  TECH  SECTOR  IS  A  JEWEL 


•  IT  exports  are  growing  50%  a  year 
and  are  expected  to  hit  $6.3  billion 
for  fiscal  2000,  or  15%  of  GDP 

•  India  graduates  125,000  engineers 
a  year,  second  only  to  the  U.S. 

•  More  than  180  of  the  500  top 
multinationals  outsource  their  IT 
needs  to  Indian  companies 

•  R&D  spending  is  up  from  an  aver- 
age of  2.5%  of  revenues  in  1997-98 
to  3.5%  in  1999-2000 


Great  Expectations 


.BUT  MUST  ADD  VALUE  TO  SHINE  ON. 


•  IT-services  companies  need  global 
marketing  expertise 

•  They  have  to  put  more  R&D  into 
high-margin  products 

•  Conservative  Indian  executives 
need  to  take  more  risks 

•  India  lacks  IT-savvy  accountants, 
lawyers,  and  venture  capitalists  with 
management  expertise 

•  Telecommunications,  power,  roads, 
and  airports  require  major  upgrades 


.AND  MEET  INVESTORS'  DEMANDS 


Stock  growth  of  three  key  companie, 
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Compare  and  Save 


Net2Phone  Direct  Calling  Card  vs.  other  cards 


Carrier 

Rate* 

Connection 
Fee 
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Call 
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3.9e 

Oe 

20c 
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$37.40 
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Calling  Card 

75c 

$1.25 

$5.00 

$48.00 

AT&T 

One  Rate 

250 

Oe 
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$10.50 

*    Payphone  or  cellular  surcharges  may  apply.  3  9e  domestic  rate  available  in  select  metro  areas  with  local  access 
numbers.  Calls  made  without  local  access  numbers  are  6.9e  a  minute.  Rates  subject  to  change  without  notice.  99c 
monthly  service  charge 

"*  Comparison  rates  tor  domestic  calls  obtained  from  MCI,  Sprint,  AT&T,  and  Net2Phone  Internet  web  sites  as  of  November, 
2000  Cumulative  savings  based  on  ten  5  minute  calls. 

Only  the  NetlPhone  Direct"'  Prepaid  Calling  Card  offers  an  incredibly  low  3.9#  a  minute  U.S.  rate, 
24  hours  a  day,  7  days  a  week. 


•  Guaranteed  up  to  100  Minutes  FREE 

•  U.S.  rates  as  low  as  3.9#  a  minute 

•  International  rates  as  low  as  7.9#  a  min. 

•  Your  minutes  never  expire 


•  Keep  your  present  phone  company 

•  No  Connection  Charges 

•  No  Minimum  Call  Length 

•  No  Contracts 


Call  now  and  find  out  how  you  can  get  up  to  1500  FREE  minutes 


Get  your  FREE  gift! 


Sign  up  now  and 
receive  a  FREE  CD  that 
ets  you  make  FREE*  phone 
calls  to  any  phone  in  the 
U.S.A.  right  from  your  PCI 
While  supplies  last. 


Use  a  VXI  Parrott 
Headset  recommended  by 
Net2Phone  for  all  your 
PC  phone  calls.  Visit 
wwvv.vxicorp.com 


1-888-429-7903 

www.net2phonedirect.com 

net2phone 
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apply  Cellular  charges  additional  Call  your  cellular  provider  for  details.  Minimum  $25  calling  card  purchase  required.  Free  PC  calls  are  U  S  to  U.S.  only 
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RIDING  TOGETHER 

Will  cooperation  help  Mitsubishi  and  Chrysler  turn  the  corner 


m 


: 


DOG 
( 

ODG 

ILAI 
Chrysler  boss  Jiirgen  E.  Schrempp  ei  . , : 

gineered  the  1998  merger,  few  of  tl 

promised  synergies  between  Merced*  B 

and  its  mass-market  cousin,  Chrysle  a 

have  materialized.  But  Mitsubishi  is 

mass-marketer,  too,  so  maybe  it  ca  U 

make  music  with  Chrysler.  "The  re£  I  - 

significant  savings  in  DaimlerChrysk 

are  going  to  come  from  synergies  b  ft 1); 

tween  Chrysler  and  Mitsubishi,  n(  ;  \ 

Chrysler  and  Mercedes  k  in 

Schaum  says. 

First,  though,  come  tl  . . 

fixes.  Chrysler  lost  $1  ke 

billion  in  the  second  ha  Ifli 


Chrysler  Corp.  and  longtime  part- 
ner Mitsubishi  Motor  Corp.  were 
on  different  tracks  in  the  late 
'90s.  Chrysler  was  racking  up 
huge  profits  on  its  minivans,  Jeep  suvs, 
and  Dodge  trucks.  Mitsubishi  was 
launching  a  U.S.  rebound  of  its  own: 
The  Japanese  carmaker,  a  proud  part 
of  the  giant  Mitsubishi  keiretsu,  was 
determined  to  succeed  on  its  own  with 
models  engineered  and  designed  by  its 
Japanese  staff.  So  when  executives  from 
both  companies  met  in  1997  to  discuss 
future  collaboration,  the  partners  agreed 
only  to  keep  building  two  low-volume 
coupes  together.  "We  weren't  focused 
on  sharing  anything.  We  were  going  our 
separate  ways,"  says  Richard  0. 
Schaum,  Chrysler  Group  engineering 
executive  vice-president. 

Now,  Schaum  sees  only  one  way  for 
Chrysler  and  Mitsubishi  to  proceed — by 
forging  a  recovery  plan  together.  Both 
Chrysler  and  Mitsubishi  are  struggling 
to  stanch  a  flood  of  red  ink.  The  task  of 
fixing  both  companies  belongs  to  Ger- 
many's DaimlerChrysler,  which  bought 
Chrysler  in  1998  and  a  34%  control- 
ling stake  in  Mitsubishi  last  year.  Now, 
both  Mitsubishi  and  Chrysler  will  be 
unveiling  their  turnaround 
strategies  at  the 
end  of  February 
in    meetings    in 


MITSUBISHI'S 
SONOBE: 

Intent  on 

remaining 

independent 


Stuttgart  and  Tokyo.  These  plans  in- 
clude ambitious  schemes  to  combine 
the  companies'  engineering  and  design 
talents  and  jointly  produce  big  parts 
of  their  lineup  on  shared  platforms. 
The  total  savings  could  run  in  the 
billions. 

The  plans  represent  a  degree  of  co- 
operation neither  side  ever  contem- 
plated, and  they  form  a  part  of 
Chrysler's  strategy  that 


investors  transfixed  by   SYNERGIES?  Mitsubishi's 
the      German-American   excellence  in  engines 


drama  have  largely  over- 
looked.   Since    Daimler- 


could  boost  Chrysler 


CHRYSLER  AND  MITSUBISHI 

asuaoa 

CHRYSLER  Will  eliminate  26,000  positions,  close  six  plants,  and 
:ut  supplier  costs  by  15%. 

MITSUBISHI  May  sell  or  shut  plants  in  Australia  and  central 
lapan.  Prodded  by  Daimler,  may  speed  up  plans  to  cut  10%  of 
he  Japanese  workforce  and  cut  supplier  costs  up  to  20%. 


AND  TIE  UP 


)ODGE  NEON  AND  MITSUBISHI  MIRAGE  Will  be  designed 
md  engineered  together,  probably  by  specialists  in  Japan. 

)ODGE  STRATUS/SEBRING  AND  MITSUBISHI 

■ALANT/ECLIPSE  Sedans  and  coupes  will  be  designed  together,  with 

Ihrysler  taking  the  lead  role. 

IYUNDAI  Already  10%-owned  by  Daimler,  it  builds  models  for  Dodge  in 
lexico.  It  may  use  Chrysler  factory  space  to  expand  into  the  U.S. 


is  year,  the  DaimlerChrysler  unit 
lid  lose  an  additional  $2  billion.  Mit- 
:>ishi  was  already  struggling  last  year 
en  DaimlerChrysler  agreed  to  pay 
arly  $2  billion  for  the  34%  share, 
en,  in  July,  the  company  admitted 
'ering  up  vehicle  defects  for  20  years. 
sscs  for  the  fiscal  year  ending  Mar. 
are  expected  at  $1.2  billion,  on  sales 
$30  billion.  President  Takashi  Sonobe 


is  now  crafting  a  turnaround  with  a 
new  chief  operating  officer,  Daimler  ex- 
ecutive Rolf  Eckrodt.  Although  in 
Japan  only  since  Jan.  4,  Eckrodt  al- 
ready has  a  team  of  20  Germans,  Japan- 
ese, and  Americans  working  with  Mit- 
subishi staff. 

TOGETHERNESS.  The  Mitsubishi  plan 
may  well  mirror  the  Chrysler  plan  in  its 
toughness.  Chrysler  is  squeezing  sup- 
pliers for  15%  price  cuts,  laying  off  20% 
of  its  workforce,  closing  six  plants,  and 
trimming  $500  million  from  dealer-sup- 
port programs.  Eckrodt,  meanwhile,  is 
expected  to  speed  up  a  plan  to  cut  10% 
of  Mitsubishi's  Japanese  workforce  by 
2004.  One  plant  in  Australia  may  be 
shuttered,  as  well  as  one  of  three  un- 
derperforming  plants  in  Japan.  The  plan 
may  call  for  suppliers  to  reduce  costs  by 
as  much  as  20%.  Eckrodt  wants  man- 
agement, workers,  and  suppliers  to  get 
the  message.  "If  we  don't  all  start  at 
the  same  reference  point,  then  we  could 
have  a  real  problem,"  he  says. 

But   such   cuts   will   only   stop   the 
hemorrhaging.  Fixing  the  underlying 
problems  will  require  extensive  coopera- 
tion.   Both    Schaum    and 
Eckrodt  are  contem- 
plating ways  to  prof- 


DAIMLER'S 
ECKRODT:  In 

Japan  to  craft 
a  turnaround 
plan  with 
So?wbe 


SEBRING: 

Chrysler's 
baby 


it  from  Mitsubishi's  excellence  in  engines 
and  Chrysler's  flair  with  design.  Scenar- 
ios include  Mitsubishi  engineering  the 
next  Dodge  Neon  and  Mitsubishi 
Mirage      small      cars,      with 
Chrysler  reciprocating  on 
the  larger  Dodge  Stra- 
tus,   Chrysler   Sebring, 
and    Mitsubishi    Galant 
and  Eclipse  models. 

If  this  teamwork 
plays  out,  then  Mit- 
subishi and  Chrysler  will 
essentially  be  merging 
their  small-  and  midsize- 
car  operations.  Schaum 
says  every  joint  project 
can  prune  $100  million 
_  or  more  from  costs  by 
eliminating  duplicate  engineering,  saving 
on  tooling,  and  combining  resources  to 
design  components.  "It  starts  to  add 
up,"  says  an  understated  Schaum. 

Chrysler  and  Mitsubishi  might  also 
tap  Hyundai  Motors'  small-car  exper- 
tise. DaimlerChrysler  paid  $428  million 
last  year  for  a  10%  stake  in  the  Korean 
auto  maker,  mostly  for  its  heavy-truck 
business.  But  Hyundai  also  builds 
35,000  sedans  annually  for  Chrysler  in 
Mexico.  Hyundai's  desire  for  a  U.  S. 
manufacturing  base  will  likely  figure 
into  DaimlerChrysler's  plans,  too.  "If 
we  play  this  right,  there  are  lots  of 
opportunities  for  us  throughout  Asia," 
says  Rainer  Jahn,  president  of  Daimler- 
Chrysler's  sales  unit  in  Japan. 

Plenty  of  broader  issues  could  yet 
complicate  a  closer  alliance  between 
Mitsubishi  and  Chrysler.  Even  though 
Eckrodt  is  coordinating  his  moves  with 
Chrysler,  his  putative  boss,  Sonobe,  has 
made  it  clear  he  intends  to  run  Mit- 
subishi as  independently  as  possible. 
The  German  has  paid  court  to  the  top 
officials  of  Mitsubishi's  keiretsu.  But 
Mitsubishi  may  yet  resist  the  kind  of 
pain  that  Frenchman  Carlos  Ghosn  has 
inflicted  at  Nissan  Motor  Co. 

The  trump  card  in  the  Daimler  hand 
may  end  up  being  Mercedes-Benz  tech- 
nology. If  Chrysler  and  Mitsubishi  can 
craft  a  mass-market  strategy  that  cre- 
ates the  promised  volume  savings,  Mer- 
cedes can  offer  technology  in  transmis- 
sions and  other  areas  to  help  beef  up 
their  offerings.  And  Daimler  has  already 
proved  with  its  heavy-truck  business 
that  it  can  meld  a  global  operation  from 
different  cultures.  On  Feb.  26,  investors 
will  get  a  much  better  idea  of  Daim- 
ler's ability  to  build  another  global  busi- 
ness and  what  painful  steps  it  must 
take  to  get  there. 

By  Jtff  Gr^en  in  Detroit  and 
Chester  Dawson  in  Tokyo, 
with  Christine  N.  Tierney  in 
Frankfurt  and  Ihlwan  Moon 
in  Seoul 
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COMMENTARY 


By  David  Fairlamb 


GET  OUT  OF  THE  WAY  OF  BANK  MERGERS 


i 


On  Feb.  8,  the  European  Parlia- 
ment held  its  latest  spirited  de- 
bate on  the  need  for  a  single 
market  in  financial  services.  Numer- 
ous members  declared  that  progress 
is  too  slow  and  criticized  European 
Union  governments  for  delays  in 
breaking  down  national  barriers.  No 
one  in  Parliament,  though,  singled 
out  the  worst  offenders:  the  national 
central  banks,  which  have  done  so 
much  to  block  creation  of  the  pan- 
European  banks  needed  to  make  the 
single  financial  market  a  reality. 

The  central  banks  willing- 
ly gave  up  their  power  to 
set  interest  rates  when  the 
euro  was  launched  on  Jan. 
1,  1999;  now,  monetary  poli- 
cy is  the  province  of  the 
European  Central  Bank. 
But  the  central  banks  jeal- 
ously guard  their  remaining 
prerogatives.  And  one  of 
those  powers  is  their  abili- 
ty— formal  or  tacit — to  veto 
bank  takeovers  on  their  turf 
and  keep  outside  banks  at 
bay.  Repeatedly  in  the  past 
two  years,  central  banks 
have  blocked  cross-border 
mergers.  "It's  hardly  what 
you'd  expect  from  people 
who  claim  to  be  good  Euro- 
peans," says  the  chief  exec- 
utive of  a  French  bank. 
It's  what  you'd  expect 
from  die-hard  protectionists, 
however.  Early  last  year, 
Bank  of  Italy  Governor  An- 
tonio Fazio  undermined  the 
efforts  of  Spain's  Banco  Bil- 
bao Vizcaya  Argentaria  to 
merge  with  UniCredito  Ital- 
iano.  The  Bank  of  Italy  also 
prevented  BBVA  from  increas- 
ing its  10%  stake  in  Banca  Nazionale 
del  Lavoro.  In  1999,  when  France's 
Banque  Nationale  de  Paris  launched  a 
bid  for  Societe  Generale  and  Banque 
Paribas,  the  Bank  of  France  made  it 
crystal  clear  that  no  foreign  white 
knight  could  join  the  fray. 
CLEARANCE.  To  be  sure,  smaller  bor- 
der-hopping deals  have  gone  through: 
Britain's  HSBC  Group  acquired  Credit 
'  lommercial  de  France  last  year,  for 
example.  Europe  still  has  too  many 


banks,  though,  and  it  needs  giant 
mergers  and,  more  so,  acquisitions 
to  clear  things  up.  Yet  today,  bnp 
couldn't  possibly  get  clearance  to 
merge  with  Germany's  Dresdner 
Bank,  a  deal  that  European  financiers 
have  long  considered  sensible. 

The  irony  is  that,  unless  a  merger 
falls  afoul  of  eu  competition  rules, 
central  banks  should  have  no  real 
grounds  to  block  a  well-financed  deal. 
And  the  central  banks  rarely  oppose 
a  cross-border  merger  openly.  They 
don't  have  to.  All  it  takes  to  scupper 


BORDER  GUARD 


Bank  of  Italy 
Governor  Fazio  has 
undermined  BBVA's 
efforts  to  take  stakes 
in  two  Italian  banks 


a  financial-sector 
takeover  is  a  hint  of 
central  bank  opposi- 
tion. Few  bank  ceos 
will  defy  their  chief 
regulators. 

Even  when  central 
bankers  appear  to 
openly  flout  EU  dic- 
tates, they  get  away 
with  it.  That  happened  in  1999,  when 
the  Bank  of  Portugal  and  the  Por- 
tuguese Finance  Ministry  flatly  re- 
fused to  authorize  the  acquisition  of 
Antonio  Champalimaud's  financial 
services  group  by  Spain's  Banco  San- 
tander  Central  Hispano.  bsch  and 
the  eu  threatened  legal  action.  The 
impasse  ended  only  when  Champali- 
maud's group  was  divvied  up  be- 
tween bsch  and  Portugal's  state- 
owned  savings  bank,  Caixa  Geral  de 


I 


Depositos.  The  message  is  clear: 
"Even  if  the  European  Union  brings 
in  new  rules,  central  banks  will  still 
be  able  to  stand  in  the  way  of 
progress,"  says  the  French  banker. 
Central  bankers  don't  like  cross- 
border  banking  mergers  because 
they  sap  their  authority.  It  is,  after 
all,  the  central  bank  that  is  ultimate- 
ly responsible  for  national  bank  su- 
pervision under  eu  law.  But  that's 
not  the  whole  story.  Central  bankers  |er.  hi 
argue  in  private  that  local  control  of 
large  banks  is  in  the  national  inter- 
est, since  they  play  a  key 
role  in  financing  the  econo- 
my. They  also  want  at  least 
one  of  their  banks  to  become 
a  so-called  national  champion 
capable  of  competing  on  the 
European  stage.  That  means 
getting  domestic  banks  to 
merge  before  letting  in  for- 
eign predators. 

Ultimately,  protectionism 
weakens  the  banks  it  suppos- 
edly shelters.  Italian  banks 
are  among  the  best  protect- 
ed in  Europe,  but  apart  from 
a  few  institutions  like  Uni- 
credito  and  SanPaolo  imi, 
they're  bloated  and  ineffi- 
cient, as  are  others  in 
France  and  Germany. 

It's  time  for  the  central 
banks  to  give  up  the  back- 
room maneuvering.  Maybe  Brussels 
can  help  here.  Under  pressure  from 
big  banks  and  their  clients,  the  Eu- 
ropean Commission  is  pushing  to 
break  down  barriers  between  nation- 
al financial  services  industries.  Mean- 
while, financiers  are  hoping  the  intro- 
duction of  euro  notes  and  coins  next 
year  will  make  it  tougher  for  central 
banks  to  stand  in  the  way  of  border- 
less finance.  "When  the  euro  is  a  re- 
ality, it  will  change  public  percep- 
tions," says  BBVA  Co-Chairman 
Francisco  Gonzalez.  Dismantling  the 
barriers  cannot  happen  too  soon.  So 
long  as  central  bankers  distort  the 
free  market,  Europe's  great  mone- 
tary experiment  will  never  live  up  to 
its  full  potential. 
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Fairlamb   reports   on   European 
finance  from  Frankfurt. 
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CAN  BUSH  BREAK 

THE  STALEMATE  WITH  IRAQ? 


On  Feb.  26,  Kuwait  will  celebrate  the  10th  anniversary  of 
its  liberation  from  the  Iraqis.  But  as  Secretary  of  State 
Colin  L.  Powell  and  other  dignitaries  gather  in  the  oil- 
ich  emirate,  their  old  foe,  Saddam  Hussein,  will  be  thumb- 
ng  his  nose  across  the  border. 

Iraq  could  soon  turn  into  one  of  the  Bush  Administra- 
tion's most  vexing  problems.  In  recent  months,  Saddam  has 
nade  more  progress  in  restoring  his  standing  in  the  world 
han  he  has  in  the  past  10  years.  Delegations  from  Arab 
ind  international  capitals  land  at  Saddam  In- 
ernational  Airport  in  Baghdad  on  an  almost 
laily  basis.  Iraqi  Airways  is  flying  again,  and 
he  Iraqis  have  opened  a  new  oil  outlet  to 
leighboring  Syria — once  their  deadly  enemy. 

The  Iraqis  are  trying  to  exploit  the  world's 
.eed  for  their  oil  in  a  bid  to  wrest  control 
ver  their  oil  revenues  from  the  United  Na- 
ions.  Under  the  oil-for-food  program  begun  in 
996,  Iraqi  oil  revenues  are  paid  into  U.N.- 
ontrolled  accounts,  which  are  used  for  ap- 
roved  imports  such  as  food.  In  their  latest 
ambit,  the  Iraqis  are  demanding  that  their 
ustomers  pay  a  surcharge  of  up  to  50^  per 
arrel  directly  to  them  instead.  Many  cus- 
Dmers  are  balking.  But  that,  in  turn,  is 
rompting  the  Iraqis  to  produce  less  oil — 1.7 
lillion  barrels  per  day  in  January,  compared 
ith  2.6  million  last  fall.  Naturally,  the  cutback  ~ 
jntributes  to  higher  world  prices  for  oil. 
•OLATED.  Saddam  is  making  his  point.  Much  of  the  world 
aw  accepts  that  the  U.N.  sanctions  imposed  on  Iraq  since 
)90  should  be  eased  because  they  are  hurting  the  Iraqi 
eople  while  doing  little  to  change  the  regime.  Of  the  per- 
lanent  members  of  the  U.N.  Security  Council,  only  the 
1 S.  and  Britain  remain  strong  advocates  of  tight  controls  on 
•aqi  imports  and  oil  revenues.  "The  U.  S.  is  isolated  on  this 
sue,"  says  Raad  Alkadiri,  an  analyst  at  Washington  energy 


SADDAM:  Clever  PR 


consultant  ppc.  Washington  should  reformulate  its  Iraq  poli- 
cy before  sanctions  unravel  entirely,  he  adds. 

But  there  is  no  quick  fix,  and  the  Bush  Administration  is  in 
the  early  days  of  figuring  out  its  policy.  One  idea  under  dis- 
cussion is  boosting  U.  S.  support  for  the  Iraqi  opposition.  In 
early  February,  the  Treasury  Dept.  committed  $4  million  to 
the  Iraqi  National  Congress,  an  exile  group  in  London.  But 
Iraqi  opposition  groups  have  few  armed  followers  inside  Iraq, 
so  they  are  unlikely  to  pose  a  threat.  "Their  grip  on  what  mat- 
ters in  Iraqi  politics  is  small,"  says  Charles 
Tripp,  an  Iraq  specialist  at  University  of  Lon- 
don's School  of  Oriental  &  African  Studies. 

The  smartest  thing  for  Bush  &  Co.  may  be 
to  acknowledge  that  the  last  10  years  have 
shown  that  overthrowing  Saddam  is  difficult,  if 
not  impossible.  Then  they  could  hash  out  a 
more  effective  policy  in  consultation  with  re- 
gional allies  such  as  Saudi  Arabia,  Egypt, 
Kuwait,  and  Jordan.  Under  this  approach,  most 
sanctions  could  be  lifted  with  the  exception  of 
those  aimed  at  blocking  purchases  of  military 
equipment.  The  key  is  to  show  the  rest  of  the 
world  that  the  sanctions  are  aimed  at  pre- 
venting Saddam  from  rearming — not  punish- 
ing the  Iraqi  people. 

Allowing  the  Iraqis  more  control  over  oil 
revenues  might  begin  to  create  a  constituency 
~~  in  Baghdad  for  economic  development  rather 
than  regional  troublemaking.  That  could  be  a  bridge  to  the 
era  after  Saddam,  who  is  64.  But  such  a  major  shift  in  U.  S. 
policy  isn't  likely  early  in  a  new  Administration.  So  there  will 
probably  be  more  disruptions  of  Iraqi  oil  supplies  while  Sad- 
dam exploits  Arab-Israeli  tensions.  Already,  he  has  a  $10,000 
check  delivered  to  the  family  of  each  Palestinian  killed  in  the 
intifada.  Doubtless,  Saddam  has  bigger  tricks  up  his  sleeve. 

By  Stanley  Reed  in  London, 
with  Stan  Crock  in  Washington 


GLOBAL  WRAPUP 


ELECTION  FEVER  IN  POUND 


*  It's  months  until  key  parliamentary 
elections  in  Poland  in  September,  but 
already  the  campaign  is  revving  up. 
Die  post-communist  Democratic  Left 
Alliance  (sld)  fired  the  first  salvo  only 
lays  after  the  ruling  minority  Solidari- 
ty government  won  approval  for  its 
2001  budget  on  Feb.  3— heading  off 
jarly  elections,  sld  leader  Leszek  Miller 
sharply  criticized  Prime  Minister  Jerzy 
3uzek  for  Poland's  slowing  economic 
Growth  and  for  rising  unemployment, 
iross  domestic  product  is  expected  to 


rise  4.5%  this  year,  down  from  more 
than  5%  in  2000,  and  joblessness  tops 
15%.  Miller  has  outlined  plans  to  boost 
spending  to  spur  growth  if  his  party 
wins  the  election  in  September. 

An  sld  victory  is  favored.  One 
reason  is  that  voters  are  tired  after 
four  years  of  reforms  under  Buzek — 
from  overhauling  the  educational  sys- 
tem   and  launching  private  pensions 
to  restructuring  local  government. 
Now,  he's  rushing  to  ease  restrictive 
laws  that  make  it  hard  to  fire 
workers.  Labor  unions  oppose  the 
measures,  but  analysts  say  Buzek 


may  be  able  to  push  them  through. 
Meanwhile,  a  new  political  force  is 
rising  in  Poland.  In  late  January,  lead- 
ers of  Solidarity  and  Freedom  Union 
defected  from  their  parties  to  create 
Civic  Platform,  a  new  center-right 
group  favoring  faster  reform.  Polls 
show  17%  of  voters  support  Civic  Plat- 
form, vs.  13%  for  Solidarity  and  5% 
for  Freedom  Union,  while  39%  back 
the  leftists.  Thus,  Civic  Platform  has  a 
chance  to  become  Poland's  leading  op- 
position party,  setting  the  stage  for  a 
challenge  to  the  leftists  in  a  few  years. 
By  Bogdan  Turek  in  Warsaw 


BusinessWeek  /  February  26,  2001  51 


Corporate  Scoreboard 


^^    ^KiZfl       Wk 


PROFITS:  IT'S  NOT 
A  VERY  PRETTY  PICTURE 

Oil  companies  soared,  but  almost  everyone  else  took  a  major  hit  in  the  last  quarter 


• 
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ter. 


It  was  a  good  year  to  be  an  oil  ex- 
ecutive. But  for  most  of  the  rest  of 
Corporate  America,  2000  marked 
the  end  of  a  decade  of  economic  ex- 
uberance. That  much,  at  least,  is  clear 
from  the  mediocre  earnings  of  the  900 
companies  on  BusinessWeek's  Corpo- 


rate Scoreboard.  Profits  at  those  com- 
panies lurched  ahead  14%  last  year — 
which  sounds  impressive  until  you  com- 
pare it  with  the  robust  19%  gain  of 
1999.  Worst  of  all  is  the  direction 
things  are  headed:  In  the  fourth  quar- 
ter, the  bottom  dropped  out. 


Profits  in  the  last  three  months  oi  Ba: 
2000  fell  by  an  alarming  11%  from  the  Iptf 
year  before — the  worst  quarterly  show  np 
ing  since  the  recession  year  of  1991.  Bj 
contrast,  a  year  ago,  when  the  bloon  [costs 
was  not  yet  off  the  dot-com  rose  anc  wf 
California  still  had  lights,  earnings  ii  r  .. 


The  Leaders  in  2000  Sales  and  Profits 


THE  TOP  25  IN  SALES 


THE  TOP  25  IN  EARNINGS 


2000  SALES     PERCENT  CHANGE     1999 
IN  MILLIONS  FROM  1999    RANK 


EXXON  MOBIL 
WAL-MART  STORES 
GENERAL  MOTORS 
FORD  MOTOR 
GENERAL  ELECTRIC 

CITIGROUP 
ENRON 
IBM 
AT&T 


VERIZON  COMMUNICATIONS 


210,607 
186,167 
184,632 
170,064 
129,853 

111,826 

100,789 

88,396 

65,981 

64,707 
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16 
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3 
5 
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15 

6 

9 
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1  EXXON  MOBIL 

2  CITIGROUP 

3  GENERAL  ELECTRIC 

4  VERIZON  COMMUNICATIONS 

5  INTEL 

6  MICROSOFT 

7  PHILIP  MORRIS 

8  IBM 

9  SBC  COMMUNICATIONS 
10  BANK  OF  AMERICA 


2000  PROFITS 

PERCENT  CHANGE 

1999 

IN  MILLIONS 

FROM  1999 

RANK 

15,990 

102 

4 

13,519 

19 

2 

12,735 

19 

1 

10,810 

30 

18 
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8 

9,999 

14 
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8,510 

11 
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8,093 
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21 

10 

7,517 
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11 

PHILIP  MORRIS 

63,276 

2 

8 

11 

MERCK 

6,822 

16 

11 

12 

J.P.  MORGAN  CHASE 

60,065 

16 

29 

12 

ORACLE 

6,799 

372 

64 

13 

BANK  OF  AMERICA 

57,747 

12 

11 

13 

WAL-MART  STORES 

6,207 

19 

15 

*■ 

14 

SBC  COMMUNICATIONS 

51,476 

4 

12 

14 

J.P.  MORGAN  CHASE 

5,727 

-24 

14 

• 

15 

BOEING 

51,321 

-12 

10 

15 

AIG 

5,636 

11 

16 

' 

16 

TEXACO 

51,130 

43 

25 

16 

MORGAN  STANLEY  DEAN  WITTER 

5,456 

14 

17 

Ii 

17 

CHEVRON 

50,459 

42 

26 

17 

FORD  MOTOR 

5,410 

-17 

9 

- 

18 

DUKE  ENERGY 

49,318 

127 

66 

18 

CHEVRON 

5,185 

150 

43 

19 

HEWLETT-PACKARD 

48,782 

15 

13 

19 

JOHNSON  &  JOHNSON 

4,800 

15 

19 

1 

20 

KROGER 

47,549 

5 

NR 

20 

TYCO  INTERNATIONAL 

4,772 

149 

74 

21 

AIG 

45,972 

13 

19 

21 

GENERAL  MOTORS 

4,452 

-20 

12 

(, 

22 

MORGAN  STANLEY  DEAN  WITTER 

45,413 

30 

23 

22 

FANNIE  MAE 

4,416 

13 

23 

23 

MERRILL  LYNCH 

44,872 

27 

28 

23 

WORLDCOM 

4,238 

6 

22 

24 

HOME  DEPOT 

44,449 

22 

22 

24 

BELLSOUTH 

4,220 

22 

28 

25 

FANNIE  MAE 

44,089 

19 

21 

25 

BRISTOL-MYERS  SQUIBB 

4,096 

8 

20 

Data: 

yompustat,  provided  by  Standard 

&  Poor's 

nstitutional  Market  Services 

/Veek  /  I  ebruary  26,  2001 

fourth  quarter  rose  37%  year-to- 
r.  Need  more  evidence  of  how  things 
£  slowed  down?  Profit  margins,  ex- 
iing  extraordinary  items,  fell  to  4.6% 
he  fourth  quarter,  from  6.1%  a  year 
lier.  And  while  gross  domestic  prod- 
grew  3.5%  last  year,  growth  slowed 
in  annualized  rate  of  1.4%  in  the  last 
irter. 

^he   problem   for  most   companies 
;n't  finding  business — revenues  rose 
?  in  the  fourth  quarter  and  for  the 
r.    But    sales    outpaced    earnings, 
ch  got  hammered  by  skyrocketing 
rgy  prices — natural  gas  climbed  79% 
le  oil  was  up  by  57% — and  higher 
>r  costs.  In  the  fourth  quarter,  hourly 
ipensation  rose  6.6%,  boosting  unit 
>r  costs  by  4.1%,  the  biggest  jump  in 
months.  Now  there  are  signs  that 
:ious  consumers  are  pulling  in  the 
s  (page  54),  which  means  sales  are 
ly  to  slow  as  well.  And  economists 
l't  expecting  a  quick  letup.  "What 
ie  numbers  show  is  we're  moving 
a  major  earnings  recession,"  says 
ahen  S.  Roach,  chief  economist  at 
gan  Stanley  Dean  Witter. 
iROIT   DOLDRUMS.    Higher   energy 
es  made  big  winners  of  the  oil  com- 
es. Exxon  Mobil  Corp.  reported  the 
test-ever  annual  profit  for  a  public 
pany  in  2000.  It  had  net  income  of 
billion,  up  102%  from  1999.  Sales 
29%,  to  $210.6  billion.  High  crude 
ind  natural  gas  prices,  along  with 
•eftning  margins,  also  boosted  profits 
Texaco   Inc.   and   Chevron   Corp., 
:h  are  in  the  process  of  merging, 
16%  and  150%  respectively, 
ut  with  gasoline  prices  rising  and 
ing  bills  sucking  away  disposable 
me,  durable-goods  manufacturers 
I  hit  hard.  Auto-industry  profits  fell 
for  the  year  and  76%  in  the  fourth 
iter.  General  Motors  Corp.'s  sales 
i  so  weak — zero  gain  in  the  last 
iter  and  up  only  5%  for  the  year,  to 
.6  billion — that  for  the  first  time 
:  1984,  the  auto  giant  was  knocked 


off  its  perch  as  the  sales  leader.  It  fin- 
ished behind  Exxon  and  Wal-Mart 
Stores  Inc.,  whose  revenues  rose  21%, 
to  $186.2  billion,  gm  had  its  third-best 
year  for  profits  ever,  netting  $4.45  bil- 
lion. But  fourth-quarter  profits  slipped 
92%,  to  $89  million,  as  sales  slowed  amid 
rebates  and  discounts. 

The  jump  in  energy  costs  was  just 
one  of  the  problems  facing  steelmakers 
last  year.  Add  to  that  an  upsurge  of  im- 
ports and  the  abrupt  slowdown  for  big 
customers,  and  you  have  what  Thomas  J. 
Usher,  chairman  of  usx  Corp.,  U.  S.  Steel 
Group's  parent,  calls  a  "devastating  com- 
bination." The  company  reported  a  larg- 
er-than-expected  loss  of  $139  million  dur- 
ing a  fourth  quarter  in  which  it  lost  $53 
on  every  ton  of  steel  it  sold. 


Airlines,  meanwhile,  had  to  contend 
with  soaring  labor  costs.  UAL  Corp.,  the 
parent  of  United  Airlines  Inc.,  saw  its 
labor  costs  rise  11%  in  the  last  quarter 
as  it  recorded  a  $265  million  annual 
profit,  down  79%,  on  7%  higher  rev- 
enues of  $19.4  billion.  "We  don't  have  a 
revenue  problem,"  says  UAL  President 
Rono  J.  Dutta.  "Our  challenge  is  really 
on  the  cost  side.  We're  not  able  to  pass 
through  costs  quickly  enough"  to  offset 
higher  wages  and  fuel  bills.  Industry 
profits  fell  39%  in  the  year. 

For  some  sectors,  though,  there  is 
already  a  revenue  problem.  Computer 
buyers  hit  the  brakes  on  new  PC  pur- 
chases, cutting  revenues  by  7%  at  Gate- 
way Inc.  in  the  fourth  quarter.  Gate- 
way lost  $94.3  million  in  that  period, 


A  Spotlight  On  2000  Profits 
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What  a  quirky  way  to  end  the  year 
Revenues  in  the  fourth  quarter  of 
2000  shot  up  by  double  digits, 
but  earnings  declined  by  double 
digits — the  first  time  that  has 
happened  since  yearend  1990. 
Higher  energy  costs  put  a  big 
squeeze  on  the  bottom  lines  of 
many  manufacturers,  so  not 
surprisingly,  oil  companies 
were  the  big  winners.  Profits  at 
Exxon  Mobil,  Chevron,  and 
Texaco  all  climbed  at  least  100%. 
Merrill  Lynch  and  Citigroup 
helped  pace  smaller  gains  at 
financial  services  companies. 
But  poor  results  at  Bank  One 
and  First  Union  squelched 
overall  profit  growth  at  banks. 
The  books  are  closed  on  2000, 
and  companies  already  have 
their  hands  full  with  worries        i 
about  this  year.  -5 
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while  Compaq  Computer  Corp.  lost 
$672  million.  That  was  enough  to  rain  on 
what  had  otherwise  been  a  sunny  year 
for  chipmakers.  They  benefited  early 
from  unexpectedly  strong  demand  for 
PC  components  such  as  Pentium  III 
processors,  memory  chips,  and  mother- 
boards. Intel  Corp.,  for  instance,  saw 
its  fiscal  2000  revenue  rise  15%  over 
1999,  to  $33.7  billion  from  $29.4  billion. 
Net  income  rose  44%,  to  $10.5  billion 
from  $7.3  billion.  But  by  the  fourth 
quarter,  Intel's  sales  growth  had  slowed 
to  6%,  and  profits  were  up  only  4%.  In- 
tel is  moving  aggressively  to  speed 
adoption  of  its  new  Pentium  4  processor, 
but  analysts  warn  that  chip  sales  are 
likely  to  be  flat  in  the  first  half  as  U.  S. 
consumers  remain  uninterested  in  trad- 
ing in  their  old  PCs. 

As  business  slowed  and  heavily  in- 
debted consumers  began  having  prob- 
lems repaying  creditors,  some  big 
banks  had  to  deal  with  large  loan  loss- 
es. Stumbling  Bank  One  Corp.  closed 
2000  with  one  of  its  worst  quarters 
ever — a    $512    million    loss — and    in- 


creased loan-loss  reserves  by  $1  billion. 
The  challenge  for  telecom  companies 
is  whether  they  can  ramp  up  new  data 
services  fast  enough  to  replace  dwin- 
dling revenues  from  the  traditional 
phone  business.  They  didn't  come  close 
in  the  fourth  quarter,  when  industry 
profits  fell  66%.  Battered  by  low  long- 
distance rates  and  asset  write-offs, 
AT&T  posted  a  $1.6  billion  loss  in  the 
three-month  period,  and  profits  fell  42% 
for  the  year,  sbc  Communications  Inc.'s 
total  revenues  fell  5%  last  quarter  and 
profits  tumbled  25%,  but  the  company 
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claimed  progress  on  the  data  fror 
where  revenues  rose  nearly  42%  f 
the  full  year,  to  $7.5  billion,  sbc  h 
become  the  largest  U.  S.  supplier 
digital  subscriber  lines,  with  767,0 
DSL  customers  at  yearend.  Says  c 
Donald  E.  Kiernan:  "We  have  a  $7  t 
lion  to  $8  billion  revenue  stream 
data  that's  growing." 

So  there  is  some  good  news  abo|:'. 
profits.  There's  just  not  enough, 
pretty  clear  that  there  was  a  very  p: 
nounced  slowdown  in  the  second  half 
last  year,  which  is  still  working  its  w 
through  the  economy  and  will  contin 
to  do  so  in  the  first  quarter,"  sa 
Suzanne  M.  Rizzo,  U.  S.  economist  ] 
Maria  Fiorini  Ramirez  Inc.  With  inti 
est  rates  falling  and  the  possibility  o 
tax  cut,  the  pause  in  profits  grow 
may  be  limited  to  the  first  half  of  20 
This  may  not  be  the  start  of  a  reci  wtl 
sion  after  all.  But  compared  with  wl 
execs  are  used  to,  it  sure  feels  like  c 
right  now. 

By  Darnell  Little  in  Chicago,  u 
bureau  reports 
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Despite  the  slowing  economy  and 
weak  stock  market,  many  con- 
sumer companies  have  escaped 
the  profit  decline — so  far.  Earnings 
at  PepsiCo  Inc.,  for  example,  soared 
25%  in  the  fourth  quarter  on  the 
strength  of  rising  food  and  beverage 
sales,  while  other  consumer-driven 
companies,  such  as  Nike  Inc.,  showed 
decent  gains  as  well. 

If  the  slowdown  turns  into  a  re- 
cession, however,  the  earnings  of 
consumer  companies  could  be  extra- 
ordinarily vulnerable.  American 
households  already  have  a  negative 
savings  rate  and  the  highest  debt-to- 
income  ratio  on  record.  A  downturn 
that  brings  rising  unemployment  and 
a  further  decline  in  the  financial  mar- 
kets could  trigger  a  sharp  retrench- 
ment in  consumer  spending.  And 
that  would  curtail  the  earnings  of 
consumer  companies. 
MIXED  SIGNALS.  Ultimately,  the  near- 
term  profit  picture  will  depend  on  the 
intensity  of  the  slowdown.  History 
suggests  that  if  the  downturn  is  mild, 
profits  at  consumer-driven  companies 
could  hold  up  well.  In  the  last  reces- 
sion, which  started  in  July,  1990,  and 
ended  in  March,  1991,  nonauto  retail 
sales  actually  rose  as  Americans  kept 


spending  on  nondurable  necessities. 
Profits  rose  in  a  wide  variety  of  in- 
dustries— including  beverages,  food, 
drugs,  restaurants,  and  personal  care 
products.  Something  similar  could 
happen  in  2001,  especially  if  Presi- 
dent George  W  Bush  and  Congress 
quickly  agree  on  a  tax  cut. 

So  far,  surveys  are 
showing  mixed  sig- 
nals about  the  depth 
of  worry  among 
Americans.  Consumer 
confidence  is  down 
sharply  since  Septem- 
ber, reflecting  the 
news  of  corporate 
layoffs,  the  troubles 
on  Wall  Street,  and  a 
growing  pessimism 
about  the  future.  But 
if  the  labor  market 
stays  strong  and  if 
the  markets  start  to  rise  again,  confi- 
dence could  rebound  just  as  quickly. 

Yet  even  in  a  mild  downturn  there 
will  be  hard-hit  sectors.  Profits  in  the 
auto  business  and  other  consumer 
durables  are  already  getting  pound- 
ed, just  as  in  the  last  downturn.  And 
in  the  service  sector,  consumers  may 
look  for  places  to  cut  back — such  as 
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their  telecom  bills.  That's  what  hap- 
pened in  late  1990  and  early  1991, 
when  household  spending  on  phone 
service  fell  because  of  intense  compe 
tition  for  customers  in  a  slowing 
economy.  The  result  was  a  sharp  de-  |jC4M 
cline  in  the  earnings  of  long-distance 
companies  and  a  smaller  drop  for  lo- 
cal outfits.  A  similar 
pattern  today  would 
compound  telecoms' 
already  troubled  prof 
it  picture. 

The  earnings  prob 
lems  will  get  much 
worse  for  all  con- 
sumer-driven indus- 
tries if  Americans  ge  ^ 
really  nervous  about 
their  jobs  and  invest-   | 
ments.  That  would 
force  them  to  cut 
back  on  spending  anc  * 
boost  their  savings  instead.  If  house 
holds  go  from  today's  -0.8%  savings 
rate  to  a  6%  rate,  the  1990s  average 
that  would  chop  more  than  $400  bil- 
lion out  of  consumer  spending — far- 
more  than  any  tax  cut  could  counter Ji 
act.  In  that  case,  watch  out  below. 
By  Michael ./.  Mandi 
in  New  )<>i 
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Uossary 


>*LES:  Includes  all  sales  and 
her  operating  revenues.  For 
anks,  includes  all  operating 
venues. 

»OFlTS:  Net  income  before 
:traordinary  items.  For  banks, 


profits  are  net  income  after  se- 
curity gains  or  losses. 
MARGINS:  Net  income  from 
continuing  operations  before 
extraordinary  items  as  percent 
of  sales. 

RETURN  ON  COMMON  EQUITY: 

Ratio  of  net  income  available 


for  common  stockholders  (most 
recent  12  months)  to  latest 
available  common  equity, 
which  includes  common  stock, 
capital  surplus,  and  retained 
earnings. 

PRICE-EARNINGS  RATIO:  Based 
on  Feb.  8,  2001,  common- 


stock  price  and  corporate  earn- 
ings from  continuing  operations 
before  extraordinary  items  for 
most  recent  12-month  period. 
EARNINGS  PER  SHARE:  For 
most  recent  12-month  period. 
Includes  all  common-stock 
equivalents. 
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34.7 
14.8 

8.8 

8.7 
10.0 
28.2 

9.2 
15.1 
-17.6 
28.1 
-5.6 
172 

7.7 
-2.2 


10 

4 

7 

11 

12 

10 

8 

4 

14 

NM 

9 

NM 

7 

7 

NM 


3.46 


92843.4 

-3 

-3 

372384.1 

5 

1131.9 

-64 

10512.8 

-21 

1.2 

3.3 

19.5 

8 

4.44 

42587.0 

170064.0 

6 

1077.0 

-37 

5410.0 

-17 

2.5 

3.9 

29.5 

8 

3.59 

46341.0" 

0 

184632.0 

5 

89.0 

-92 

4452.0 

-20 

0.2 

2.5 

13.9 

8 

6.68 

NAV  l21 

1962.0 

-23 

8407.0 

-2 

-105.0 

NM 

159.0 

-71 

NM 

5.2 

12.1 

11 

2.58 

9) 

281.5 

15 

1361.7 

15 

8.2 

23 

50.0 

47 

2.9 

2.7 

16.2 

16 

2.94 

1671.9 

-28 

7919.4 

-12 

62.7 

-65 

441.8 

-24 

3.8 

7.7 

19.6 

9 

5.73 

1.80 

2.60 
2  28 
1.67 
3.54 
1.31 
1.88 
2.35 
5.00 

-4.02 
1.31 
033 
4.17 
2.08 

-0.38 


Fourth  quarter  ended  Nov.  30.  (2)  Fourth  quarter  ended  Oct.  31.  (3)  First  quarter  and  most  recent  12  months  ended  Dec.  31.  (4)  First  quarter  and  most  recent  12  months  ended  Nov  30  (5)  First  quarter  and  most 
ent  12  months  ended  Oct.  31.  (6)  Second  quarter  and  most  recent  12  months  ended  Dec.  31.  (7)  Second  quarter  and  most  recent  12  months  ended  Nov.  30.  (8)  Second  quarter  and  most  recent  12  months  end- 
Oct.  31.  (9)  Third  quarter  and  most  recent  12  months  ended  Dec.  31.  (10)  Third  quarter  and  most  recent  12  months  ended  Nov.  30.  (11)  Third  quarter  and  most  recent  12  months  ended  Oct  31   (l?i 
ended  Jan.  31.  'Sales  include  excise  taxes.  "Sales  include  other  income.  '"Sales  include  excise  taxes  and  other  income.  (Revenues  from  maior  subsidiaries  not  included  in  consolidated  sales  Earnings  per  share 

tor  latest  12  months,  not  necessarily  for  end  of  most  recent  fiscal  year-  they  include  all  common-stock  equivalents  but  exclude  extraordinary  items.  NA  =  not  available   NM  =  not  meaningful. 

DATA:  COMPUSTAT  PROVIDED  BY  STANDARD  &  POOR'S  INSTITUTIONAL  MARKET  SERVICES 
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COMPANY  SYMBOL                                     SALES 

PROFITS 

4TH          CHANGE 
QUARTER        FROM 
2000            1999 
$  MIL.            % 

12 

MONTHS 
2000 
SMIL. 

CHANGE 

FROM 

1999 

% 

PRICE- 
EARNING 
RATIO 
2-8 

1 

MARGINS 

4TH            4TH 

QUARTER     QUARTER 
2000          1999 
%              % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

12-31 

fjMP 

4IH 

QUARTER 

2000 

SMIL. 

CHANGE 

FROM 

1999 

% 

12 

MONTHS 
2000 
SMIL. 

CHANGE 

FROM 

1999 

% 

12     1 

MONTHS'! 

S    EARNING?! 

PER     1 

SHARE  ■ 

a 

.      BANKS 

£ 

INDUSTRY  COMPOSITE 

93852.0 

11 

362538.1 

12 

9600.2 

-16 

41168.9 

-15 

10.2 

13.6 

14.5 

19 

2.26 

::,! 

(A)  BANKS  -  EAST 

ttt 

GROUP  COMPOSITE 

30614.7 

12 

118872.3 

14 

2944.3 

-18 

14786.2 

-4 

9.6 

13.2 

17.8 

18 

2.80 

:.: 

ASSOCIATED  BANC-CORP  ASBC 

285.6 

11 

1115.4 

14 

39.7 

-10 

168.0 

2 

13.9 

17.2 

17.3 

15 

2.46 

9 

BANK  OF  NEW  YORK  BK 

1934.0** 

19 

7486.0 

7 

372.0 

14 

1429.0 

-18 

19.2 

20.1 

23.2 

28 

1.92 

M 

BANKNORTH  GROUP  BKNG 

401.3*" 

8 

1557.4 

10 

62.4 

6 

191.7 

-3 

15.5 

15.8 

14.4 

15 

1.32 

Kill 

FLEETBOSTON  FINANCIAL  FBF 

51730 

-3 

22608.0 

13 

774.0 

NM 

3420.0 

68 

15.0 

NM 

21.7 

11 

368 

;•  „ 

J.P.MORGAN  CHASE  JPM 

16004.0 

15 

60065.0 

16 

708.0 

-68 

5727.0 

-24 

4.4 

15.8 

13.9 

18 

2.86 

ILFTTJ 

M&T  BANK  MTB 

647.4 

41 

2097.5 

19 

72.0 

9 

286.2 

8 

11.1 

14.4 

14,8 

20 

3.44 

HI 

MELLON  FINANCIAL  MEL 

1522.0** 

6 

5979.0 

0 

255.0 

6 

1007.0 

2 

16.8 

16.7 

24.3 

23 

2.03 

i 

NORTH  FORK  BANCORPORATION  NFB 

303.4** 

17 

1175.1 

17 

74.2 

20 

234.8 

-6 

24.4 

23.8 

19.3 

18 

1.39 

PNC  FINANCIAL  SERVICES  GROUP  PNC 

1925.0 

9 

7623.0 

8 

314.0 

9 

1214.0 

1 

16.3 

16.3 

18.0 

18 

4.09 

STATE  STREET  STT 

1572.0** 

32 

5921.0 

26 

148.0 

-41 

595.0 

-4 

9.4 

20.9 

18.3 

30 

3.63 

'.'.'. 

SUMMIT  BANCORP.  SUB 

84  /  0 

17 

3245.0 

18 

125.1 

14 

513.6 

16 

14.8 

15.2 

15  8 

15 

2  93' 

i'  -"- 

(B)  BANKS  -  MIDWEST 

■IB 

GROUP  COMPOSITE 

27816.4 

11 

105764.1 

9 

2772.3 

-18 

11763.9 

-22 

10.0 

13.5 

13.4 

23 

1.66 

BANK  ONE  ONE 

6421.0 

1 

25168.0 

-3 

-512.0 

NM 

-511.0 

NM 

NM 

6.5 

-2.8 

NM 

-0.45 

* , . 

COMERICA  CMA 

1064.6 

15 

4087.5 

21 

194.2 

11 

749.3 

11 

18.2 

19.0 

19.5 

13 

4.63 

s  ■■ 

COMMERCE  BANCSHARES  CBSH 

273.9** 

8 

1065.0 

8 

46.2 

4 

178.6 

7 

16.9 

17  5 

15.6 

15 

2.76 

I 

FIFTH  THIRD  BANCORP  FITB 

1106.1 

16 

4276.1 

18 

236.4 

103 

862.9 

29 

21.4 

12.2 

19,5 

32 

1.83 

hi'!: 

FIRSTAR  FSR 

1823.6 

12 

6997.8 

9 

350.1 

31 

1283.6 

47 

19.2 

16.5 

19.7 

18 

1.32 

I'.i 

HUNTINGTON  BANCSHARES  MBAN 

668.2 

5 

2602.1 

4 

76.2 

-34 

328.4 

-22 

11.4 

18.0 

14.4 

11 

1.32 

('■: 

KEYCORP  KEY 

2160.0** 

10 

8139.0 

6 

266.0 

1 

1002.0 

-9 

12.3 

13.4 

15.4 

12 

2.30 

t 

NATIONAL  CITY  NCC 

2343.6 

8 

9050.8 

9 

308.0 

-10 

1302.4 

-7 

13.1 

15.9 

19.3 

13 

2.13    » 

NORTHERN  TRUST  NTRS 

933.9** 

22 

3548.1 

27 

125.5 

18 

485.1 

20 

13.4 

13.9 

20.5 

37 

2.08 

OLD  KENT  FINANCIAL  OK 

571.1 

18 

2140.8 

12 

82.9 

13 

278.3 

0 

14.5 

15.1 

17.4 

21 

2.00 

lr- 

TCF  FINANCIAL  TCB 

302.5** 

12 

1155.5 

10 

52.2 

16 

186.2 

12 

17.2 

16.6 

20.5 

16 

2.35 

U.S.  BANCORP  USB 

2602.8 

16 

9965.5 

18 

418.6 

13 

1592.0 

6 

16.1 

16.4 

19,6 

14 

2  13   ""TW 

WELLS  FARGO  WFC 

7545.0*' 

18 

27568.0 

15 

1128.0 

9 

4026.0 

0 

15.0 

lb, 3 

16.1 

22 

2  33 

" 

(C)  BANKS  -  SOUTH  &  SOUTHEAST 

mi!' 

2.58    1 
4.52    F 
1.55   ' 

GROUP  COMPOSITE 

31715.6 

9 

124151.8 

11 

3506.5 

-14 

13035.3 

-22 

11.1 

14.1 

14.4 

13.1 

15.8 

16 

11 

BANK  OF  AMERICA  BAC 

14468.0 

9 

57747.0 

12 

1385.0 

-27 

7517.0 

-5 

9.6 

BB&T  BBT 

1398.0 

14 

5116.7 

10 

225.5 

35 

626.4 

-11 

16.1 

13.6 

14.4 

24 

CENTURA  BANKS  CBC 

276.8 

11 

1039.9 

6 

35.8 

1 

98.8 

-24 

12.9 

14.3 

10.7 

22 

2.47   F* 

FIRST  TENNESSEE  NATIONAL  FTN 

676.0** 

19 

2426.5 

4 

71.7 

12 

232.6 

-6 

10.6 

11.3 

17.8 

18 

j  77  kuifl 

FIRST  UNION  FTU 

6017.0" 

1 

23589.0 

7 

645.0 

-23 

138.0 

-96 

10.7 

14.1 

0.9 

NM 

0  12   pW 

HIBERNIA  HIB 

384.6 

16 

1466.0 

15 

17.4 

-64 

170.6 

-3 

4.5 

14.7 

11.8 

14 

1.04   p 

NATIONAL  COMMERCE  BANCORPORATION  NCBC   396.8 

18 

1502.2 

15 

46.2 

-25 

167.7 

-35 

11.6 

18.4 

13.2 

33 

0.81 

lift;',. 

POPULAR  BPOP 

677.8** 

15 

2615.3 

-3 

75.5 

15 

276.1 

7 

11.1 

11.2 

15.4 

14 

1.97 

REGIONS  FINANCIAL  RGBK 

986.8 

10 

3835.5 

13 

128.4 

-1 

527.5 

0 

13.0 

14.4 

15.3 

13 

2.38 

«?u 

SOUTHTRUST  SOTR 

1000.5 

11 

3899.8 

16 

122.8 

6 

482.3 

9 

12.3 

12.8 

15.1 

15 

2.86  buPCOl 

SUNTRUST  BANKS  STI 

2243.9 

21 

8619.0 

14 

330.4 

45 

1294.1 

15 

14.7 

12.2 

15.7 

16 

430  bi 

SYNOVUS  FINANCIAL  SNV 

518.0 

16 

1931.3 

19 

74.7 

18 

262.6 

17 

14.4 

14.2 

19.5 

30 

0.92  L 

UNION  PLANTERS  UPC 

796.9 

12 

3087.1 

10 

103.5 

6 

409.3 

0 

13.0 

13.7 

14.1 

13 

300  L 

WACHOVIA  WB 

1874.5 

13 

7276  6 

16 

244  7 

-7 

832  3 

-18 

13.1 

15.8 

13.2 

16 

407 

ton . 

(D)  BANKS  -  WEST  &  SOUTHWEST 

lit': 

i 

GROUP  COMPOSITE 

3705.4 

21 

13749.8 

24 

377.2 

-11 

1583.4 

6 

10.2 

13.8 

15.4 

19 

2.12 

ti\  V 

BANCWEST  BWE 

400.4 

15 

1525.9 

14 

56.2 

16 

216.4 

26 

14.0 

14.0 

10.9 

15 

1.72 

111  n 

' 

PACIFIC  CENTURY  FINANCIAL  BOH 

333.1 

2 

1309.0 

1 

32.6 

-13 

113.7 

-15 

9.8 

11.5 

8.7 

14 

1.42 
2.22 
2.72 

PROVIDIAN  FINANCIAL  PVN 

1674.2 

36 

5948.3 

47 

214.0 

34 

651.8 

18 

12.8 

12.9 

32.1 

24 

UNIONBANCAL  UB 

789.6 

9 

3148.3 

14 

8.4 

-94 

439.9 

0 

1.1 

18.8 

13.7 

11 

ZIONS  BANCORPORATION  ZION 

508.1 

16 

1818.3 

12 

66.0 

55 

161.7 

17 

13.0 

9  7 

9.1 

J] 

1  86 

tmsnssmmam 

i 

NDUSTRY  COMPOSITE 

27763.6 

0 

114529.6 

11 

6286 

NM 

6965.8 

111 

2.3 

NM 

14.9 

17 

l.M 

MR  PRODUCTS  &  CHEMICALS  APD  l3) 

1441.3 

14 

5644.0 

13 

135.6 

168 

209.2 

44 

9.4 

4.0 

7.4 

41 

0.9J 

n 
b  1 

CABOT  C8T  (31 

395.0 

5 

1548.0 

11 

28.0 

10 

105.0 

24 

7.1 

8.2 

9.9 

25 

i.4 

CROMPTON  CK 

728  l 

-7 

3038.4 

45 

-3.5 

NM 

89.3 

NM 

NM 

NM 

118 

14 

0  7- 

CYTEC  INDUSTRIES  CYT 

358.4 

-1 

1492.5 

3 

77.0 

158 

177.6 

46 

21.5 

8.2 

28.8 

8 

4.1! 

tarn 

00W  CHEMICAL  DOW 

5345.0** 

3 

21870.0 

16 

243.0 

-9 

1513.0 

14 

4.5 

5.2 

16.5 

14 

2,2< 

tttm 

DUPONT  DO 

6316.0** 

-12 

28268.0 

5 

261.0 

NM 

2314.0 

957 

4.1 

NM 

17.7 

19 

2.1! 

■jJH 

EASTMAN  CHEMICAL  EMN 

1372.0*' 

9 

5292.0 

15 

52.0 

NM 

303.0 

531 

3.8 

NM 

16.8 

12 

3.9' 

l»'i.V. 

FERRO  FOE 

361.2 

4 

1447.3 

7 

16.4 

-12 

73.1 

0 

4.5 

5.4 

30.8 

12 

1.9; 

kiu 

FULLER  (H.B.)  FULL  <" 

361.1 

1 

1352.6 

-1 

14.3 

1 

49.2 

11 

4.0 

4.0 

12.4 

11 

1 44 

■il 

GEORGIA  GULF  GGC 

363.9 

21 

1581.7 

74 

-7.5 

NM 

64.2 

49 

NM 

6.9 

51.8 

8 

2.0* 

lUh 

GRACE  (W.R.; 

384.4 

-3 

1569,4 

3 

107.6 

NM 

14.7 

NM 

NM 

12.2 

NM 

NM 

0.2; 

!'.\' 

GREAT  LAKES  CHEMICAL  GLK 

405.2 

6 

1670.5 

11 

23.9 

24 

127.0 

-9 

5.9 

8.3 

14.3 

14 

2.4 

ilHi 

HERCUI 1 

717.0 

15 

3152.0 

5 

29.0 

NM 

98.0 

42 

NM 

2.0 

114 

16 

0.9 
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COMPANY  SYMBOL                                     SALES 

PROFITS 

TURN  ON 

OMMON 

.QUITY 

MONTHS 

NDING 

12-31 

PRICE- 
EARNING! 
RATIO 
2-8 

4TH             CHANGE 
QUARTER          FROM 
2000             1999 
$  MIL.               % 

12 

MONTHS 

2000 

SMIL 

CHANGE 
FROM 
1999 

% 

4TH 

QUARTER 

2000 

$MIL 

CHANGE 

FROM 

1999 

% 

12 

MONTHS 

2000 

SMIL. 

CHANGE 

FROM 

1999 

% 

MARGINS         K£ 

4TH            4TH 
QUARTER     QUARTER    12 
2000          1999         [ 
%              % 

12 

MONTHS' 

EARNINGS 

PER 

SHARE 

MC  GLOBAL 

658.6 

6 

2590.1 

-7 

17.0 

NM 

95.3 

NM 

2.6 

NM 

8.8 

19 

0.83 

NTERNATIONAL  FLAVORS  &  FRAGRANCES  IFF  384.5 

14 

1462.8 

2 

1.4 

-96 

123.0 

-24 

0.4 

10.9 

19.5 

17 

1.29 

UBRIZOL 

447.1 

1 

1775.8 

0 

32.9 

-2 

118.0 

-4 

7.4 

7.6 

15.7 

13 

2.22 

YONDELL  CHEMICAL  LYO 

949.0 

-6 

4036.0 

9 

-45.0 

NM 

470.0 

NM 

NM 

NM 

40.7 

4 

3.99 

MILLENNIUM  CHEMICALS  MCH 

434.0 

7 

1793.0 

13 

14.0 

NM 

122.0 

NM 

3.2 

NM 

12.4 

9 

1.89 

OLYONE  POL 

702.8 

120 

1887.8 

50 

13.2 

NM 

15.9 

-85 

NM 

4.4 

1.9 

33 

0.26 

RAXAIR  px 

1273.0 

6 

5043.0 

9 

5.0 

-96 

363.0 

-18 

0.4 

9.5 

15.4 

20 

2.25 

OHM  &  HAAS  ROH 

1650.0 

-3 

6879.0 

28 

70.0 

-22 

354.0 

42 

4.2 

5.3 

9.6 

22 

1.61 

OLUTIA  SOI 

731.0 

-1 

3185.0 

13 

■84.0 

NM 

49.0 

-76 

NM 

6.9 

NM 

30 

0.46 

NION  CARBIDE  UK 

1598.0 

3 

6526.0 

11 

94.0 

NM 

162.0 

-48 

NM 

6  1 

6.1 

NA 

1.18 

SEC  ir.n  '" 

387.1 

14 

14248 

4 

20.9 

36 

-14.3 

NM 

5.4 

7.3 

-1.5 

NM 

-0.17 

pry 

NGLOMERATES 

^DUSTF 

IY  COMPOSITE 

53830.4 

4 

205659.3 

2460.4 

13 

7 

3652.3 

5.4 

8 

-59 

15740.4 

132.5 

14 

19 

6.8 

0.9 

6.6 

22.4 

34 

11 

1.34 

LLEGHEf 

IY  TECHNOLOGIES  ATI 

584.7 

2 

2.3 

12.8 

1.60 

NIXTER  INTERNATIONAL  AXE 

862.9 

20 

3514.4 

30 

15.9 

38 

78.7 

13 

1.8 

1.6 

142 

12 

2.03 

ENERAL  ELECTRIC  GE 

34981.0 

6 

129853.0 

16 

3585.0 

16 

12735.0 

19 

10.2 

9.4 

26.7 

37 

1.27 

ONEYWELL  INTERNATIONAL  HON 

6454.0 

5 

25023.0 

5 

254.0 

NM 

1659.0 

8 

3.9 

0.1 

17.8 

24 

2.05 

ION  OFFICE  SOLUTIONS  IKN<31 

1318.1 

0 

5448.9 

1 

16.2 

NM 

978 

62 

1.2 

NM 

6.8 

7 

0.66 

ALL  Pi  l  l5> 

278.2 

4 

1235.1 

6 

25.6 

3 

147.3 

134 

9.2 

9.3 

19.9 

21 

1.19 

EPSIAMERICAS  PAS 

640.9 

10 

2527.6 

18 

1.8 

88 

71.5 

67 

0.3 

2.5 

4.9 

32 

0.51 

iNNECO  AUTOMOTIVE  TEN 

849.0 

5 

3549.0 

8 

-63.0 

NM 

-41.0 

NM 

NM 

NM 

12.4 

NM 

-1.18 

iXTRON  TXT 

3312.0 

-2 

13090.0 

10 

-218.0 

NM 

277.0 

-56 

NM 

5.0 

6.4 

27 

1.90 

»W  TRW 

4136.7 

11 

17231.1 

2 

2.7 

NM 

438.1 

-7 

NM 

4.8 

16.5 

10 

3.51 

AD  Wl 

413.0 

5 

1726.8 

9 

32.1 

-20 

144.5 

12 

7.8 

10.2 

18.4 

16 

1.58 

WE 

NSUMER  PRODUCTS 

IDUSTF 

Y  COMPOSITE 

84382.1 

3 

326775.5 

4 

5882.7 

0 

26826.1 

6 

7.0 

7.2 

28.8 

25 

1.85 

i)  APPJ 

UtEL 

30UPC 

OMPOSITE 

8125.8 

9 

31783.1 

8 

364.1 

8 

1674.0 

25 

3 

4.5 

3.4 

4.5 

3.4 

15.3 

13.1 

19 

9 

2.06 

(OWNS 

HOEBWS"" 

462.9 

8 

1632.4 

4 

15.6 

6 

35.3 

1.97 

NES  APPAREL  GROUP  JNY 

962.0 

5 

4143.0 

31 

64.0 

136 

302.0 

60 

6.7 

3.0 

20.5 

15 

2.48 

ILWOOD  KWD  "" 

703.1 

11 

2283.1 

5 

26.7 

3 

67.8 

931 

3.8 

4.1 

15.5 

9 

2.80 

KE  NKE  "' 

2198.8 

7 

9269.8 

4 

119.4 

11 

601.0 

14 

5.4 

5.2 

17.9 

25 

2.19 

IILLIPS-VAN  HEUSEN  PVH  <"> 

443.4 

20 

1378.5 

6 

19.4 

27 

26.2 

76 

4.4 

4.2 

10.0 

16 

0.96 

ILO  RALPH  LAUREN  RL  l9) 

613.7 

20 

2154.2 

11 

50.6 

57 

155.2 

43 

8.2 

6.3 

5.7 

17 

1.59 

EBOK  INTERNATIONAL  RBK 

622.5 

0 

2865.2 

-1 

6.2 

NM 

809 

632 

1.0 

NM 

13.5 

21 

1.42 

ISSELL  RML 

326.2 

7 

1217.6 

7 

11.0 

713 

14.5 

73 

3.4 

0.4 

2.8 

41 

0.44 

VIBERLAND  TBL 

330.6 

20 

1091.5 

19 

40.9 

37 

124.1 

65 

12.4 

10.8 

39.2 

22 

2.91 

VFC 

1462.5 

/ 

5747  9 

4 

10.2 

-90 

267.1 

-27 

0.7 

7.1 

12.2 

15 

2.31 

)  APPLIANCES  &  HOME  FURNISHINGS 

(OUP  COMPOSITE 

D  BATH  &  BEYOND  BBBY  "ol 

14881.0 

6 

59447.4 

2243.8 

11 

318.0 

-48 

2171.9 

-1 

2.1 

4.4 

18.2 

18 

1.46 

609.5 

25 

30 

40.7 

28 

156.0 

33 

6.7 

6.5 

21.5 

49 

0.54 

ST  BUY  BBY"01 

3732.1 

20 

14179.6 

22 

57.3 

-27 

370.0 

27 

1.5 

2.5 

22.8 

23 

1.75 

<CUIT  CITY  GROUP  CC  "0I 

2325.6 

-7 

10757.1 

6 

-64.4 

NM 

208.2 

-27 

NM 

2.1 

9.4 

15 

1.01 

RNITURE  BRANDS  INTERNATIONAL  FBN 

519.5 

0 

2116.2 

1 

24.3 

-17 

108.4 

-3 

4.7 

5.6 

18.6 

12 

2.15 

OD  GUYS  GGUY  (3) 

282.2 

8 

880.5 

0 

5.8 

3 

-17.1 

NM 

2.1 

2.2 

17.7 

NM 

-0.84 

RMAN  INTERNATIONAL  INDUSTRIES  HAR  l6l438.2 

-3 

1703.5 

6 

24.2 

8 

77.0 

26 

5.5 

4.9 

17.3 

16 

2.21 

i/IBALL  INTERNATIONAL  KBALB  (6) 

325.1 

10 

1266.3 

12 

12.4 

1 

47.9 

-15 

3.8 

4.2 

10.0 

13 

1.21 

•Z-BOY  LZB  "» 

571.2 

47 

2077.5 

49 

28.9 

24 

93.0 

21 

5.1 

6.0 

13.7 

11 

1.59 

3GETT  &  PLATT  LEG 

1007.5 

4 

4276.3 

13 

45.1 

-39 

264.1 

-9 

4.5 

7.7 

14.7 

16 

1.32 

IENS  'N  THINGS  LIN 

495.6 

20 

1572.6 

21 

34.5 

20 

64.9 

25 

7.0 

6.9 

14 .1 

21 

1.60 

iYTAG  MYG 

991.3 

-7 

4247.5 

-2 

-10.2 

NM 

201.0 

-39 

NM 

6.7           927.1 

14 

2.44 

R  1  IMPORTS  PI  R"0) 

343.5 

15 

1361.1 

15 

23.6 

46 

92.2 

34 

6.9 

5.4 

18.6 

14 

0.93 

LTONSFP'6' 

262.2 

-10 

817.6 

9 

26.6 

-44 

78.4 

7 

10.1 

16.2 

32.0 

4 

488 

IIRLPOOL  WHR 

2579.0 

-4 

10325.0 

-2 

67.0 

-41 

367.0 

6 

2.6 

4.2 

21.9 

10 

5.20 

LLIAMS-SONOMA  WSM  (l" 

398.7 

23 

1622.8 

26 

2.3 

-75 

60  9 

-4 

0  6 

2.9 

16.0 

24 

1.03 

BEVERAGES 

OUP  COMPOSITE 

21845.4 

5 

3 

82594.0 

3 

1209.1 

63 

6810.1 

6 

11 

5.5 

3.6 

24.4 

42 

1.19 

HEUSER-BUSCH  BUD 

2786.6 

12261.8 

5 

209.1 

10 

1551.6 

7.5 

7.0 

37.9 

25 

1.69 

3WN-FORMAN  BF.B,8> 

574.1 

1 

1909.9 

5 

80.1 

10 

229.4 

10 

14.0 

12.9 

205 

61 

1.13 

;a-cola  KO 

4903.0 

-1 

20458.0 

3 

242.0 

NM 

2177.0 

-10 

4.9 

NM 

22.1 

69 

0.88 

:A-C0LA  ENTERPRISES  CCE 

3561.0 

1 

14750.0 

2 

16.0 

NM 

236.0 

300 

0.4 

NM 

8.2 

41 

0.54 

1 YSTELLATION  BRANDS  STZ  "0I 

629.6 

-4 

2379.8 

5 

35.0 

17 

94.5 

28 

5.6 

4.6 

162 

13 

5.08 

)RS(ADOLPH)RKY 

582.1 

8 

2414.4 

8 

12.0 

2 

109.6 

19 

2.1 

2.3 

120 

23 

2.93 

•SI  BOnLING  GROUP  PBG 

2399.0 

10 

7982.0 

6 

4.0 

56 

229.0 

94 

0.2 

0.4 

139 

26 

1.53 

'SICO  PEP 

6410.0 

13 

20438.0 

0 

611.0 

25 

2183.0 

6 

9.5 

8.6 

31.7 

32 

1.48 
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CORPORATE  SCOI 

SALES 

COMPANY  SYMBOL 

PROFITS 

4TH           CHANGE 
QUAR1FR        FROM 
2000           1999 
$  MIL.            % 

12 

MONTHS 

2000 

SMIL 

CHANGE 

FROM 

1999 

% 

MARGINS 

4TH            4TH 

QUARTER     QUARTfR 

2000          1999 

%              % 

Rl TURN  ON 
COMMON 

KJII!  IV 

12  MONTHS 

ENDING 

12-31 

PRICE- 
EARNING 
RATIO 
2-8 

12 

MONTH! 

LARNINf 

PER 

SHARE 

4TH            CHANGE 

QUARTER          FROM 

2000             1999 

$  MIL                % 

12 

MONTHS 
2000 

SMIL 

CHANGE 

FROM 

1999 

% 

(D)  PERSONAL  CARE 

' 

GROUP  COMPOSITE 

19697.4 

1648.4 

-1 

5 

74138.4 

5673.7 

2 

7 

1777.0 

-15 

6711.4 

-2 

9.0 

10.4 

34.5 

31 

1.68 

AVON  PRODUCTS  AVP 

197.5 

39 

485.1 

60 

12.0 

9.0 

NM 

21 

2.02 

CLOROX  CLX  (61 

899.0" 

-6 

4071.0 

2 

64.0 

-16 

395.0 

68 

7.1 

8.0 

21.6 

23 

1.64 

COLGATE-PALMOLIVE  CL 

2412.9 

3 

9357.9 

3 

286.7 

10 

1063.8 

13 

11.9 

11.1 

66.8 

35 

1.70 

DIAL  in 

445.5 

-2 

1638.5 

-5 

-7.5 

NM 

-11.0 

NM 

NM 

6.7 

-3.8 

NM 

-0.12 

ESTEE  LAUDER  EL  ,61 

1291.6 

5 

4507.3 

7 

127.3 

12 

339.5 

13 

9.9 

9.2 

23.8 

31 

1.30 

GILLETTE  G 

2818.0 

1 

9295.0 

2 

-85.0 

NM 

821.0 

-34 

NM 

12.0 

43.2 

43 

0.77 

PROCTER  &  GAMBLE  PG  ,61 

10182.0 

4 

39595 0 

1 

1194.0 

6 

3618.0 

-3 

11.7 

10.6 

28  3 

29 

2  54 

(E)  TOBACCO 

GROUP  COMPOSITE 

19832.5 

0 

78812.6 

2 

2214.5 

5 

9458.7 

12 

11.2 

10.7 

40.6 

12 

3.61 

DIMON  DMN  (61 

512.2 

-7 

1403.6 

-13 

8.7 

34 

27.1 

NM 

1.7 

1.2 

6.7 

12 

0.6C 

PHILIP  MORRIS  MO 

15506.0 

0 

63276.0 

2 

2011.0 

8 

8510.0 

11 

13.0 

11.9 

56.7 

13 

3.75 

R.J.  REYNOLDS  TOBACCO  HOLDINGS  RJR         2041.0 

3 

8167.0 

8 

46.0 

-57 

352.0 

81 

2.3 

5.5 

5.0 

16 

3.46 

STANDARD  COMMERCIAL  STW 

(9)                         380.8              37 

1185.9 

9 

5.7 

124 

16.7 

119 

1.5 

0.9 

10.5 

7 

1.2* 

UNIVERSAL  UVV  (5> 

995.1" 

-4 

3232.4 

-11 

27.9 

7 

111.0 

-3 

2.8 

2.5 

22.4 

9 

3.8? 

UST  UST 

397.4 

-1 

1547  6 

2 

115  2 

-2 

441.9 

-6 

29.0 

29.5 

194.4 

10 

2.7C 

INDUSTRY  COMPOSITE 

11912.3 

6 

47717.7 

14 

436.9 

-7 

1285.8 

-9 

3.7 

4.2 

8.1 

20 

0.93 

(A)  GLASS,  METAL  &  PLASTIC 

GROUP  COMPOSITE 

2612.1 

-1 

11094.3 

0 

56.9 

-8 

-166.0 

NM 

2.2 

2.3 

-9.3 

NM 

-1.01 

BALL  BLL 

827.7 

1 

3664.7 

-1 

19.1 

-2 

68.2 

-35 

2.3 

2.4 

10.1 

19 

2.H 

OWENS-ILLINOIS  01 

1327.0 

-3 

5552.1 

1 

32.3 

-22 

-269.7 

NM 

2.4 

3.0 

-20.7 

NM 

-2.0C 

SILGAN  HOLDINGS  SLGN 

4r:.7  4 

-1 

1877  5 

1 

5.5 

599 

35.5 

48 

1.2 

0.2 

NM 

5 

2.0C 

(B)  PAPER 

GROUP  COMPOSITE 

9300.2 

8 

36623.4 

20 

380.0 

-7 

1451.8 

48 

4.1 

4.7 

11.0 

15 

1.2S 

BEMIS  BMS 

571.9 

L3 

2164.6 

10 

33.4 

0 

130.6 

14 

5.8 

6.6 

16.4 

14 

2.4-! 

GAYLORD  CONTAINER  GCR  l3) 

295.1 

6 

1183.1 

24 

1.5 

67 

3.0 

NM 

0.5 

0.3 

NM 

27 

0.06 

MAIL-WELL  MWL 

623.6              28 

2425.2 

29 

-8.0 

NM 

25.1 

-61 

NM 

3.5 

6.5 

12 

0.51 

PACKAGING  CORP.  OF  AMERICA  PKG                  465.9 

0 

1921.9 

NA 

74.4 

181 

173.0 

NA 

16.0 

5.7 

24.8 

11 

1.3: 

PACTIV  PTV 

798.0 

-2 

3134.0 

1 

7.0 

NM 

113.0 

NM 

0.9 

NM 

7.3 

18 

0.7( 

POTLATCH  PCH 

419.7 

-3 

1808.8 

0 

-15.7 

NM 

-33.2 

NM 

NM 

1.9 

-4.1 

NM 

-IK 

ROCK-TENNRKT131 

345.2 

0 

1461.6 

8 

4.5 

-48 

-20.0 

NM 

1.3 

2.5 

-5.2 

NM 

-0.5;  - 

SEALED  AIR  SEE 

796.2 

3 

3067.7 

5 

61.8 

3 

225.3 

7 

7.8 

7.7 

23.8 

16 

1.9:  » 

rp 

SMURFIT-STONE  CONTAINER  SSCC                  2242.0 

L3 

8796.0 

18 

69.0 

-76 

219.0 

34 

3.1 

14.5 

9.1 

15 

0.9: 

SONOCO  PRODUCTS  SON 

669.0 

11 

2711.5 

6 

36.3 

-29 

166.3 

-11 

5.4 

6.8 

20.8 

14 

1.6f  * 

TEMPLE-INLAND  TIN 

1043.0 

4 

4286.0 

13 

35.0 

-39 

195.0 

2 

3.4 

5.7 

10.9 

13 

3.8:  tt 

WESTVACO  W  l2> 

1030.7 

34 

3663.0 

31 

80.7 

241 

254.7 

129 

7.8 

3.1 

10.9 

10 

2  5:  : 

imim-niMi./' 

SHION  RETAILING 

INDUSTRY  COMPOSITE 

158808.0 

1                          366.9 

9 
28 

643658.7 

1172.9 

13 

20 

2754.6 

^10 

18802.5 

-4 

1.7 

3.2 

14.8 

33 

1.1 

ABERCROMBIE&  FITCH  ANF" 

43.6 

12 

157.6 

18 

11.9 

13.6 

45.9 

20 

1.5: 

ALBERTO-CULVER  ACV  (3) 

593.6 

13 

2314.9 

14 

23.6 

-12 

100.0 

6 

4.0 

5.1 

15.0 

23 

1.71 

AMAZON.COM  AMZN 

972.4 

14 

2762.0 

68 

-545.1 

NM 

-1411.3 

NM 

NM 

NM 

NM 

NM 

-4  0:  I 

1.6' 

In 

AMERICAN  EAGLE  OUTFITTERS 

AEOS""            282.8 

27 

955.2 

26 

29.2 

20 

81.7 

4 

10.3 

10.9 

27.7 

32 

AMES  DEPARTMENT  STORES  A 

MESM,)              920.3** 

4 

3900.2 

14 

-37.2 

NM 

7.6 

NM 

NM 

NM 

1.4 

19 

02 ! 

ANNTAYLOR  STORES  ANN  "" 

305.9** 

12 

1186.3 

13 

23.9 

11 

64.5 

5 

7.8 

7.9 

11.4 

13 

2.1    " 

.1 

AUTOZONE  AZO  l4» 

1063.6 

6 

4539.8 

8 

53.8 

-4 

265.3 

6 

5.1 

5.6 

296 

12 

2  0;   ■ 
1.2.  l' 

BARNES  &  NOBLE  BKS  "" 

951.8 

33 

4095.1 

28 

-5.2 

NM 

85.5 

-35 

NM 

0.5 

10.7 

21 

BJ'S  WHOLESALE  CLUB  BJ  <"> 

1178.2 

16 

4701.7 

18 

27.4 

17 

124.4 

23 

2.3 

2.3 

20.5 

26 

I  Sj 
1.1.  »' 
1.8  I 

BORDERS  GROUP  BGP  "" 

703.8 

7 

3177.6 

11 

-5.0 

NM 

91.0 

16 

NM 

NM 

11.5 

13 

BURLINGTON  COAT  FACTORY  B 

CF171                   735.3 

20 

2363.9 

18 

47.5 

61 

75.7 

52 

6.5 

4.8 

11.8 

11 

CDW  COMPUTER  CENTERS  CD 

NC                      1007.1 

36 

3842.5 

50 

42.0 

40 

162.3 

65 

4.2 

4.0 

25.5 

21 

1.7-  !" 

CHARMING  SHOPPES  CHRS <" 

'                           365.7 

32 

1523.6 

36 

7.9 

-5 

51.8 

98 

2.2 

3.0 

10.7 

14 

0.4   t 

CONSOLIDATED  STORES  CNS  " 

"                          733.5 

9 

4012.2 

10 

6.6 

-15 

149.4 

11 

0.9 

1.1 

18.0 

10 

1.3  »■ 

COSTCO  WHOLESALE  COST  ,4> 

7637.3** 

10 

32858.1 

16 

129.5 

0 

631.6 

17 

1.7 

1.9 

14.6 

32 

1.3   1 

CSKAUTOCAO"" 

368.9 

11 

1428.5 

24 

5.9 

-50 

4.0 

-91 

1.6 

3.5 

2.7 

45 

0.1   p 

DILLARD'S  DDS"" 

2047.3** 

-4 

8754.5 

-1 

-9.5 

NM 

71.9 

-66 

NM 

1.6 

2.6 

24 

0.7  p 

DOLLAR  GENERAL  DG  "" 

1094.4 

15 

4286.6 

16 

51.0 

0 

225.2 

9 

4.7 

5,4 

22.4 

29 

0.6   •*» 

FAMILY  DOLLAR  STORES  FDO  (' 

1                           820.1 

15 

3239.3 

14 

41.5 

13 

176.9 

20 

5.1 

5.1 

21.3 

24 

1.0  u 

FEDERATED  DEPARTMENT  STO 

RESFD""        4195.0" 

1 

18265.0 

9 

-668.0 

NM 

-68.0 

NM 

NM 

3.0 

1.2 

NM 

0.4   &' 

FOOTSTAR  FTS 

615  3 

25 

2237.1 

19 

19.5 

6 

62.3 

-2 

3.2 

3.7 

19.1 

15 

3.0   »' 

GAPGPS'"1 

3414.7 

12 

12953.3 

20 

186.3 

41 

1019.6 

1 

5.5 

10.3 

38.9 

23 

11    »' 

GOODY'S  FAMILY  CLOTHING  GC 

YSn"                  276.6 

3 

1241.3 

8 

1.6 

4 

3.3 

88 

0.6 

0.6 

1.5 

56 

01    (, 

HOME  DEPOT  HD"" 

115450 

17 

44449.0 

22 

650.0 

13 

2695.0 

25 

5.6 

5.8 

[8.6 

38 

1   1    1 

HOMEBASEHBI1"1 

334.4 

12 

1434.3 

5 

-10.3 

NM 

14.4 

NM 

NM 

1.0 

3  7 

NM 

0.3 

INSIGHT  ENTERPRISES  NSIT 

545.3 

30 

2041.1 

34 

14.4 

52 

56.7 

69 

2.6 

2.3 

21,4 

20 

1.3    til 

j 

INTIMATE  BRANDS  IBI  "" 

925.1 

14 

4888.9 

15 

43.2 

12 

489.7 

19 

4.7 

4.7 

10/  H 

1H 

0.9  1 

iO-ANN  STORES  JAS  A'"1 

362.5 

4 

1443.2 

7 

3.0 

64 

16.3 

38 

08 

2.4 

(>   1 

6 

0.8  1, 
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CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 


SALES 


PROFITS 


4TH 

QUARTER 

2000 

$  MIL 


CHANGE 
FROM 
1999 


12 

MONTHS 
2000 
$  MIL 


CHANGE 
FROM 
1999 

% 


4TH 

QUARTER 

2000 

$MIL. 


CHANGE 

FROM 

1999 

% 


KMART  KM"" 

KOHL'S  KSS"" 

LANDS' END  IE"" 

LIMITED  LTD"" 

LOWE'S  lOW"" 

MAY  DEPARTMENT  STORES  MAY  "" 

MEN'S  WEARHOUSE  MWn" 

MICHAELS  STORES  MIKE"" 

NEIMAN  MARCUS  GROUP  NMG.A  {SI 

NORDSTROM  JWN1"1 

OFFICEMAX  OMX"" 

PAYLESS  SHOESOURCE  PSS  "" 

PC  CONNECTION  PCCC 

PENNEY  (J.C.)JCP"" 

PEP  BOYS-MANNY,  MOE  &  JACK  PBY  "" 

PETSMARTPETM"" 

ROSS  STORES  POST"" 

SAKSSKS"" 

SEARS,  ROEBUCK  S 

SHOPKO  STORES  SKO"" 

SPORTS  AUTHORITY  TSA"" 

STAPLES  SPLS"" 

TALBOTSTLB"" 

TARGET  TGT"" 

TIFFANY  TIF"" 

TJX  TJX"" 

TOYS 'R' US  TOY"" 

VALUE  CITY  DEPARTMENT  STORES  VCD  < 

VENATOR  GROUP  Z  "" 

WAL-MART  STORES  WMT"" 

ZALE  ZLC  ,5» 


ELECTRICAL  &  ELECTRONICS 


INDUSTRY  COMPOSITE 69726.6 

(A)  ELECTRICAL  PRODUCTS 

GROUP  COMPOSITE  7793.5  7 

AMERICAN  POWER  CONVERSION  APCC  407.3  4 

COOPER  INDUSTRIES  CBE  1107.0  10 

EMERSON  ELECTRIC  EMR  l31  3919.5  11 

HUBBELLHUB.B  346.1  1 

NATIONAL  SERVICE  INDUSTRIES  NSI  (4>  643 .8  4 

ROCKWELL  INTERNATIONAL  ROK ,3)  1107  0  1 

SMITH  (A.O.)  AOS  262.8  -8 


81990 

3 

36496.0 

1444.9 

31 

5536.5 

336.4 

3 

1307.6 

2169.2 

5 

9827.2 

4504.1 

15 

18024,8 

3326.0" 

5 

14141.0 

304.2 

11 

1285.1 

526.5 

14 

2109.3 

739.7 

11 

2926.0 

1291.3** 

14 

5515  7 

1307.1 

0 

5121.1 

723.0 

8 

2852.4 

345.1 

6 

1449.9 

7743.0 

-1 

32730.0 

622.4 

3 

2426.1 

541.3 

6 

2183.9 

639.5 

5 

2624.4 

1565.7" 

1 

6487.5 

123740 

2 

40937.0 

817.6 

1 

3651.9 

334.8 

2 

1502.1 

2801.8 

17 

10189.7 

391.8" 

23 

1481.7 

8582.0" 

8 

35509.0 

369.7" 

15 

1644.8 

2461.4 

10 

9354.6 

2220.0 

-10 

11560.0 

562.0" 

27 

2075.7 

1160.0 

-2 

4636.0 

45676.0 

13 

186167.0 

366.0 

13 

1837.0 

4 

31 

-7 

1 

18 

3 

13 

20 

12 

7 

9 

6 

34 

6 

1 

3 

9 

2 

4 

24 

-2 

22 

18 

8 

22 

9 

-2 

30 

0 

21 

23 


-67.0 

76.7 

4.4 

49.2 

202.3 
85.0 
17.0 
16.0 
48.1 
-3.3 

-22.0 

32.3 

5.5 

-30.0 

-62.3 
-3.2 
29.7 
-8.1 

442.0 
-8.4 
-4.7 
84.7 
34.9 

216.0 
36.3 

158.3 

-65.0 

-79.0 

25.0 

1369.0 

4.1 


NM 

45 

-49 

19 

20 

-38 

31 

53 

29 

NM 

NM 

-7 

-28 

NM 

NM 

NM 

-14 

NM 

-40 

NM 

NM 

-9 

74 

-10 

65 

4 

NM 

NM 

213 

6 

-25 


12 

MONTHS 

2000 

SMIL. 


-81.0 
314.2 

31.2 
506.2 
818.0 
853.0 

76.9 

78.0 
144.7 
141.4 
-25.2 
125.5 

31.5 
-137.0 
-65.2 
-11.3 
149.2 
140.4 
1343.0 

46.7 
-162.2 
291.5 

97.5 
1234.0 
190.5 
539.8 
388.0 
-586 
109.0 
6207.0 
110.1 


CHANGE 
FROM 
1999 


MARGINS 


QUARTER     QUARTER 


2000 
% 


1999 
% 


NM 
36 

-31 
36 
31 
-4 
59 
70 
36 

-30 

NM 

38 
NM 
NM 
NM 
-2 
-21 
-8 
-17 
NM 
9 
90 
11 
67 
4 
10 
NM 
NM 
19 
31 


NM 
5.3 
1.3 
2.3 
4.5 
2.6 
5.6 
3.0 
6.5 
NM 
NM 
4.5 
1.6 
NM 
NM 
NM 
4.7 
NM 
3.6 
NM 
NM 
3.0 
8.9 
2,5 
9.8 
6.4 
NM 
NM 
2.2 
3.0 
1.1 


0.3 
4.8 
2.7 

2.0 
4.3 
4.3 
4.8 
2.3 
5.6 
3.0 
NM 
5.2 
2.4 
1.8 
1.6 
NM 
5.7 
1.7 
6.1 
1.0 
NM 
3.9 
6.3 
3.0 
6.8 
6.8 
0.6 
1.7 
0.7 
3.2 
1.7 


RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

12-31 

1  8 
15.6 

10.3 
24.2 
15.3 
24.5 
17.0 
11.2 
16.5 
11.6 
-2.5 
32.2 
22.7 
-2.6 
-10.9 
-3.7 
34.3 

6.3 
20.9 

6.6 

NM 
15.6 
18.7 
20.7 
22.3 
48.3 
12.3 
-21.5 

9.3 
21.2 
14.4 


PRICE- 
EARNINGS 
RATIO 
2-8 


23      258315.6 


26      4834.9 


1      26298.2 


(B)  ELECTRONICS 

GROUP  COMPOSITE  16198.6  7 

ANDREW  ANDW(31  280.5  20 

AVAYAAV'3'  1785.0  -4 

HARRIS  HRS(6)  486.9  10 

HUGHES  ELECTRONICS  GMH  2059.0  21 

L-3  COMMUNICATIONS  HOLDINGS  LLL               557.6  29 

MOTOROLA  MOT  10064.0  11 

QUALCOMM  QCOM  l3)  684.0  -39 

SENSORMATIC  ELECTRONICS  SRM  (6)  281.6  4 


33687.2 

1483.6 
4459.9 
15921.0 
1424.1 
2589.9 
6598.0 
1210.7 

61243.6 

1066.1 
7620.0 
1914.9 
7287.6 
1910.1 
37564.0 
2760.7 
1120.1 


9 
10 

15 
11 
-2 
12 
1 
16 

11 
32 
-7 

9 

31 

36 

17 

-33 

5 


601.4 

38.4 
89.2 
357.4 
28.3 
16.5 
69.0 
2.6 

-179.5 

20.9 
16.0 
16,0 

-60.3 
31.2 

135.0 

-357.6 

19.2 


-A 

-42 

6 

10 

4 

-32 

-21 

78 

NM 

25 
-77 

18 
NM 

35 
-58 
NM 

22 


2797.8 

165.6 

357.4 

1454.9 

138.2 

92.0 
548.0 

41.7 


70 

3 

20 
8 

9 
-5 
-25 

3 
-17 


6.9 

7.7 

9.4 
8.1 
9.1 
8.2 
2.6 
6.2 
1.0 


8.5 

8.6 

17.0 
8.4 
9.2 
7.9 
3.9 
7.9 
4.1 


13.6 

19.8 

15.0 
19.4 
22,2 
17.6 
13.7 
20.2 
9.3 


900.1 

83.8 
-428.0 

-16,7 
-355.4 
82.7 
1318.0 
135.5 
80.2 


-29 

249 

NM 
NM 
NM 
41 
48 
-59 
45 


NM 

7.5 
0.9 
3.3 
NM 
5.6 
1.3 
NM 
6.8 


2.3 

7.2 
3.7 
3.1 
NM 
5.3 
3.6 
15.8 
5.8 


2.1 

14.7 
-50.2 
-1.5 
-4.5 
11.9 
7.1 
2.7 
9.0 


(C)  INSTRUMENTS 

GROUP  COMPOSITE  7522.9  32  25896.0 

AGILENT  TECHNOLOGIES  A  <21  3372.0  38  10773.0 

APPLIED  8I0SYSTEMS  GROUP  AB  I'61  411.0  22  1534.5 

BECKMAN  COULTER  BEC  525.3  2  1886  9 

OANAHER  DHR  1032.4  22  3777.8 

lOA-TENCOR  KLAC (6)  573.1  73  2002.7 

"ERKINELMER  PKI  462.4  8  1695.3 

TEKTRONIX  TEK  <71  325.1  24  1181.9 

fERADYNETER  821.7  50  3043.9 


30 
29 
18 

4 
18 
91 
24 

4 
70 


811.4 

305.0 
58.0 
43.0 
87.8 

109.3 
39.6 
36.7 

132.0 


75 

109 
32 

11 

18 
122 

37 
311 

76 


2489.4 

757.0 
219.8 
125.5 
324.2 
380.2 
86.1 
78.9 
517.8 


73 

48 

27 

18 

24 

181 

203 

191 

170 


10.8 

9.0 
14.1 

8.2 

8.5 
19.1 

8.6 
11.3 
16.1 


8.1 

6  0 
13.0 
7.5 
8.8 
14.9 
6.8 
3.4 
13.7 


18.3 

14.4 
22.7 
36.5 
16.7 
21  2 
13.1 
78 
31.2 


NM 
72 
28 
16 
23 
15 
15 
14 
13 
18 

NM 
14 
11 

NM 

NM 

NM 
13 
14 
10 
6 

NM 
27 
31 
26 
28 
16 
15 

NM 
16 
38 
12 

33 

19 
16 
12 
22 
13 
11 
16 
10 


NM 

18 
NM 
NM 
NM 

34 

34 
NM 

23 


30 
33 

74 
19 
29 

19 
S3 
44 
12 


D)  SEMICONDUCTORS  &  OTHER  COMPONENTS 

i3R0UP  COMPOSITE                                 38211.6  35  137488.8 

VDVANCED  MICRO  DEVICES  AMD                     1175  2  21  4644  2 

U.TERAALTR                                                      368.0  55  1376.8 

IMKOR  TECHNOLOGY  AMKR                               636.9  18  2387  3 

IMPHENOL  APH                                                  369.4  37  1359.7 


40  3601.6 

63  178.0 

65  205.5 

25  40.9 

35  32.6 


8  20110.9 

174  1006.1 

192  496.9 

103  154.2 

133  107.9 


100 

NM 
122 
101 
144 


9.4 

15.1 

55.9 

6.4 

8.8 


12 

MONTHS' 

EARNINGS 

PER 

SHARE 

-0  30 
0.93 
1.01 
1.13 
2.13 
2.48 
1.82 
2.31 
3.00 
1.08 

-0.24 
5.00 
1.23 

-0.65 

-1.28 

-0.10 
1.75 
0.98 
388 
1.57 

-5.03 
0.61 
1.53 
1.34 
1.26 
1.82 
1.68 

-1.75 
0.80 
1.39 
3,07 

1.10 

2.70 

0,83 
3.80 
3.38 
2.25 
2.25 
2.91 
1.76 


0.15 

1.03 
-1.61 
-0.25 
-0.33 
2.37 
0.58 
0.13 
0.89 


1.78 

1.66 
1.00 
2.03 
2.23 
1.96 
1.70 
0.80 
2.86 


11.8 

15.8 

28 

1.22 

6.7 

31.7 

8 

2.95 

29.7 

39.8 

23 

1.19 

3.8 

11.7 

18 

1.02 

5.2 

NM 

17 
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CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 


ANALOG  DEVICES  ADI  m 

ATMEL  atml 

AVX  AVX  ,91 

BENCHMARK  ELECTRONICS  BHE 

BROADCOM  BRCM 

CONEXANT  SYSTEMS  CNXT  <31 

CYPRESS  SEMICONDUCTOR  CY 

FAIRCHILD  SEMICONDUCTOR  INTL.  PCS 

INTEGRATED  DEVICE  TECHNOLOGY  I  DTI  ' 

INTEL  INTC 

INTERNATIONAL  RECTIFIER  IRF  (61 

JABIL  CIRCUIT  JBL14' 

JDS  UNIPHASE  JDSU  16> 

KEMET  KEM  (9' 

LSI  LOGIC  LSI 

MANUFACTURERS  SERVICES  MSV 

MAXIM  INTEGRATED  PRODUCTS  MXIM  (6 

MICRON  TECHNOLOGY  MU  M> 

MOLEX  MOLX  (6) 

NATIONAL  SEMICONDUCTOR  NSM  (7) 

ON  SEMICONDUCTOR  ONNN 

PLEXUS  PLXS  (3) 

SANMINA  SANM  (31 

SCI  SYSTEMS  SCI <61 

SOLECTRON  SLR  (4) 

TEXAS  INSTRUMENTS  TXN 

VIASYSTEMS  GROUP  VG 

VISHAY  INTERTECHNOLOGY  VSH 

XILINX  XLNX  (9) 


EH 


INDUSTRY  COMPOSITE 

(A)  FOOD  DISTRIBUTION 

GROUP  COMPOSITE 

ANDERSONS  ANDE 

INTERNATIONAL  MULTIFOODS  IMC  no) 

PERFORMANCE  FOOD  GROUP  PFGC 

SPARTAN  STORES  SPTN  (9> 

SUPERVALU  SVU  (,0> 

SYSCO  SYY  <61  

(B)  FOOD  PROCESSING 

GROUP  COMPOSITE 

AGRIBRANDS  INTERNATIONAL  AGX  M) 

ARCHER  DANIELS  MIDLAND  ADM  l6> 

CAMPBELL  SOUP  CPB  (51 

CONAGRA  FOODS  CAG  m 

CORN  PRODUCTS  INTERNATIONAL  CPO 

DEAN  FOODS  DF  (7> 

DEL  MONTE  FOODS  DLM  l6) 

DOLE  FOOD  DOL 

EARTHGRAINS  EGR  (9> 

FLOWERS  INDUSTRIES  FLO 

GENERAL  MILLS  GIS  "' 

HEINZ  (HJ.)HNZ(el 

hershey  foods  hsy 
hormel  foods  hrli2) 
interstate  bakeries  ibc(7) 
keebler  foods  kbl 
kellogg  k 

lancaster  colony  lanc  ,6) 
Mccormick  mkc(,) 
pilgrim's  pride  chx  l3> 
quaker  oats  oat 
ralcorp  rah  (31 
ralston  purina  ral (3) 

SARA  LEE  SLE  l61 
SMITHFIELD  FOODS  srD  "» 
STARBUCKS  SBUX  ,3) 
TYSON  FOODS  TSN  <3» 
WRIGLEY  (WM.)  JR.  WWY 


SALES 

PROFITS 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

12-31 

PRICE- 
EARNINGS 
RATIO 
2-8 

12 

Will  III', 

1  ARMING' 
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SHARE 

4TH 

QUARTER 
2000 
SMIL 

CHANGE 
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1999 

% 

17 
MONTHS 
2000 
SMIL 

CHANGE 

FROM 

1999 

% 

4TH 

QUARTER 

2000 

SMIL. 

CHANGE 

FROM 

1999 

% 

1? 
MONTHS 
2000 
SMIL. 

CHANGE 

FROM 

1999 

% 

MARGINS 

4TH           4TH 

QUARTER    QUARTER 

2000          1999 

%             % 

ioi  i, 

87 

2577.5 

78 

L99.9 

173 

607.1 

208 

24.8 

17.0 

26.4 

32 

1.59 

574.3 

48 

2012.7 

51 

86.3 

161 

266.0 

223 

15.0 

8.5 

14.0 

27 

0.55 

709.5 

70 

2506.4 

73 

166.1 

291 

5 1  3  6 

449 

23.4 

10.2 

41.8 

7 

2.91 

489.7 

45 

1704.9 

94 

8.1 

525 

19.9 

50 

1.7 

0.4 

4.8 

28 

1.06 

376.1 

132 

1132.1 

117 

-768.6 

NM 

-693.4 

NM 

NM 

20.4 

-12.7 

NM 

-3.15 

410.4 

-20 

2004.0 

21 

-206.9 

NM 

-449.6 

NM 

NM 

10.2 

-15.3 

NM 

-2.01 

370.0 

68 

1287.8 

73 

97.6 

114 

277.3 

215 

26.4 

20.7 

23.0 

12 

203 

468.8 

30 

1783.2 

54 

93.7 

282 

273.1 

NM 

20.0 

6.8 

32.6 

6 

2.69 

278.9 

58 

976.4 

49 

89.4 

186 

493.3 

505 

32.1 

17.7 

48.6 

8 

4.50 

8702.0 

6 

33726.0 

15 

2193.0 

4 

10535.0 

44 

25.2 

25.7 

28.2 

23 

1.51 

268.1 

57 

947.5 

56 

46.5 

276 

144.2 

698 

17.4 

7.2 

15.3 

22 

2.24 

1129.0 

64 

3997.5 

64 

47.7 

80 

166.9 

83 

4.2 

3.8 

12.6 

35 

0.87 

925.1 

228 

2630.2 

291 

-895.4 

NM 

-2571.7 

NM 

NM 

NM 

-11.0 

NM 

-286 

374.9 

74 

1326.3 

87 

97.4 

436 

312.0 

806 

26.0 

8.4 

38.8 

6 

3.53 

750.6 

28 

2737.7 

31 

61.7 

-34 

236.6 

49 

8.2 

15.9 

9.5 

29 

0.70   • 

638.4 

135 

1758.1 

91 

5.2 

NM 

-1.2 

NM 

0.8 

0.2 

-10.7 

NM 

-0.88 

305.1 

51 

1073.3 

56 

99.1 

53 

350.0 

57 

32.5 

32.0 

28.0 

53 

1.09 

1832.3 

16 

7584.2 

67 

352.2 

3 

1515.1 

376 

19.2 

21.5 

20.2 

16 

2.54 

629.3 

16 

2437.5 

28 

67.8 

25 

255.2 

31 

10.8 

10.0 

14.5 

32 

1.29 

595.0 

16 

2380.0 

21 

106.7 

8 

732.6 

NM 

17.9 

19.2 

40.1 

6 

3.75 

493.4 

5 

2073.9 

16 

17.7 

-7 

88.6 

49 

3.6 

4.0 

23.8 

15 

0.49 

272.1 

85 

876.6 

69 

13.2 

60 

45.2 

108 

4.9 

5.6 

11.5 

39 

1.14 

1390.3 

82 

4538.2 

74 

110.7 

159 

265.2 

66 

8.0 

5.6 

14.5 

47 

0.81 

2595.4 

20 

9146.6 

27 

56.0 

14 

213.2 

29 

2.2 

2.3 

14.4 

18 

1.43 

5695.5 

101 

16998.4 

66 

190.6 

68 

578.0 

50 

3.3 

4.0 

11.2 

35 

0.91 

3033.0 

15 

11875.0 

22 

665.0 

49 

3087.0 

113 

21.9 

16.9 

24.5 

22 

1.73 

455.6 

29 

1605.0 

24 

13.6 

NM 

-104.8 

NM 

3.0 

NM 

-80.6 

NM 

-0.88 

643.6 

38 

2465.1 

40 

140.6 

285 

517.9 

522 

21.9 

7.8 

31.0 

5 

3.77 

450.1 

70 

1558.9 

73 

-10.5 

NM 

673.7 

213 

NM 

25.9 

35.3 

25 

1.92 

95615.5 

4 

366644.5 

6 

2894.0 

-9 

10855.1 

9 

3.0 

3.5 

21.5 

24 

1.27 

13502.5 

8 

-8 

53253.3 

970.3 

17 

-4 

215.1 

4.4 

16 

29 

859.1 

24 

1.6 

1.5 

18.3 

11.2 

25 

6 

1.00 

1.34 

324.0 

10.1 

20 

1.4 

1.0 

649.8 

3 

2440.4 

3 

8.5 

5 

25.4 

2 

1.3 

1.3 

9.9 

14 

1.35 

678.0 

23 

2605.5 

27 

7.9 

34 

26.9 

40 

1.2 

1.1 

7.5 

26 

1.82 

1140.1* 

19 

3342.5 

12 

7.3 

8 

20.4 

25 

0.6 

0.7 

10.9 

6 

1.65 

5420.2 

1 

23249.3 

22 

47.5 

-19 

246.9 

10 

0.9 

1.1 

13.0 

8 

1.83 

5290  5 

14 

20645.4 

13 

139.4 

37 

529  4 

33 

2.6 

2.2 

28.2 

35 

0.79 

41064.4 

5 

0 

154446.0 

4 

1992.8 

-18 

7393.6 

5 

4.9 

6.2 

25.7 

9.1 

23 

15 

1.35 

3.50 

302.0 

1194.2 

-3 

4.9 

-65 

36.0 

-23 

1.6 

4.6 

4941.0 

7 

15811.3 

0 

124.6 

22 

396.7 

106 

2.5 

2.2 

6.5 

26 

0.62 

1778.0 

1 

6277.0 

-2 

204.0 

-13 

683.0 

-2 

11.5 

13.3 

533.6 

20 

1.58 

7206.2 

8 

26270.8 

5 

301.7 

61 

571.7 

79 

4.2 

2.8 

14.1 

22 

1.15 

467.6 

3 

1865.1 

8 

12.2 

12 

47.7 

-36 

2.6 

3.1 

5.0 

20 

1.35 

1103.5 

3 

4155.1 

2 

29.8 

10 

107.5 

36 

2.7 

2.5 

15.4 

12 

2.97 

428.2 

-6 

1412.0 

9 

8.5 

-63 

118.2 

88 

2.0 

5.0 

459.9 

4 

2.16 

1062.5 

-2 

4763.1 

-1 

-6.5 

NM 

67.7 

39 

NM 

NM 

12.0 

14 

1.21 

782.1 

22 

2462.4 

23 

-13.0 

NM 

14.4 

69 

NM 

2.9 

2.2 

55 

0.35 

1059.5 

5 

4376.9 

3 

10.3 

-47 

45.5 

524 

1.0 

1.9 

8.4 

38 

0.45 

1895.2 

4 

6879.5 

6 

202.7 

5 

623.8 

4 

10.7 

10.7 

NM 

21 

2.12 

2296.5 

-2 

9332.8 

1 

190.0 

-54 

659.0 

1 

8.3 

17.7 

41.3 

24 

1.86 

1194.9 

8 

4221.0 

6 

116.0 

18 

3  34  5 

-27 

9.7 

8.9 

28.5 

26 

2.42 

1006.2 

6 

3675.1 

9 

61.0 

2 

170.2 

4 

6.1 

6.3 

19.5 

18 

1.20 

817.8 

1 

3540.4 

2 

11.4 

-59 

66.5 

-45 

1.4 

3.4 

17.6 

15 

1.07 

645.3 

5 

2757.0 

3 

53.7 

20 

175.6 

99 

8.3 

7.3 

31.2 

21 

2.00 

1556.0 

-2 

6954.7 

0 

93.2 

8 

587.7 

74 

6.0 

6.4 

65.5 

19 

1.45 

313.7 

-3 

1097.1 

1 

29.4 

-11 

94.4 

-8 

9.4 

10.2 

21.1 

11 

2.46 

679.5 

10 

2123.5 

6 

57.6 

7 

137.5 

40 

8.5 

8.7 

38.3 

19 

1.98 

386.0 

9 

1530.6 

11 

12.7 

14 

50.2 

22 

3.3 

4.2 

14.2 

9 

1.22 

995.9 

5 

5041.0 

7 

48.5 

18 

360.6 

21 

4.9 

6.2 

115.0 

38 

2.61 

277.3 

35 

881.6 

28 

8.7 

14 

37.5 

1 

3.1 

3.7 

10.7 

14 

1.24 

731.3 

0 

2766.3 

1 

81.4 

40 

382.8 

13 

1  1  1 

1  ;■',  I , 

87.3 

24 

1  32 

4757,0 

3 

17850.0 

3 

151.0 

60 

931.0 

17 

3.2 

8  1 

60.6 

20 

1.04 

1430.9 

16 

5630.2 

28 

44.6 

101 

135.1 

22 

3.1 

1,8 

136 

13 

2.48 

r,i,/  A 

26 

2309.6 

28 

49,0 

41 

108.8 

1 

7.3 

6.6 

9.5 

87 

0.56 

1743.0 

-2 

7122.0 

3 

27.0 

-53 

121.0 

48 

1.5 

3.2 

5.6 

25 

539.9 

0 

2145.7 

4 

78.4 

7 

328.9 

7 

ii  S 

13.6 

29.1 

31 

_. 
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ORPORATE  SCOREBOARD 


COMPANY  SYMBOL 


SALES 


PROFITS 


4TH 

QUARTER 

2000 

$  MIL 


CHANGE 

EROM 

1999 

% 


12 

MONTHS 

2000 

SMIL 


CHANGE 

EROM 

1999 

% 


dTH  CHANGE 

QUARTER  EROM 
2000  1999 

$  MIL.  % 


HtDrimc  RETURN  0N 

IHAKCIMS  COMMON  12 

12           CHANGE           4TH            4TH  EQUITY  PRICE-  MONTHS' 

MONTHS        FROM         QUARTER     QUARTER  12  MONTHS  EARNINGS  EARNINGS 

2000           1999            2000          1999  ENDING  RATIO  PER 

$MIL             %                %              %  12-31  2-8  SHARE 


;C)  FOOD  RETAILING 

3ROUP  COMPOSITE 

U.BERTSONS  ABS11" 

5REAT  ATLANTIC  &  PACIFIC  TEA  GAP  (,0, 

NGLES  MARKETS  IMKTA  l3> 

(ROGER  KR'"1 

>ENN  TRAFFIC  PNFT("> 

(UOOICK  RDK  (3> 

JAFEWAY  SWY 

'-ELEVEN  SE 

VEIS  MARKETS  WMK 

VINN-DIXIE  STORES  WIN  ,6' 

m 

NDUSTRY  COMPOSITE 


41048.5 

2 

158945.2 

6 

686.1 

16 

2602.4 

16 

1.7 

1.5 

15.2 

26 

1.18 

8991.0 

0 

37117.0 

0 

172.0 

32 

809.0 

130 

1.9 

1.4 

14.3 

15 

1.91 

2428.8 

4 

10489.2 

3 

-14.5 

NM 

-7.3 

NM 

NM 

0.9 

-0.9 

NM 

-0.19 

504.7" 

8 

1952.5 

7 

4.5 

-9 

20.6 

5 

0.9 

1.0 

8.9 

12 

0.91 

10961.9 

6 

47549.3 

5 

202.5 

56 

772.4 

18 

1.8 

1.3 

27.1 

28 

0.91 

611.3 

0 

2459.3 

NA 

28.3 

NM 

-102.8 

NA 

NM 

NM 

-36.1 

NM 

-5.12 

715.0 

7 

2732.3 

4 

11.2 

-16 

48.8 

-5 

1.6 

2.0 

10.2 

11 

1.06 

10015.4 

1 

31976.9 

11 

299.1 

-2 

1091.9 

12 

3.0 

3.1 

22.0 

25 

2.13 

23178" 

6 

9451.0 

13 

12.4 

18 

106.5 

35 

0.5 

0.5 

157.2 

10 

0.97 

546.4 

4 

2061.0 

3 

15.2 

-25 

73.8 

-7 

2.8 

3.8 

7.8 

21 

1.77 

3956  i 

-7 

13156.6 

-7 

12.2 

NM 

-210.6 

NM 

0.3 

NM 

-25.8 

NM 

-1.48 

168124.5 


32      600798.1 


40     11953.0         115      40455.6       132 


A)  COAL,  OIL  &  CAS 

iROUP  COMPOSITE                               158597.4  32  566612.7 

.MERADA  HESS  AHC  3685.0  62  11993.0 

.NADARKO  PETROLEUM  APC  2406.0  341  5686  0 

PACHE  APA  730.8  85  2283.9 

RCHCOALACI  343.4  -7  1391.8 

SHLAND  ASHl3'l  1892.0  1  7957.0 

URLINGTON  RESOURCES  BR  999.0  45  3147  0 

HEVRONCHV  13192  0  24  50459.0 

OASTALCGP  6059.1  87  18013  9 

ONOCOCOC.B  10393.0"  27  39287.0 

ONSOL  ENERGY  CNX ""  504.8"  -6  2006.5 

EVON  ENERGY  DVN  850.1"  68  2784.1 

OG  RESOURCES  EOG  502.4  112  14815 

XXON  MOBIL  XOM  58271.0"  20  210607.0 

OLLYMOC'51  326.0  62  1091.3 

ERR-McGEE  KMG  1117.7  37  4121.2 

IITCHELL  ENERGY  &  DEVELOPMENT  MND  t      550  8  113  1672  3 

IURPHY0ILMUR  1276.1"  41  4640.7 

CCIDENTAL  PETROLEUM  OXY  3942.0  54  13574.0 

HILLIPS  PETROLEUM  P  5800.0"  34  21227.0 

UNOCOSUN  3278.0"  24  12426.0 

•XACOTX  14431.0"  37  51130.0 

3SC0TOS  7443.8  78  24545.2 

LTRAMAR  DIAMOND  SHAMROCK  UDS  4878  3  22  170611 

iNOCALUCL  2725.0"  47  8881.0 

SX-MARATHON  GROUP  MRO  8879.0  22  34474.0 

\LERO  ENERGY  VLO  4121.2  56  14671.1 


41 

70 
221 
99 
-11 
13 
36 
42 
74 
44 
-7 
118 
76 
29 
66 
50 
87 
68 
74 
53 
50 
43 
71 
22 
52 
46 
84 


I)  PETROLEUM  SERVICES 

ROUP  COMPOSITE  9527.1  25  34185.4  16 

I  SERVICES  BJS  (3)  489.7"  38  1690.2  42 

10PER  CAMERON  CAM  348.4  7  1386.7  -6 

.08AL  MARINE  GLM  332.4  67  1039.8  31 

U.LIBURT0N  HAL  3193.0  6  11944.0  -3 

MORS  INDUSTRIES  NBR  412.2  90  1327.1  108 

3BLE  AFFILIATES  NBL  453.3  79  1381.3  56 

HLUMBERGER  SLB  2688.5  23  9611.5  14 

l/IITH  INTERNATIONAL  SI  I  759.9  41  2761.0  53 

IANSOCEAN  SEDCO  FOREX  RIG  314.9  140  1229.5  90 

EATHERFORD  INTERNATIONAL  WFT  534  9  44  1814  3  46 

i  mammmm 

DUSTRY  COMPOSITE 127774.9  12  482710.4 

)  DRUG  DISTRIBUTION 

iOUP  COMPOSITE                                 47336.0  14  176460.2  15 

IIERISOURCE  HEALTH  AAS t3)  3307.2  16  12112  8  18 

RGEN  BRUNSWIG  BBC (3)  5852.0"  4  23169.5  10 

iRDINAL  HEALTH  CAH  l6)  9637.9"  30  34059.9  25 

iREMARKRXCMX  1203.8  32  4430.1  34 

;'SCVS  5488.8  6  20087.5  11 

«K  HEALTHCARE  RESOURCES  DKWD l61  355.3  5  1503  8  37 

NGS  DRUG  STORES  LDG  ",l  973.8  12  3972.2  12 

KESSON  HBOC  MCK  (9)  11029.1"  12  39937.5  12 

'IAR-MOR  PMOR  l61  342.3  -2  1274.4  -3 


11588.5 

340.0 

457.0 

257.1 

9.6 

59.0 
304.0 
1494.0 
208.3 
550.0 

29.4 

306.9 

161.4 

4905.0 

20.4 
282.3 

95.3 

93.3 
333.0 
744.0 
154.0 
545.0 
164.0 
119.1 
173.0 
-310.0 

93.3 

364.6 

63.5 
-9.6 
40.9 

-21.0 
54.9 
70.6 

237.9 
26.0 
-9.2 

-89.5 


115 

160 
NM 
164 
NM 

48 
NM 

85 

23 

70 
-19 
310 
430 
115 
533 
157 
176 

57 
-32 
198 
305 

71 
-24 
384 
144 

NM 
466 

135 

210 
NM 
282 
NM 
613 
228 
307 
315 
NM 
NM 


38768.2 

1023.0 
824.0 
720.6 
-12.7 
310.0 
675.0 

5185.0 
654.4 

1902.0 

93.3 

730.3 

396.9 

15990.0 

28.6 

842.0 

257.1 

296.8 

1569.0 

1862.0 
411.0 

2542.0 
5294 
444.3 
723.0 
432.0 
339  1 

1687.4 

161.0 
27.7 
113.9 
188.0 
135.5 
191.6 
734.6 
72.8 
107.1 
-44.8 


12       5702.2         -38      34897.4 


133 

134 

NM 
259 

NM 
-9 

NM 
150 
31 
156 
7 

NM 
-30 
102 
39 
476 
282 
148 
176 
206 
324 
116 
20 
157 
540 
-34 

NM 

100 

NM 
-36 

27 

8 

389 

287 

123 

28 


10 


7.1 

7.3 

9.2 

19.0 

35.2 

2.8 

3.1 

30.4 

11.3 

3.4 

5.3 

5.8 

36.1 

32.1 

8.4 

6.3 

25.3 

17.3 

7.3 

8.4 

12.8 

4.7 

3.8 

2.2 

2.4 

6.3 

NM 

2.3 

3.8 

13.0 
NM 

12.3 
NM 

13.3 

15.6 
8.8 
3.4 
NM 
NM 


4.3 

4.5 

5.8 

5.7 

24.6 

NM 

2.1 

NM 

7.6 

5.2 

4.0 

6.8 

14.8 

12.9 

4.7 

1.6 

13.4 

13.4 

6.6 

19.0 

5.8 

1.4 

3.0 

5.1 

0.6 

3.8 

2.4 

0.6 


21.7 

24.1 

28.9 
13.5 
22.1 
-5.8 
15.6 
19.5 
27.4 
15.0 
37.2 
38.2 
24.3 
35.0 
23.5 
19.4 
32.0 
41.3 
26.2 
34.7 
34.3 
26.1 
21.5 
21.6 
25.7 
27.9 
8.2 
23.5 


2.0 

5.8 
2.2 
5.4 
0.9 
3.6 
8.5 
2.7 
1.2 
NM 
2.0 


6.7 

13.8 
3.3 
9.0 
4.0 
7.5 

22.5 
8.9 
9.2 
2.7 

-3  2 


4.5 


8.1 


22.3 


426.4 

26.2 

21.4 

209.2 

35.5 

209.5 

1.8 

7.7 

7.3 

-9.3 


-12 

21 

2 

21 

56 

12 

1 

-38 

-95 

NM 


327.5 

103.6 

-480.5 

766.6 

104.7 

746.0 

8.1 

60.8 

44.6 

33.6 


-82 

39 
NM 
42 
77 
17 
12 
11 
79 
NM 


0.9 

0.8 
0.4 
2.2 
2.9 
3.8 
0.5 
0.8 
0.1 
NM 


1.2 

0.8 
0.4 
2.3 
2.5 
3.6 
0.5 
1.4 
1.6 
2.3 


1.8 

32.1 

-63.6 

17.7 

NM 

18.1 

16.9 

9.0 

1.2 

-57  5 


14 

6 
15 
11 
NM 

9 
14 
11 
NA 
10 
26 
11 
14 
19 

5 

8 
11 
10 


67 

43 
NM 
48 
NM 
68 
13 
62 
56 
NM 
NM 


45 


NM 
26 

NM 
37 
33 
32 
11 
17 

NM 

NM 


3.91 

4.61 

11.38 
4.25 
5.73 

-0.33 
4.40 
3.12 
7.97 
2.96 
3.00 
1.19 
5.50 
3.24 
4.54 
3.77 
8.37 
5.13 
6.56 
4.26 
7.26 
4.70 
4.65 
3.47 
5.11 
2.93 
1.39 
5.60 


0.88 

1  92 
0.50 
0.64 
0.42 
0.89 
342 
1.27 
1.45 
0.50 


1.25 


0.00 
1.97 
3.56 
2  70 
043 
1  83 
1.86 
1  57 
0.16 
3.02 
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k 

PRICE- 

FAHNINf;:, 
RATIO 
2-8 

COMPANY  SYMBOL                                     SALES 

PROFITS 

"III          CHANGE 

QUARTER        FROM 

2000           1999 

SMIL              % 

12 

MONTHS 

2000 

SMIL 

CHANGI 

FROM 
1999 

% 

MARGINS 

4TH            4TH 

QUARTER     QUARTER 

2000          1999 

%              % 

I'l  IIIRNUII 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

12-31 

12 

month: 

IARNING 
PER 
SHARE 

t 

<1TH 

QUARTER 

2000 

SMIL 

CHANGE 

TROM 
1999 
% 

12 

MONTHS 

2000 

SMIL. 

CHANGE 

FROM 

1999 

% 

RITE  AID  HAD  ll0>                                                 3531.7 

8 

13914.6 

6~ 

24]  .' 

NM 

1800    J 

NM 

NM 

NM 

NM 

NM 

694 

i> 

WALGREEN  WAG  l41                                              5614.2 

16 

21997  '=) 

18 

1  58  4 

24 

807  5 

25 

2  8 

2  7 

18.2 

54 

0  78 

:< 

(B) DRUGS  &  RESEARCH 

GROUP  COMPOSITE                                   39654.2 

13 

145724.8 

12 

2854.2 

-58 

23759.2 

13 

14 

7.2 

20.3 

19.4 

19.1 

29.4 

33.5 

45 

27 

1.31 

1.78 

: 
i. 

ABBOTT  LABORATORIES  ABT                              3704.7 

7 

13745.9 

4 

753.4 

13 

2786.0 

• 

ALLERGANAGN                                                       419  1 

6 

1625.5 

12 

65.1 

10 

215.1 

14 

15.5 

15.1 

24.6 

54 

1.61 

■: 

ALZA  AZA                                                                275.9 

43 

988.5 

24 

107.3 

942 

230.7 

154 

38.9 

5.3 

14.8 

44 

0.97 

AMERICAN  HOME  PRODUCTS  AHP                   3505.8 

13 

13262.8 

12 

-3821.9 

NM 

-901.0 

NM 

NM 

19.5 

-14.2 

NM 

-0.69 

i 

AMGENAMGN                                                     951.4 

3 

3629.4 

9 

210.8 

-25 

1138.5 

4 

22.2 

30.4 

26.4 

66 

1.05 

: 

BRISTOL-MYERS  SQUIBB  BMY                         4784.0 

4 

18216.0 

8 

1069.0 

11 

4096.0 

8 

22.3 

20.9 

44.7 

32 

2.05 

i. 

CHIRON  CHIRt                                                        270.8 

57 

887.9 

30 

-124.4 

NM 

16.1 

-87 

NM 

15.0 

0.8 

NM 

0.07 

i1 

FOREST  LABORATORIES  FRX  (9)                         310.1** 

32 

1108.5 

41 

65.9 

108 

173.8 

41 

21.3 

13.5 

16.4 

74 

0.96 

i,' 

GENENTECH  DNA                                                       464.4** 

37 

1645.9 

24 

14.3 

NM 

-16.4 

NM 

3.1 

NM 

-0.4 

NM 

-0.03 

:> 

LILLY  (ELI)  LLY                                                  2977.7 

6 

10862.2 

9 

767.3 

-2 

3057.8 

20 

25.8 

27.9 

50.4 

29 

2.79 

■': 

MERCK  MRK                                                           11467.3 

28 

40363.2 

23 

1764.4 

12 

6821.7 

16 

15.4 

17.6 

50.5 

29 

2.90 

i. 

PFIZER  PFE                                                       8105.0 

8 

29574.0 

8 

1412.0 

-4 

3718.0 

-25 

17.4 

19.5 

23.0 

76 

0.59 

i 

SCHERING-PLOUGH  SGP                                   24  18  0 

6 

rmis.o 

8 

571.0 

13 

1-42  3  0 

15 

23.6 

22.1 

41.7 

31 

1,64 

(C)  HEALTH-CARE  SERVICES 

GROUP  COMPOSITE                                 25430.4 

10 

99459.2 

9 

669.8 

124 

2316.8 

20 

2.6 

1.3 

9.7 

38 

1.00 

D 

BEVERLY  ENTERPRISES  BEV                             671.2 

4 

2637.9 

4 

-46.8 

NM 

-54.5 

NM 

NM 

NM 

-8.6 

NM 

-0.53 

!• 

COVENTRY  HEALTH  CARE  CVTY                         718.7 

25 

2604.9 

20 

20.9 

39 

61.3 

41 

2.9 

2.6 

10.2 

20 

0.93 

ID 

EXPRESS  SCRIPTS  ESRX                                  1921.5 

47 

6786.9 

58 

20.0 

-83 

-8.0 

NM 

1.0 

9.1 

-1.1 

NM 

-0.21 

;:: 

HCA-THE  HEALTHCARE  CO.  HCA                     4173.0 

6 

16670.0 

0 

21.0 

-77 

219.0 

-67 

0.5 

2.3 

5.0 

NM 

0.39 

HEALTH  MANAGEMENT  ASSOCIATES  HMA  (3)    434.2 

17 

1641.9 

16 

40.2 

17 

173.6 

13 

9.3 

9.3 

16.1 

25 

0.71 

h 

HUMANA  HUM                                                     2560.0** 

-1 

10514.0 

4 

27.0 

NM 

90.0 

NM 

1.1 

NM 

6.6 

24 

0.54  „, 

MANOR  CARE  HCR                                              624.9 

17 

2380.6 

11 

22.9 

NM 

39.1 

NM 

3.7 

NM 

3.9 

53 

0.38 

:i: 

OXFORD  HEALTH  PUNS  OXHP                        1038 .6** 

0 

4111.8 

-2 

107.4 

-60 

285.4 

-11 

10.3 

25.9 

46.1 

16 

2.24 

:>; 

PACIFICARE  HEALTH  SYTEMS  PHSY                2973.6 

15 

11576.3 

15 

12.0 

-82 

161.0 

-42 

0.4 

2.6 

8.0 

8 

4.58 

:;:. 

QUEST  DIAGNOSTICS  DGX                                  836.4 

3 

3421.2 

55 

28.3 

NM 

105.0 

NM 

3.4 

NM 

10.2 

49 

222  WO 

QUORUM  HEALTH  GROUP  QHGI  (6)                       458.6 

6 

1811.2 

4 

10.9 

-14 

-9.0 

NM 

2.4 

2.9 

-1.4 

NM 

-0.18 

it: 

TENET  HEALTHCARE  THC  <7)                             2915.0 

5 

11569.0 

1 

175.0 

30 

406.0 

62 

6.0 

4.9 

8.9 

35 

1.26   L 

TRIGON  HEALTHCARE  TGH                                  670  7 

10 

2611.6 

11 

21.0 

-24 

112.0 

447 

3.1 

4.5 

11.0 

20 

29C    rr 

UNITEDHEALTH  GROUP  UNH                           5434.0" 

9 

21122.0 

8 

210.0 

34 

736.0 

30 

3.9 

3.1 

20.0 

28 

2.  IS 

KOI 

(D)  MEDICAL  PRODUCTS 

GROUP  COMPOSITE                                    15354.3 

5 

61066.2 

7 

6 

1751.9 

5 

8493.8 

23 

11.4 

11.4 

12.3 

24.0 

33 

1.95 

2. 01 

BARD  (C.R.)  BCR                                                 280.3 

4 

1098.8 

8.3 

-75 

106.9 

-9 

3.0 

17.4 

22 

■ 

BAUSCH  &  LOMB  BOL                                        469.2 

1 

1769.9 

1 

3.2 

-81 

91.7 

-11 

0.7 

3.7 

8.7 

29 

1.67 

H 

BAXTER  INTERNATIONAL  BAX                          1932.0 

9 

6896.0 

8 

270.0 

17 

738.0 

-5 

14.0 

13.1 

25.1 

36 

2A1  u 

BECTON,  DICKINSON  BDX  (3>                               843.3 

-2 

3602.4 

3 

60.6 

-19 

378.2 

38 

7.2 

8.8 

19.5 

26 

!-43  k 

BOSTON  SCIENTIFIC  BSX                                      638  0 

11 

2664.0 

-6 

60.0 

-44 

373.0 

1 

9.4 

14.9 

19.3 

18 

0.91 

|y 

GUIDANT  GDT                                                         648.8 

13 

2548.7 

8 

8.4 

-91 

374.3 

9 

1.3 

16.6 

32.7 

41 

1.21 

f> 

INVACARE  IVC                                                  268  3 

4 

1013.2 

15 

18.8 

168 

59.9 

44 

7.0 

2.7 

17.1 

18 

1  91 
• 

34C   to 

JOHNSON  &  JOHNSON  JNJ                                7108  0 

3 

29139.0 

6 

891.0 

18 

4800.0 

15 

12.5 

11.0 

26.0 

28 

MEDTRONIC  MDT  <8)                                             1361.4" 

14 

5362.4 

18 

314.1 

21 

1188.6 

86 

23.1 

21.9 

23.9 

53 

0.9; 

:  , 

OWENS  &  MINOR  OMI                                           897.3 

4 

3503.6 

10 

9.8 

10 

33.1 

18 

1.1 

1.0 

15.6 

17 

0.9*   "'" 

Hi 

ST.  JUDE  MEDICAL  STJ                                        295.4 

5 

11788 

6 

41   1 

14 

129  1 

433 

13  9 

12.8 

13.7 

41 

l  51 
1.1C  ,I0' 

STRYKERSYK                                                     612.4 

10 

2289.4 

9 

66.5 

52 

221.0 

NM 

109 

7.8 

25.9 

43 

iiwir.iiHi.v-i  i.mivviHiJi 

INDUSTRY  COMPOSITE                            24753.4 

8 

93781.2 

9 

397.2 

-73 

3805.8 

-26 

1.6 

6.3 

10.9 

18 

1.65 

(A)  BUILDING  MATERIALS 

GROUP  COMPOSITE                                 10536.1 

-A 

45343.4 

4 

-508.6 

NM 

1102.3 

-61 

NM 

6.3 

10.5 

28 

1.11 

in 

AMERICAN  STANDARD  ASD                               1 769  0 

1 

7598.0 

6 

59.0 

34 

315.0 

19 

3.3 

2.5 

NM 

12 

4.31 

El) 

LAFARGE  LAF                                                          650.7 

-9 

2787.6 

2 

58.9 

-23 

257.4 

7 

9.1 

10.8 

13.9 

9 

3.5 

Ul 

MARTIN  MARIETTA  MATERIALS  MLM                359  3 

-6 

1517.5 

6 

20.5 

-37 

112.0 

11 

5.7 

8.5 

13.2 

18 

2.31 

i 

NORTEKNTK                                                           511.0 

4 

2200.0 

10 

2.8 

48 

41.6 

16 

0.5 

1.1 

14.8 

8 

3.71 

im 

OWENS  CORNING  OWC                                   1107  0 

-13 

4940.0 

-2 

101.0 

NM 

-465.0 

NM 

NM 

4.7 

NM 

NM 

8.5: 

1:; 

PPG  INDUSTRIES  PPG                                     1992  0 

3 

8367.0 

8 

126.0 

-22 

620.0 

9 

6.3 

7.9 

20.0 

14 

3.5: 

RPMRPM(7)                                                           498.1 

0 

2009.1 

9 

16.9 

-17 

59.1 

15 

3.4 

4.1 

9.2 

16 

0,51 

SHERWIN-WILLIAMS  SHW                                1148  5 

0 

5211.6 

4 

-247.5 

NM 

16.0 

95 

NM 

4.9 

0.9 

NM 

OK 

b 

TECUMSEH  PRODUCTS  TECUA                           358.5 

-13 

1649.9 

-9 

14.8 

-50 

66.1 

-53 

4.1 

7.1 

6.6 

15 

3.4. 

-5.6; 

1 

USGUSG                                                                 841.0 

-14 

3781.0 

1 

-523.0 

NM 

-259.0 

NM 

NM 

11.7 

55.8 

NM 

■ 

VALSPAR  VAL  m                                                  381.8 

4 

1483.3 

7 

24.2 

0 

86.5 

5 

6.3 

6.6 

19.8 

17 

2.01 

VULCAN  MATERIALS  VMC                                   630.4 

4 

2491.7 

6 

48.3 

26 

233.6 

-3 

7.7 

10,7 

15.7 

20 

2.2 

||Q 

WATSCO  WSO                                                     288.8 

-1 

106.6 

5 

-8.5 

NM 

19.1 

-35 

NM 

1.3 

6.3 

18 

0.6' 

It'i 

(B)  CONSTRUCTION  &  REAL  ESTATE 

GROUP  COMPOSITE                                    14217.3 

19 

48437.8 

14 

905.8 

20 

2703.5 

18 

6.4 

6.3 

11.1 

14 

,, 

APARTMENT  INVESTMENT  8.  MANAGEMENT  AIV    336.5 

64 

1173.2 

90 

31.2 

33 

99.2 

28 

9.3 

l  i  5 

2.1 

84 

05 

h  ■ 

BEAZER  HOMES  USA  BZH  l3)                              365. 1 

18 

1584.2 

8 

14.3 

91 

50.4 

27 

3.9 

2.4 

17.7 

9 

58 

1  -• 
k 
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CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 


SALES 


PROFITS 


4TH  CHANGE 
QUARTER  EROM 

2000  1999 

SMIL  % 


12 

MONTHS 

2000 

$  MIL. 


CHANGE 
FROM 
1999 


4TH 

QUARTER 

2000 

SMIL. 


CHANGE 

FROM 

1999 

% 


12 

MONTHS 

2000 

SMIL. 


CHANGE 

FROM 

1999 

% 


MARGINS 

4TH  4TH 

QUARTER  QUARTER 

2000  1999 

%  % 


RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

EN0ING 

12-31 


12 
PRICE-       MONTHS' 
EARNINGS    EARNINGS 


CB  RICHARD  ELLIS  SERVICES  CBG  418.3 

CENTEX  r.TX  (91  1638.6" 

CLAYTON  HOMES  CMH  ,6>  284.9 

EQUITY  OFFICE  PROPERTIES  TRUST  EOP  671.8 

HORTON  (D.R.)  DHI  °>  887.7 

HOVNANIAN  ENTERPRISES  HOV  (2>  353.8" 

JONES  LANG  LASALLE  JLL  286.4 

KBHOMEKBH1"  1244.1 

LENNARlEN1"  1722.2" 

M.D.C.  HOLDINGS  MDC  538.5 

M/l  SCHOTTENSTEIN  HOMES  MHO  280.9** 

HVRNVR  630.0" 

OAKWOOD  HOMES  OH  '"  268  2*  * 

PULTE  PHM  1346.8" 

RYLAND  GROUP  RYL  749.6 

SIMON  PROPERTY  GROUP  SPG  590.6 

STANDARD  PACIFIC  SPF  501.8 

TOLL  BROTHERS  TOL  m  614.6" 

WEBB  (DEL)  WBB  ""  487.0* * 


)4      LEISURE  TIME  INDUSTRIES 


6 

15 
-8 
34 

10 

19 

6 

2 

78 

17 

10 

23 

-17 

9 

26 

11 

S3 

)9 

-2 


1323.6 
6386.7 
1232.5 
2320.5 
3732.5 
1137.8 

909.1 
3930.9 
4707.0 
1751.5 

935.0 
2317.2 
1228.9 
4159.1 
2331.6 
2104.5 
1321.4 
1811.1 
2039.4 


9 
11 
-9 
19 
13 
20 
23 

2 
51 
12 
10 
15 
-19 
11 
16 

8 
10 
24 
17 


20.9 
68.5 
27.5 

117.2 
47.8 
18.2 
-1.8 
73.4 

109.5 
39.2 
12.5 
46.6 

-43.0 
85.6 
31.5 
84.6 
41.0 
58.4 
22.6 


23 
8 

-22 
-20 
12 
104 
NM 
14 
83 
48 
11 
92 
NM 
23 
51 
30 
93 
75 
65 


33.4 
245.8 
129.7 
472.7 
197.0 

33.2 
-42.8 
210.0 
229.1 
123.3 

44.4 

158.2 

-149.0 

218.4 

82.3 
236.3 
100.1 
145.9 

85.8 


INDUSTRY  COMPOSITE 


32527.6 


8       122527.8 


12       1199.0         -42        7436.2 


43 

-4 

-18 

7 
16 

7 
NM 
42 
33 
38 

7 
45 
NM 
22 
23 
12 
48 
42 
35 

10 


5.0 

4.2 
9.6 

17.5 
5.4 
5.1 
NM 
5.9 
6.4 
7.3 
4.4 
7.4 
NM 
6.4 
4.2 

14.3 
8.2 
9.5 
4.6 

3.7 


4.3 
4.4 
11.4 
29.2 
5.3 
3.0 
5.6 
5.3 
6.2 
5.8 
4.4 
4.8 
NM 
5.6 
3.5 
12.2 
5.6 
7.6 
2.8 

6.8 


14.2 
16.1 
11.9 
5.7 
19.3 
12.6 

-13.1 
32.1 
18.7 
25.6 
19.4 
63.9 

-41.2 
17.5 
18.0 
7.9 
22.5 
19.6 
17.2 

12.0 


RATIO 
2-8 

9 
11 
15 
20 

8 

7 
NM 

6 
10 

7 

6 

9 
NM 

7 

8 
23 

9 

9 

7 

24 


PER 
SHARE 

~7~58 

4.08 
0.94 
1.52 
2.89 
1.50 
-1.72 
5.24 
3.64 
5.62 
5.52 
14.98 
-3.19 
5.18 
5.92 
1.13 
3.39 
3.90 
4  62 

1.10 


(A)  EATING  PLACES 

GROUP  COMPOSITE  8172.2  6  32174.6  7  585.7  -8  2546.7  -2  7.2  8.3  19.4  20  1.33 

BOB  EVANS  FARMS  BOBE  '"  261.3  6  992.2  1  14.0  -2  50.8  -12  5.4  5.9  11.6  14  1.42 

BRINKER  INTERNATIONAL  EAT  l6)  583.3  12  2300  5  14  32.2  27  132.7  33  5.5  4.9  16.2  20  1.31 

CBRL  GROUP  CBRL ,51  467.3  11  1817.4  13  16.9  17  61.5  5  3.6  3.4  7.3  20  1.08 

CKE  RESTAURANTS  CKR  ""  407.5  -10  1905.8  -2  -29.4  NM  -107.7  NM  NM  0.7  -21.6  NM  -2.13 

GARDEN  RESTAURANTS  DRI  <71  932.0  10  3873.8  9  29.5  21  191.4  19  3.2  2.9  19.2  14  1.52 

MCDONALD'S  MCD  3589.6  6  14243.0  7  452.0  -7  1977.3  2  12.6  14.4  22.5  20  1.46 

SODEXHO  MARRIOTT  SERVICES  SDH  '*"  1359.0  6  4805.0  5  36.0  29  71.0  42  2.6  2.2  NM  26  1.12 

WENDY'S  INTERNATIONAL  WEN  572.3  8  2236.9  8  34.4  -15  169.6  2  6.0  7.6  15.7  17  1.44 


13  131.0 

-1         -170.4 


(B)  ENTERTAINMENT 

GROUP  COMPOSITE  6500.3  23  23891.9  29  -74.1          NM          397.1       -41 

AMC  ENTERTAINMENT  AEN  l9)                             305.4  7  1188.5  4  -8.2           NM  -60.6          NM 

FOX  ENTERTAINMENT  GROUP  FOX (61  2502.0  3  8682  0  9  5.0          -95              49.0        -73 

HARRAH'S  ENTERTAINMENT  HET                       854.9  14  3471.2  15  -161.3           NM  -11.3         NM 

MANDALAY  RESORT  GROUP  MBGn,,t                638.5  17  2443.7  29  29.4  2            110.9          32 

MGM  MIRAGE  MGG  1061.5  152  3210.5  132  68.0             70             166.2           75 

PARK  PLACE  ENTERTAINMENT  PPE 1138.0  34  4896.0  54  -7.0           NM  143.0            4 

(C)  HOTEL  &  MOTEL 

GROUP  COMPOSITE  5739.4  28  20280.6  35  173.6 

HILTON  HOTELS  HLT                                              875.0  NA  3451.0  NA  64.0 

MARRIOTT  INTERNATIONAL  MAR  3156.0  12  10017.0  15  149.0 

STARWOOD  HOTELS  &  RESORTS  WWIDE.  HOT     1105.0  2  4345  0 

WYNDHAM  INTERNATIONAL  WYN                      603.4 4  2467.6 

ID)  OTHER  LEISURE 

GROUP  COMPOSITE                                 12115.6  -5  46180.7  1  513.8 

AMERICAN  GREETINGS  AM  "01                           766.1  23  2470.9  14  32.0 

3RUNSWICKBC                                                     876.6  2  3811.9  8  42.3 

CARNIVAL  CCL("                                                   850.3  7  3778.5  8  193.8 

EASTMAN  KODAK  EK  3560.0  -6  13994.0  -1  194.0 

FLEETWOOD  ENTERPRISES  FLE l8)                      741.1  -27  3198.4  -14  -3.4 

HARLEY-DAVIDSON  HDI                                       769.1**  15  2943.5  19  93.9 

HASBRO  HAS  1162.7  -27  3787.2  -11  -180.1 

MATTEL  MAT  1575.1  4  4669.9  2  105.1 

>0LARIS  INDUSTRIES  PI  I                                      400.6  8  1425.7  7  27.6 

'OLAROID  PRO                                                       506.2  -22  1855.6  -6  -5.9 

WYAL  CARIBBEAN  CRUISES  RCL                       642.1  10  2865.8  13  30  1 

fRANS  WORLD  ENTERTAINMENT  TWMCm)       265.6  -4  1379.1  3  -15.6 

in  i '     i    1 1  iii  iiwiiii  iiiiiii  iiiiiiimipn  ii 

NNDUSTRY  COMPOSITE 56594.2  10  217562.0  12  3303.6 

(A)  GENERAL  MANUFACTURING 

'ROUP  COMPOSITE                                 18648.3  8  70785.8  8  502.2         -56        3766.4         35 

IVERY  DENNISON  AVY                                        933.1  -1  3893.5  3  67.5  0            283.5          32 

ILYTHBTH1"1                                                       316.6  8  1155.8  13  30.4  2               97.1            11 

JARLISLECSL                                                        413.3  5  1771.1  10  10.6           -50  96.2             0 

KNERGIZER  HOLDINGS  ENR  l3)                            558.7  -17  1799  4  -8  54.2          -48  129.7        -38 

XIDEEX191                                                            764.4  24  2225.1  -1  4.0  NM           -147.2          NM 


301 

NA 
66 
26 

NM 

-55 

-41 
NM 
-23 
-59 
NM 
26 
NM 
-4 
11 
NM 
-22 
NM 


827.3 

272.0 
479.0 
401.0 
-324.7 

3665.0 

86.6 

202.2 

965.5 

1407.0 

4.0 

347.7 

-144.6 

170.2 

82.8 

37.7 

445.4 

60.6 


NM 

NA 
20 
32 

MM 

-5 

-10 

41 

-6 

1 

-96 
30 

NM 
57 
8 

333 
16 
16 


NM 

NM 
0.2 
NM 
4.6 
6.4 
NM 

3.0 

7.3 
4.7 
11.9 
NM 

4.2 

4.2 
4.8 

22.8 
5.4 
NM 

12.2 
NM 
6.7 
6.9 
NM 
4.7 
NM 


4.4 

NM 
3.9 
7.9 
5.3 
9.5 
2.0 

1.0 

NA 
3.2 
9.6 

NM 

9.0 

8.6 
0.4 
31.7 
12.5 
2.9 
111 
3.6 
72 
6.7 
4.4 
6.6 


2.4 

NM 
0.6 
-0.8 
10.4 
7.0 
3.8 

6.9 

19.2 
14.7 
10.6 

-21.7 

17.4 

7.4 
19.4 
16.7 
37.2 
0.7 
24.7 
-10.9 
12.1 
43.5 
10.0 
12  3 


75 

NM 
NM 
NM 
16 
27 
25 

34 

17 
24 
19 
NM 


0.28 

-2.58 
0.07 

-0.10 
1.39 
1.13 
0  46 

0.70 

0.73 

1.89 

1.96 

-2.56 


15695.4 


58 


5.8 


6.7 


20.0 


18 

9 
9 
21 
10 
98 
38 
NM 
42 
14 


20 


1.57 

1.34 
2.28 
1.60 
4.59 
0.14 
1.13 
-0.82 
0.40 
3.50 
0.84 
2.31 
1.15 

240 


. 


2.7 

7.2 
9.6 
2.6 
9.7 

0.5 


6.6 

18.0 

23 

2.47 

7.1 

34.2 

19 

284 

10.2 

23.8 

11 

2.02 

5.4 

17.6 

11 

3  14 

155 

17.6 

19 

1.36 

NM 

NM 

NM 

-6.87 
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COMPANY  SYMBOL 

0 

SALES 

IUII 

PROFITS 

RE1URN0N 
COMMON 

12 

KM 

MARGINS 

4TH 

CHANGE 

1? 

CHANGE 

4TH 

CHANGE 

12 

CHANGE 

4TH 

4TH 

EQUITY 

PRICE- 

MONTHS' 

QUARTER 

FROM 

M0N1HS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNINGS 

2000 

1999 

2000 

1999 

2000 

1999 

2000 

1999 

2000 

1999 

ENDING 

RATIO 

PER 

SMIL 

% 

SMIL. 

% 

SMIL. 

% 

SMIL 

% 

% 

% 

12-31 

2-8 

SHARE 

FEDERAL  SIGNAL  FSS 

300.5 

15 

1106.1 

13 

1  3.0 

-19 

57.7 

6 

4.3 

6.2 

16.1 

18 

1.27 

t|0 

FLOWSERVE  FLS 

541.7 

106 

1538.3 

45 

1.7 

NM 

15.3 

25 

0.3 

NM 

5.0 

52 

0.40 

r.:- 

FORTUNE  BRANDS  FO 

1428.4 

3 

5491.8 

6 

-372.7 

NM 

-137.7 

NM 

NM 

7.3 

-5.4 

NM 

-0  88 

a 

GRIFFON  GFF  (3) 

288.2 

3 

1125.8 

7 

7.5 

-23 

22.7 

-1 

2.6 

3.5 

8.6 

10 

0.75 

MB 

HARSCO  HSC 

538.9'- 

15 

2003.4 

15 

26.1 

0 

96.8 

7 

4.8 

5.6 

14.4 

11 

2.42 

■■■■'■ 

HILLENBRAND  INDUSTRIES  MB  <" 

587.0 

12 

2096.0 

2 

48.0 

129 

154.0 

24 

8.2 

4.0 

18.5 

20 

2.44 

i  B 

INTERNATIONAL  GAME  TECHNOLOGY  IGT 

3)       301.7 

46 

1099.6 

20 

48.2 

14 

162.6 

132 

16.0 

20.5 

98.6 

23 

2.18 

m 

JOHNSON  CONTROLS  JCI (31 

4454.4 

3 

17290.7 

4 

102.5 

4 

475.9 

8 

2.3 

2.3 

18.4 

13 

5.13 

u 

MINNESOTA  MINING  &  MFG.  MMM 

4136.0 

2 

16724.0 

6 

401.0 

-10 

1857.0 

5 

9.7 

11.0 

28.4 

24 

4.64 

Mi- 

NCI  BUILDING  SYSTEMS  NCS  (2> 

280,8 

8 

1018.3 

9 

18.0 

6 

51.9 

11 

6.4 

6.5 

16.5 

8 

2.84 

a 

PARKER  HANNIFIN  PH  "'■' 

1460.1 

18 

5811.3 

16 

78.3 

4 

423.0 

33 

5.4 

6.0 

17.2 

11 

3.73 

'.:.: 

SHAW  GROUP  SGR  M> 

418.8 

178 

1030.6 

95 

12.2 

109 

36.7 

74 

2.9 

3.9 

6.8 

44 

1.06 

■tOl'F 

TOWER  AUTOMOTIVE  TWR 

629.4 

4 

2532.0 

17 

-69.9 

NM 

16.4 

-86 

NM 

5.4 

2.3 

30 

0.35 

TUPPERWARETUP 

296  5 

-6 

1073.1 

1 

21  9 

■  50 

74  9 

-5 

7  4 

13.8 

55  8 

18 

1.29       , 

(B)  MACHINE  &  HAND  TOOLS 

"    1 

GROUP  COMPOSITE 

2934.2 

-5 

11371.5 

2 

126.6 

-35 

656.5 

7 

4.3 

6.4 

21.2 

15 

2.51 

HI 

BLACK  &  DECKER  BDK 

1263.6 

-6 

4560.8 

1 

52.5 

-54 

282.0 

-6 

4.2 

8.5 

39.3 

14 

3.34 

In 

KENNAMETAL  KMT  l6» 

440.5 

-3 

1848.0 

1 

13.5 

59 

57.0 

58 

3.1 

1.9 

7.3 

16 

1.86 

m 

SNAP-ON  SNA 

563.8" 

-3 

2213.8 

10 

13.7 

-50 

123.1 

-3 

2.4 

4.7 

14.1 

14 

2.10 

m 

STANLEY  WORKS  SWK 

666  S 

-4 

2748.9 

0 

46.9 

6 

194.4 

30 

7  0 

6.4 

26  4 

16 

2.22 

■:r 

(C)  SPECIAL  MACHINERY 

m- 

GROUP  COMPOSITE 

33398.8 

14 

128429.8 

16 

2689.1 

32 

11777.8 

84 

8.1 

6.9 

21.9 

19 

2.58 

111 

APPLIED  MATERIALS  AMAT  l2) 

2920.2 

81 

9564.4 

88 

663.8 

145 

2063.6 

184 

22.7 

16.8 

29.0 

18 

2.40 

;>•:. 

BRIGGS  &  STRATTON  BGG  (6) 

367.8 

-13 

1418.0 

-13 

19.9 

-52 

83.3 

-42 

5.4 

9.7 

20.8 

12 

3.71      Mi 

CATERPILLAR  CAT 

5114.0 

2 

20175.0 

2 

264.0 

10 

1053.0 

11 

5.2 

4.8 

18.8 

14 

3.02    nm 

CUMMINS  ENGINE  CUM 

1608.0 

-12 

6597.0 

-1 

-120.0 

NM 

8.0 

-95 

NM 

1.4 

0.6 

NM 

0.20 

8W: 

DEERE  DE  (2) 

3375.7" 

21 

13136.8 

12 

71.1 

NM 

485.5 

103 

2.1 

NM 

11.3 

21 

2.06    wmit 

DONALDSON  DCI  (5) 

289.9 

18 

1135.6 

18 

16.8 

-1 

70.0 

6 

5.8 

6.9 

25.7 

18 

1.52     IIM 

DOVER  DOV 

1379.7 

11 

5400.7 

21 

134.7 

11 

533.2 

32 

9.8 

9.7 

23.0 

16 

2.61      W.< 

FMC  FMC 

952.3 

-12 

3925.5 

-8 

50.0 

-5 

177.3 

-18 

5.3 

4.9 

24.4 

13 

5.62      Wffl 

HARNISCHFEGER  INDUSTRIES  HRZIQ  (2) 

294.3 

4 

1124.8 

1 

12.2 

107 

-29.6 

NM 

4.2 

2.1 

NM 

NM 

-0.63      IKHTT1 

ILLINOIS  TOOL  WORKS  ITW 

2528.8 

2 

9983.6 

7 

201.5 

12 

958.0 

14 

8.0 

7.2 

17.7 

21 

3.15     Wi 

INGERSOLL-RAND  IR 

2199.2 

17 

8617.6 

12 

106.1 

-31 

546.2 

-3 

4.8 

8.1 

16.1 

13 

3.36      SHU 

in  INDUSTRIES  ITT 

1215.2 

-2 

4828.6 

5 

78.1 

7 

264.5 

14 

6.4 

5.9 

22.9 

14 

2.94     DttUKfj 

LAM  RESEARCH  LRCX  (6» 

494.3 

71 

1626.9 

82 

73.5 

100 

282.9 

388 

14.9 

12.7 

38.3 

11 

2.05      Wi 

MILACRON  MZ 

388.8 

-11 

1584.2 

-2 

22.0 

-1 

72.3 

3 

5.7 

5.1 

15.2 

10 

2.06    Bill 

NOVELLUS  SYSTEMS  NVLS 

389.9 

NA 

1173.7 

NA 

94.2 

NA 

235.7 

NA 

24.2 

NA 

15.6 

21 

1.75 

p 

PENTAIR  PNR 

674.8 

-7 

2748.0 

30 

-18.5 

NM 

81.9 

-17 

NM 

5.5 

6.3 

17 

1.68 

m 

STEWART  8.  STEVENSON  SERVICES  SSSS 

t1"    284.2 

21 

1095.9 

24 

8.6 

16 

28.8 

NM 

3.0 

3.1 

8.2 

26 

1.01     Kt 

TIMKEN  TKR 

631.7 

0 

2643.0 

6 

0.9 

-96 

45.9 

-27 

0.1 

3.4 

4.6 

21 

0.76     IWl 

TORO  TTC  l2) 

269.7** 

1 

1336.9 

5 

1.0 

NM 

45.3 

29 

0.4 

NM 

14.3 

11 

3.47      »*«. 

TYCO  INTERNATIONAL  TYC  <3) 

8020.5 

21 

30313.4 

27 

1009  2 

33 

4772.1 

149 

12  6 

1  1.4 

28.0 

22 

2.77     IWtU 

(D)  TEXTILES 

UK', 

GROUP  COMPOSITE 

1612.7 

-5 

6974.8 

0 

0 

-14.4 

-11.5 

NM 

NM 

-505.4 

NM 

NM 

3.4 

-64.1 

NM 

-2.88 

■ 

BURLINGTON  INDUSTRIES  BUR  (3> 

364.3 

-2 

1613.5 

-533.2 

NM 

NM 

NM 

NM 

NM 

-10.23 

SPRINGS  INDUSTRIES  SMI 

534.0 

1 

2275.1 

2 

9.5 

-58 

67  1 

-3 

1.8 

4.2 

8.2 

10 

3.70 

|m 

UNIFI  UFI  16) 

296.3 

-7 

12/04 

4 

-3.4 

NM 

24.0 

-17 

NM 

3.2 

4.0 

16 

0.42 

b 

WESTPOINT  STEVENS  WXS 

418.2 

-14 

1815  9 

-4 

8.9 

NM 

63  J, 

NM 

NM 

6.3 

NM 

NM 

-1.28    p 

En   w.ut  1  ,ii:i  :; i 

IK 

•i 

INDUSTRY  COMPOSITE 

20281.6 

12 

80791.9 

19 

338.5 

-32 

2164.9 

25 

1.7 

2.7 

7.4 

24 

1.00 

»,. 

(A)  ALUMINUM 

■n 

GROUP  COMPOSITE 
ALCOA  AA 

7621.1 

6560.0 

42 

54 

27553.8 

33 

436.4 

12 

1535.8 

43 

5.7 

7.2 

13.4 

20 

1.69 

Cii 

22936.0 

41 

392.0 

17 

1489.0 

41 

6.0 

7.9 

13.1 

20 

1.82 

KAISER  ALUMINUM  KLU 

496.1 

-6 

2169.8 

4 

10.9 

-72 

16.8 

NM 

2.2 

7.4 

23.4 

18 

0.21 

w  * 

MAXXAM  MXM 

565.0 

-6 

2448.0 

4 

97 

30.0 

-59 

5.9 

2.8 

219.0 

4 

I  95 

) 

(B)  STEEL 

GROUP  COMPOSITE 

7792.4 

-7 

34365.1 

8 

5 

-234.5 

NM 

257.8 

-45 

NM 

1.9 

1.9 

27 

0.53 

1.20 

to 

AK  STEEL  HOLDING  AKS 

1035.2 

-5 

4517.2 

15.5 

NM 

132.4 

86 

1.5 

NM 

10.1 

8 

Eiji 

BETHLEHEM  STEEL  BS 

904.9 

-14 

4196.6 

3 

-118.2 

NM 

118.4 

NM 

NM 

NM 

14,4 

NM 

1.21 

CARPENTER  TECHNOLOGY  CRS  (61 

288.7 

14 

1172.8 

13 

13.3 

5 

54,8 

54 

4.6 

5.0 

8.3 

1  1 

2.37 

ran 

COMMERCIAL  METALS  CMC  "" 

594.5 

-3 

2643.5 

14 

-2.2 

NM 

33.8 

-27 

NM 

1.7 

8.2 

10 

2.39 

NATIONAL  STEEL  NS 

651.6 

17 

2978.9 

1 

-83.4 

NM 

129.8 

NM 

NM 

NM 

18  1 

NM 

i  14 

NUCOR  NUt 

1009.5 

-8 

4586.1 

14 

79  8 

-18 

310.9 

27 

7  9 

8.9 

15.0 

1  1 

3  80 

i 

RYERSON  TULL  RT 

619.7 

8 

2862.4 

4 

18.9 

NM 

-25.1 

NM 

NM 

1.3 

3.7 

NM 

1  03 

Pft| 

TEXAS  INDUSTRIES  1X1  ,7> 

307.3 

-5 

1348.4 

15 

9.9 

-7 

78.4 

19 

3.2 

3.3 

10.8 

8 

1  '.1 

r.itiv 

USX-U.S.  STEEL  GROUP  X 

1417.0 

5 

6090.0 

10 

-139.0 

NM 

21.0 

NM 

NM 

2.3 

1.4 

NM 

0.33 

"JWI 

WALTER  INDUSTRIES  WLT  m 

506.7 

6 

2001.1 

8 

1.8 

76 

122.6 

NM 

0.4 

1.5 

18 

1.  54 

«n 

WORTHINGTON  INDUSTRIES  WOR  (7» 

457.4 

3 

1968.0 

6 

6.9 

-72 

64.5 

U 

1.5 

5.2 

9.7 

14 

0  /4 

id-* 
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COMPANY  SYMBOL                                     SALES 

PROFITS 

4TH          CHANGE 

QUARTER        FROM 

2000           1999 

$  MIL             % 

12 

MONTHS 

2000 

SMIL 

CHANGE 

FROM 

1999 

% 

MARGINS 

4TH            4TH 

QUARTER     QUARTER 

2000          1999 

%              % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

12-31 

PRICE- 
EARNINGS 
RATIO 
2-8 

12 

MONTHS' 

EARNINGS 

PER 

SHARE 

4TH 

QUARTER 

2000 

J  MIL. 

CHANGF 

FROM 

1999 

% 

12 

MONTHS 

2000 

SMIL 

CHANGE 

FROM 

1999 

% 

(C)  OTHER  METALS 

GROUP  COMPOSITE                                     4868.1 

10 

18873.0 

24 

136.6 

NM 

371.2 

90 

2.8 

NM 

5.6 

38 

0.53 

BELDEN  BWC 

309.9 

20 

1135.3 

39 

16.2 

16 

52.8 

29 

5.2 

5.4 

18.4 

13 

2.14 

ENGELHARD  EC                                                 1542.3" 

36 

5542.6 

23 

-0.9 

NM 

168.3 

-15 

NM 

4.4 

19.2 

17 

1.31 

FREEPORT-McMORAN  COPPER  &  GOLD  FCX       529.8 

0 

1868.6 

-1 

67.3 

44 

77.0 

-44 

12.7 

8.9 

NM 

49 

0.26 

GENERAL  CABLE  BGC                                          557.3 

-21 

2697.8 

29 

11.2 

NM 

-26.4 

NM 

2.0 

NM 

-20.5 

NM 

-0.79 

NEWMONT  MINING  NEM                                    472.8 

10 

1554.9 

11 

19.7 

-58 

-10.5 

NM 

4.2 

10.9 

-0.6 

NM 

-0.06 

i 

OLIN  OLN                                                            356.9 

1 

1548.6 

11 

15.0 

63 

81.0 

400 

4.2 

2.5 

24.4 

10 

1.80 

PHELPS  DODGE  PD                                            1099  1 

45 

8.1 

NM 

29.0 

NM 

0.7 

NM 

0.9 

NM 

0.37 

n  ?ra 

ANK  FINANCIAL 

INDUSTRY  COMPOSITE                            179284.5 

17 

692752.5 

19 

15300.9 

3 

66991.2 

14 

8.5 

9.7 

18.2 

20 

2.77 

(A)  FINANCIAL  SERVICES 

GROUP  COMPOSITE                                 109258.7 

23 

422412.4 

26 

10057.9 

-2 

44946.1 

20 

9.2 

11.6 

23.7 

19 

2.82 

ADVANCEPCS  ADVP  <•>                                      2916.5 

461 

4596.9 

198 

7.0 

27 

24.9 

33 

0.2 

1.1 

23.1 

50 

0.82 

AMERICAN  EXPRESS  AXP                                 6067.0 

6 

23675.0 

11 

677.0 

12 

2810.0 

14 

11.2 

10.6 

25.1 

23 

2.07 

BEAR  STEARNS  BSC  "'                                     2668.8 

19 

10276.6 

21 

195.2 

-6 

773.2 

-7 

7.3 

9.2 

17.9 

11 

5.35 

BLOCK  (H&R)  HRB  ("                                         337.5 

61 

2762.0 

52 

-49.7 

NM 

232.3 

9 

NM 

NM 

27.8 

19 

2.28 

CAPITAL  ONE  FIN ANCIAL  COF                           1 578.3 

43 

5424.3 

37 

128.3 

31 

469.6 

29 

8.1 

8.9 

23.9 

28 

2.24 

CIT  GROUP  CIT                                                  1608.5 

58 

6160.4 

111 

160.1 

54 

611.6 

57 

10.0 

10.3 

10.2 

10 

2.33 

CITIGROUP  C                                                  29328.0 

21 

111826.0 

18 

2840.0 

-6 

13519.0 

19 

9.7 

12.5 

25.8 

21 

2.62 

CONCORD  EFS  CEFT                                            353.3 

32 

1229.4 

38 

59.0 

39 

187.5 

70 

16.7 

15.9 

21.9 

50 

0.84 

COUNTRYWIDE  CREDIT  INDUSTRIES  CCR  "0)  1 155.7 

63 

3761.3 

37 

95.4 

-5 

369.7 

-10 

8.3 

14.2 

11.5 

15 

3.16 

E'TRADE  GROUP  EGRP  (31                                   569.0" * 

55 

2174.3 

NA 

1.4 

NM 

27.8 

NM 

0.3 

NM 

-1.6 

NM 

0.07 

EDWARDS  (A.G.)  AGE  "°>                                    662  1 

-7 

2999.6 

16 

57.2 

-50 

342.3 

-4 

8.6 

16.1 

20.6 

11 

3.97 

EQUIFAX  EFX                                                          498.7 

7 

1965.9 

11 

68.4 

11 

228.0 

6 

13.7 

13.3 

74.3 

19 

1.68 

FANNIE  MAE  FNM                                           11921.1 

20 

44088.9 

19 

1166.7 

12 

4416.1 

13 

9.8 

10.4 

24.7 

19 

4.26 

FRANKLIN  RESOURCES  BEN  <3»                         564.1" 

0 

2338.5 

3 

149.5 

9 

574.0 

16 

26.5 

24.3 

18.6 

19 

2.35 

I 

GOLDMAN  SACHS  GROUP  GS  "'                       7989.0 

19 

33000.0 

30 

601  0 

-17 

3067.0 

13 

7.5 

10.8 

24.2 

18 

6.00 

!| 

HELLER  FINANCIAL  HF                                      514  0 

12 

1999.0 

25 

71.0 

-35 

290.0 

2 

13.8 

24.0 

12.0 

13 

2.69 

HOUSEHOLD  INTERNATIONAL  HI                     3272.9 

27 

11960.9 

26 

492.7 

12 

1700.7 

14 

15.1 

17.1 

22.4 

17 

3.55 

KNIGHT  TRADING  GROUP  NITE                           265.3 

-7 

1297.9 

43 

35.3 

-44 

259.9 

23 

13.3 

21.9 

33.6 

10 

2.05 

LANOAMERICA  FINANCIAL  GROUP  LFG               476.8 

-5 

1802.4 

-12 

-104.3 

NM 

-80.8 

NM 

NM 

2.6 

-15.4 

NM 

-6.60 

'i 

LEGG  MASON  LM  (9)                                            393.7 

13 

1568.1 

24 

41.3 

17 

167.0 

33 

10.5 

10.1 

19.5 

21 

2.53 

LEHMAN  BROTHERS  HOLDINGS  LEH  '"            6414.0 

36 

26447.0 

39 

399.0 

33 

1775.0 

57 

6.2 

6.4 

25.1 

12 

6.38 

' 

MARSH  &  McLENNAN  MMC                                2476.0 

6 

10157.0 

11 

286.0 

509 

1181.0 

63 

11.6 

2.0 

23.6 

27 

4.10 

MERRILL  LYNCH  MER                                   11663.0 

24 

44872.0 

27 

877.0 

11 

3784.0 

41 

7.5 

8.4 

22.4 

16 

4.11 

METRIS  MXT                                                       371.0 

43 

1438.6 

67 

48.6 

43 

198.6 

72 

13.1 

13.1 

31.9 

11 

2.15 

MORGAN  STANLEY  DEAN  WITTER  MWD  '"     10444.0 

17 

45413.0 

30 

1208.0 

-26 

5456.0 

14 

11.6 

18.3 

29.8 

16 

4,73 

PRICE  (T.  ROWE)  GROUP  TROW                          291.6** 

2 

1212.3 

17 

55.5 

-21 

269.0 

12 

19.0 

24.6 

27.1 

18 

2.08 

RAYMOND  JAMES  FINANCIAL  RJF  l31                  421.0 

10 

1735.7 

28 

32.2 

20 

130.6 

38 

7.6 

7.0 

20.1 

13 

2.78 

SCHWAB  (CHARLES)  SCH                                 1 692 .6 

10 

7139.5 

33 

138.7 

-27 

718.1 

8 

8.2 

12.4 

17.8 

49 

0.51 

STILWELL  FINANCIAL  SV  t                                530.5 

38 

2248.1 

85 

153.2 

56 

663.7 

112 

28.9 

25.5 

60.2 

14 

2.90 

1  STUDENT  LOAN  STU                                           321.5 

58 

1100.1 

52 

26.4 

10 

104.9 

17 

8.2 

11.8 

18.3 

11 

5.24 

TO  WATERHOUSE  GROUP  TWE  l2)                       359  5*' 

42 

1575.4 

64 

42.2 

102 

210.3 

116 

11.7 

8.3 

9.5 

27 

0.55 

JSA  EDUCATION  SLM                                       1133.7 

20 

4166.3 

28 

98.7 

-31 

465.0 

-7 

8  7 

15.0 

36  3 

25 

2.76 

(B)  INSURANCE 

3R0UP  COMPOSITE                                   60924.2 

7 

236311.1 

10 

4278.5 

15 

18384.1 

5 

7.0 

NM 

6.5 

11.9 

23 

NM 

2.76 

-0.90 

AETNA  AET                                                               6598.4 

-1 

26818.9 

21 

-372.0 

NM 

-127.4 

NM 

0.8 

-1.1 

*FLAC  AFL                                                        2488.0 

5 

9720.0 

13 

166.0 

63 

687.0 

20 

6.7 

4.3 

16  7 

25 

2.52 

M.LSTATE  ALL                                                   7220.0 

3 

29134.0 

8 

547.0 

29 

2211.0 

-19 

7.6 

6.1 

13.2 

14 

2.95 

VMERICAN  GENERAL  AGC                                 2798.0** 

5 

11063.0 

4 

305.0 

19 

1003.0 

-11 

10.9 

9.6 

12.8 

19 

3.96 

IMERICAN  INTERNATIONAL  GROUP  AIG         12514.8** 

14 

45971.6 

13 

1497.3 

14 

5636.1 

11 

12.0 

11.9 

15.4 

36 

2.41 

AMERICAN  NATIONAL  INSURANCE  ANAT           427.1 

-12 

1834.5 

-3 

-2.0 

NM 

140.2 

-47 

NM 

14.2 

4.6 

14 

5.29 

WNAOC                                                           1961.0 

4 

7375.0 

4 

90.0 

592 

481.0 

37 

4.6 

0.7 

15.0 

20 

1.82 

IERKLEY  (W.R.)  BKLY                                        480.1 

14 

1781.3 

6 

18.2 

NM 

36.2 

NM 

3.8 

NM 

5.3 

28 

1.39 

'IGNACI                                                           5106.0 

6 

19994.0 

7 

277.0 

-5 

987.0 

41 

5.4 

6.0 

18.4 

20 

6.08 

MNCINNATI  FINANCIAL  CINF                            581.1 

14 

2331.0 

10 

-41.3 

NM 

118.3 

-54 

NM 

9.2 

2.2 

51 

0.73 

!     lOMMERCE  GROUP  CGI                                      290.5 

19 

1099.5 

14 

55.5 

88 

132.1 

49 

19.1 

12.1 

16.7 

8 

3.87 

IARTFORD  FINANCIAL  SERVICES  GROUP  HIG      3899.0 

13 

14703.0 

9 

273.0 

22 

974.0 

13 

7.0 

6.5 

14.4 

15 

4.34 

:    EFFERSON-PILOT  JP                                        807  2" 

31 

3237.5 

26 

113.8 

5 

512.1 

9 

14.1 

17.6 

17.0 

14 

4.93 

OHN  HANCOCK  FINANCIAL  SERVICES  JHF      2025.0 

0 

7506.4 

-2 

230.7 

NM 

838.9 

415 

11.4 

NM 

15.2 

13 

265 

!     INCOLN  NATIONAL  LNC                                   1773.5** 

-2 

6851.5 

1 

148.9 

330 

621.4 

35 

8.4 

1.9 

13.7 

14 

3.19 

:     WRKELMKL                                                             331.6 

173 

1094.5 

109 

-8.2 

NM 

-27.6 

NM 

NM 

4.3 

-3.7 

NM 

-3  99 

:     1BIA  MBI                                                                274.3 

11 

1057.5 

10 

136.2 

7 

528.6 

65 

49.7 

51.4 

12.5 

14 

5.33 

1ERCURY  GENERAL  MCY                                    345.2* * 

6 

1355.7 

5 

26.0 

-21 

109.4 

18 

7.5 

10.1 

11.1 

18 

2.02 

1GIC  INVESTMENT  MTG                                     292.3 

17 

1110.3 

11 

132.3 

-1 

542.0 

15 

45.3 

536 

22.0 

11 

5.05 

10NY  GROUP  MNY                                             472.8 

-27 

2182.3 

-1 

9.1 

-92 

262.3 

5 

1.9 

17.5 

12.9 

7 

5.49 

:     ATIONWIDE  FINANCIAL  SERVICES  NFS            804.2** 

6 

3195.2 

14 

109.2 

11 

434.9 

14 

13.6 

13.0 

14.5 

13 

3.38 

HIO  CASUALTY  OCAS                                        442.2 

-4 

1736.7 

-9 

-10.6 

NM 

79.2 

NM 

NM 

1.0 

-7.1 

NM 

-1.32 

Busine: 

sWeek  /  Februa 
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2001  65 

To  me,  peace  of  mind  is 

someone  working  as  hard  as  I  do 

to  handle  my  investments. 


v «. 


ted  ^vantage  is  a  brokerage  service  appropriate  for  investors  who  are  interested  primarily  in  securities  transactions  other  than  buying  eligible  mutual  funds 

itfen  offerings.  11  is  not  (or  day  trading  or  other  excessive  securities  or  option  trading  activity.  Prospectus  and  account  limitations  apply  to  mutual  una I  transact 

i  annual  fee  $  1 ,500,  Additional  fees  and  expenses  may  apply,  such  as  for  purchases  of  underwrites  including  equity,  debt  and  market-  inked  investments create 

■  h  Merrill  Lynch  and  its  Financial  Consultants  will  earn  additional  compensation  on  such  underwrites.  Merrill  Lynch  research  is  available  to  all  clients,  as  is  l-o  ac 

Direct).  Financial  planning  products  are  available  separately  from  Merrill  Lynch.  Certain  restrictions  apply.  Some  services  not  available  for  certain  accm 

^censed  bariks  or  trust  companies.  MLPF&S  is  a  registered  broker-dealer  and  is  not  a  bank  or  trust  company/The  CMA  account  Is  not  a  I 
ffered  through  MLPF&S  are  not  FDIC-lneured,  are  not  guaranteed  by  a  bank,  and  may  lose  value. 

rtfed.  Member,  SIPC.  Unlimited  Advantage  and  CMA  Signature  are  service  marks  of  Merrill  Lynch  &  Co.,  Inc.  CMA 
;'ii:ici!  iindomark  of  Visa  International. 


Merrill  Lynch  and  Unlimited  Advantage 

>  (  ONSl  l  I 

a  perianal  Financial  Consultant  helps  you: 

-  identify  your  goals 

rement,  trust  and  mortgage  specialists 

-  identify  specific  investment  strategies  customized 
to  your  needs 

-  tailor  asset  allocation  to  your  risk  tolerance 

-  gam  philanthropic  ad 

>  PLAN 

personal  financial  plan  including: 
irement  planning 

strategies 

-  tax  management  strategies 

liege  tuition  forecasting  and  planning 

>  1NVES1 

-  through  your  financial  Consultant,  online  or  by  phone 

-  no  commissions  on  most  transactions 

/dividual  account  charges 

-  trading  in  stocks,  bonds  and  mutual  funds 
-241  our  accounts 

i  arch  updated  daily  from  highly  ranked  anal) 

-  Morning  Call  Report  notes 

(reaming  video,  audio  and  live  Web  events 

-  equity  and  fixed  income  sector  anal 

>  BANK 

count  with  unlimited  check  writing 

-  online  bill  payment,  funds  transfer  and  direct  deposit 

-  CM  A"  Visa'  Signature5'  card  featuring  a  rewards 
program  allowing  you  to  earn  a  point  for  every  eligible 
dollar  you  spend 

A  SIMPLE  FEE.  A  SIMPLER  LIFE. 


You.  Your  Financial  Consultant.  And  a  host  of  financial  services.  There's  no  denying  that 

money  makes  things  easier,  but  it  can  complicate  life  as  well.  The  Unlimited  Advantage*  brokerage  service  from  Merrill  Lynch 
can  simplify  your  financial  life.  It  starts  with  a  Financial  Consultant,  who  puts  all  of  Merrill's  vast  global  resources  in  front  of  you, 
including  access  to  one  of  the  world's  most  honored  research  teams.  No  matter  what  you're  faced  with  —  a  retirement  to  plan, 
options  to  exercise  or  capital  gains  to  manage  —  your  Financial  Consultant  will  help  you  determine  strategies  that  benefit  every 
single  area  of  your  financial  life.  AH  this,  including  no  individual  account  charges  and  no  per-trade  commissions  on  most 
transactions.  So  you  can  consult.  Plan.  Invest.  And  bank.  Unlimited  Advantage  brings  it  all  to  you  for  a  simple  fee.  Which  means 
we  all  share  the  same  goals  —  to  build  on  your  success  and  give  you  a  little  peace  of  mind. 


Contact  your  Merrill  Lynch  Financial  Consultant  or  call 

1.800. MERRILL  or  visit  askmerrill.ml.com 

Be  bullish 
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12 
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OLD  REPUBLIC  INTERNATIONAL  OKI                   557.4 

8 

2070.6 

-1 

92.7 

89 

297  i, 

31 

16.6 

9.5 

12.8 

12 

2.47 

PROGRESSIVE  PGR                                            1764.7 

10 

6771.0 

11 

48.0 

NM 

46.1 

-84 

2.7 

0.2 

1.6 

NM 

0.62 

REINSURANCE  GROUP  OF  AMERICA  RGA            502.0 

17 

1725.7 

7 

29.1 

50 

105.8 

99 

5.8 

4.5 

12.8 

17 

2.12 

SAFECO  SAFC                                                       1705.8*' 

2 

7140.1 

4 

10.2 

-77 

114  6 

-55 

0.6 

2.7 

2.7 

29 

0.90 

SELECTIVE  INSURANCE  GROUP  SIGI                  264.8" 

6 

1004.8 

3 

7.1 

-30 

26.5 

-51 

2.7 

4.1 

4.7 

24 

1.01 

ST.  PAULSPC                                                    2219.1 

14 

8607.6 

14 

201.6 

-11 

1012.8 

24 

9.1 

11.7 

14.4 

11 

4.32 

STANCORP  FINANCIAL  GROUP  SFG                     396.2** 

17 

1464.5 

13 

17.6 

-23 

94.7 

19 

4.4 

6.8 

10.5 

14 

2.95 

TORCHMARKTMK                                               643.9 

9 

2521.2 

8 

92.1 

34 

362  0 

40 

14.3 

11.6 

17.2 

12 

2.82 

TRANSATLANTIC  HOLDINGS  TRH                          473.1 

-1 

1899.1 

6 

50.9 

188 

211.6 

13 

10.8 

3.7 

11.4 

16 

6.05 

UNITRIN  UNIT                                                         464  8 

0 

1953.2 

8 

27.9 

-54 

91.0 

-55 

6  0 

13.0 

5.3 

29 

1.32 

(C)  SAVINGS  &  LOAN 

GROUP  COMPOSITE                                      9101.6 

20 

34029.0 

17 

964.5 

13 

3661.0 

-1 

10.6 

11.2 

14.8 

16 

2.38 

CHARTER  ONE  FINANCIAL  CF                            701.5" 

27 

2640.0 

12 

109.4 

455 

434.0 

29 

15.6 

3.6 

17.7 

14 

2.00 

DIME  BANCORP  DME                                          593.1" 

14 

2169.7 

9 

71.5 

15 

154.7 

-37 

12.1 

12.0 

9.4 

22 

1.35 

GOLDEN  STATE  BANCORP  GSB                        1 177.3** 

13 

4546.6 

12 

89.3 

6 

347.5 

8 

7.6 

8.1 

16.2 

12 

2.441 

GOLDEN  WEST  FINANCIAL  GDW                        1 143.2** 

47 

3957.4 

33 

149.2 

25 

545.8 

14 

13.1 

15.3 

15.6 

17 

3.41 

GREENPOINT  FINANCIAL  GPT                            330  9* * 

-15 

1510.7 

2 

22.9 

-61 

213.1 

-1 

6.9 

15.1 

10.4 

15 

2.34 

PEOPLE'S  BANK  (BRIDGEPORT,  CONN.)  PBCT    283.8** 

17 

1059.8 

10 

28.7 

7 

108.4 

-3 

10.1 

11.0 

12.3 

15 

1.77 

SOVEREIGN  BANCORP  SVRN                               690  0** 

45 

2378.3 

37 

-3.3 

NM 

-41.0 

NM 

NM 

6.1 

-2.1 

NM 

-0.13 

WASHINGTON  MUTUAL  WM                            4181.8** 

16 

15756.6 

16 

496.9 

10 

1898.6 

4 

11.9 

12.5 

18  7 

15 

3.54 

EH   '>-JJMJ-iillllJ.',N^MJ.l'IJUJ 

INDUSTRY  COMPOSITE                          136199.6 

10 

501917.3 

11 

7859.4 

-28 

41965.7 

9 

5.8 

8.8 

16.5 

46 

0.85J 

(A)  BUSINESS  MACHINES  &  SERVICES 

GROUP  COMPOSITE                                    12276.9 

11 

46288.6 

12 

443.8 

-33 

1674.2 

-13 

3.6 

6.0 

19.0 

16 

1.74 

COMPUCOM  SYSTEMS  CMPC                             708.4 

-4 

2710.6 

-8 

7.7 

59 

5.1 

-56 

1.1 

0.7 

2.0 

28 

0.09 

DELUXE  DLX                                                        302.8 

-10 

1262.7 

-7 

37.8 

-41 

169.4 

-17 

12.5 

18.9 

63.3 

10 

2.34 

DIEBOLD  DBD                                                      477.0 

30 

1743.6 

38 

34.9 

-2 

136.9 

6 

7.3 

9.7 

15.0 

15 

1.92 

HON  INDUSTRIES  HNI                                       519.8 

10 

2046.3 

14 

24.0 

-2 

106.2 

22 

4.6 

5.2 

18.5 

14 

1.77 

MILLER  (HERMAN)  MLHR  (7)                             592.5 

28 

2120.1 

18 

42.3 

28 

149.8 

9 

7.1 

7.1 

48.7 

14 

1.90 

NCR  NCR                                                           1792.0 

2 

5959.0 

-4 

90.0 

-62 

178.0 

-47 

5.0 

13.3 

10.1 

27 

1.82 

PITNEY  BOWES  PBI                                          978.5 

-5 

3880.9 

2 

137.7 

-11 

563.1 

0 

14.1 

15.0 

48.0 

16 

2.18 

STANDARD  REGISTER  SR                                    326.6 

-3 

1265.8 

-5 

-46.0 

NM 

-29.2 

NM 

NM 

3.6 

-5.9 

NM 

-1.06 

STEELCASE  SCS  l,0)                                            982.3 

11 

3823.9 

24 

51.7 

14 

212.0 

13 

5.3 

5.1 

13.0 

10 

1.41 

TECH  DATA  TECD  ln)                                        5189.2 

20 

19890.2 

24 

47.2 

43 

162.3 

28 

0.9 

0.8 

14.9 

13 

2.89 

WALLACE  COMPUTER  SERVICES  WCS  <5>           407.8 

5 

1585  4 

3 

16.5 

-11 

20  5 

-74 

4.0 

4.8 

3.7 

37 

0  51 

(B)  COMPUTERS  &  PERIPHERALS 

GROUP  COMPOSITE                                   82321.1 

8 

301205.8 

9 

4297.7 

-12 

18891.0 

5 

5.2 

6.4 

21.2 

36 

1.07 

APPLE  COMPUTER  AAPL  ,31                             1007.0 

-57 

6647.0 

-2 

-207.0 

NM 

396.0 

-37 

NM 

7.8 

10.7 

20 

1  05 

COMPAQ  COMPUTER  CPQ                               11526  0 

10 

42383.0 

10 

-672.0 

NM 

595.0 

5 

NM 

3.2 

4.9 

69 

0.34 

DELL  COMPUTER  DELL  <">                               8264.0 

22 

30015.0 

27 

674.0 

133 

2238.0 

35 

8.2 

4.3 

36.9 

32 

0  82 

EMC  EMC                                                          2621.3 

40 

8872.8 

32 

562.9 

172 

1782.1 

76 

21.5 

11.0 

21.8 

75 

0.79 

GATEWAY  GTW                                                         2373.4 

-7 

9653.1 

8 

-94.3 

NM 

316.0 

-26 

NM 

4.9 

12.9 

21 

0.95 

HEWLETT-PACKARD  HWP  (2)                          13263.0 

17 

48782.0 

15 

922.0 

21 

3561.0 

15 

7.0 

6.7 

25.1 

20 

1  73 

INTERNATIONAL  BUSINESS  MACHINES  IBM  25616 .0 

6 

88396.0 

1 

2670.0 

28 

8093.0 

5 

10.4 

8.6 

41.8 

26 

4.44  1 

IOMEGA  IOM                                                        331.1 

-24 

1300.2 

-15 

22.0 

3 

169.6 

NM 

6.6 

4.9 

34.7 

7 

0.61  1 

LEXMARK  INTERNATIONAL  LXK                       1095.7 

9 

3807.0 

10 

55.0 

-45 

285.4 

-10 

5.0 

9.9 

36.7 

26 

2.13 

MAXTOR  MXTR                                                    727.2 

5 

2704.9 

9 

5.0 

25 

31.8 

NM 

0.7 

0.6 

10.4 

27 

0.271 

MICRON  ELECTRONICS  MUEI (4)                        404.0 

14 

1607.3 

16 

1.6 

-89 

28.5 

-28 

0.4 

4.1 

5.6 

15 

0.3ol 

PALM  PALM  ("                                                        522.2 

102 

1545.7 

110 

20.3 

58 

60.9 

69 

3.9 

5.0 

5.5 

NM 

0  111 

QUANTUM  DLT  &  STORAGE  SYS.  GRP.  DSS  (91    369.3 

1 

1462.5 

1 

47.5 

-6 

158.1 

-13 

12.9 

13.9 

25.8 

13 

1.01 1 

QUANTUM  HARD  DISK  DRIVE  GROUP  HDD  (91     708.6 

-20 

3297.8 

-1 

-3.3 

NM 

21.5 

NM 

NM 

0.6 

3.5 

44 

0.251 

SILICON  GRAPHICS  SGI  (6)                                  486.9 

-25 

2011.0 

-25 

-71.1 

NM 

-745.8 

NM 

NM 

1.4 

NM 

NM 

-4.01 1 

STORAGE  TECHNOLOGY  STK                               6014 

-3 

2060.2 

-13 

30.8 

NM 

-1.8 

NM 

5.1 

NM 

0.2 

NM 

0.02 1 

SUN  MICROSYSTEMS  SUNW  l6)                        5115.0 

44 

19182.0 

45 

423.0 

19 

2161.0 

69 

8.3 

10.0 

20.1 

41 

0.63J 

UNISYS  UIS                                                          1928.3 

-2 

6885.0 

-9 

39.1 

-73 

244.8 

-53 

2.0 

7.4 

11.2 

23 

0.771 

WESTERN  DIGITAL  WDC  l6)                                  530.7 

-5 

1961.4 

-16 

-8.8 

NM 

-120.1 

NM 

NM 

NM 

NM 

NM 

0.84 1 

XEROX  XRX                                                           4830.0 

-13 

18632.0 

-5 

1  19  0 

NM 

584  0 

NM 

NM 

5.3 

-10.3 

NM 

1 

(C)  COMPUTER  SOFTWARE  &  SERVICES 

GROUP  COMPOSITE                                   41601.6 

15 

2 

154423.0 

16 

3117.9 

-A2 

21400.6 

16 

7.5 

14.9 

13.6 

57 

0.691 

ACTIVISION  AT7I  l9>                                                   264.5 

597.2 

2 

20.5 

■8 

■33.2 

NM 

7.8 

8.3 

-22.8 

NM 

1.321 

ACXIOM  ACXM  <9»                                                279.5 

14 

1062.9 

16 

32.8 

24 

112.3 

35 

11.7 

10.8 

16.4 

27 

1.19] 

ADOBE  SYSTEMS  AD8E  '"                                  355.2 

26 

1266.4 

25 

79.2 

-19 

287.8 

21 

22,3 

14  i, 

38.2 

32 

1     1 

AFFILIATED  COMPUTER  SERVICES  ACS  <81          500.9 

5 

2018.4 

11 

32.0 

21 

120.4 

23 

6.4 

5.6 

15.2 

29 

1 

AMERICA  ONLINE  AOL  <8)                                  2059.0 

27 

7703.0 

35 

37.0 

87 

1152.0 

12 

1.8 

17.3 

174 

NM 

0.45J 

AUTOMATIC  DATA  PROCESSING  ADP  (ei            1683.6" 

13 

6714.1 

15 

207.4 

4 

875.9 

15 

12.3 

13.4 

17.3 

44 

1  361 

BMC  SOFTWARE  BMCS  l9)                                     385.5 

-10 

1557.6 

4 

21.9 

-68 

117.4 

-52 

5.7 

16.2 

6.6 

67 

1    1 

CADENCE  DESIGN  SYSTEMS  CDN                     390.9 

46 

1279.6 

1/ 

42.5 

NM 

50.0 

NM 

10.9 

NM 

5.5 

NM 

0  i"| 

CERIDIAN     1                                                            303  7 

0 

1175.7 

4 

34.3 

35 

79.5 

24 

11.3 

8.3 

85 

)7 

11       1 
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hare  the  Portal  Vision  of  Hummingbird    . 


Hummingbird  Enterprise 
^ortal  Solutions 


i  single  point  of  access  to  all  business-critical 
nformation,  to  make  your  life  easier  at  work. 

ibetting  the  information  you  need  to  make  smarter  decisions  has  never  been 
Jtasier.  Hummingbird  Enterprise  Portal  Suite  provides  a  portal  to  access  all 
dour  organization's  information,  wherever  it's  stored.  And  it  works  seamlessly 
A/ith  Hummingbird  solutions  for  host  access  and  network  connectivity, 
tocument  and  content  management,  data  integration  and  business 
intelligence.  So  don't  just  find  information,  use  it  to  make  smarter  business 
decisions.  Then  act  on  them.  Find  out  more.  Visit  our  Web  site  or  call  us  today. 


^^  Hummingbird 


ll  Free:  +1  877  fly  humm  •  Tel.:  +1  416  496  2200  •  www.hummingbird.com/scope2     where  the  future  of  e-Business  takes  flight 
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CISCO  SYSTEMS  CSCO  (5) 

6519.0              66 

21529.0 

60 

798.0 

92 

M)',  1.0 

58 

12.2 

10.6 

11.0 

73 

0.41 

CMGI  CMGI  l51 

366.1            184 

1135.1 

313 

-636.6 

NM 

-1883.8 

NM 

NM 

NM 

-34.4 

NM 

-6.79 

COMDISCO  CDO  l3) 

909.0 

4 

3900.0 

-6 

86.0 

46 

283.0 

208 

9.5 

6.7 

31.0 

8 

1.77 

COMPUTER  ASSOCIATES  INTERNATIONAL  CA (91     783.0 

53 

5372.0 

-5 

-342.0 

NM 

211.0 

-72 

NM 

24.0 

3.4 

94 

0.39 

COMPUTER  SCIENCES  CSC  (9) 

2664.7 

13 

10202.1 

13 

65.6 

-20 

413.4 

8 

2.5 

3.5 

12.9 

26 

2.42 

COMPUWARE  CPWR  l9) 

495.4            -22 

2077.6 

-3 

36.0 

-71 

119.0 

-72 

7.3 

19.3 

9.1 

39 

0.32 

DST  SYSTEMS  DST 

349.2 

9 

1362.1 

11 

67.6 

82 

215.8 

56 

19.4 

11.6 

13.1 

36 

1.67 

EARTHLINK  ELNK 

286.8              44 

986.6 

47 

-105.5 

NM 

-345.9 

NM 

NM 

NM 

-28.7 

NM 

-2.99 

EDWARDS  (J.D.)  JDEC  (2) 

277.2 

8 

1001.1 

6 

9.7 

NM 

-15.4 

NM 

3.5 

0.1 

-3.3 

NM 

-0.14 

ELECTRONIC  ARTS  ERTS  l9) 

640.3 

7 

1309.3 

-7 

88.0 

-5 

10.2 

-92 

13.7 

15.5 

1.0 

NM 

0.08 

ELECTRONIC  DATA  SYSTEMS  EDS 

5201.7 

6 

19226.8 

3 

321.4 

653 

1143.3 

172 

6.2 

0.9 

22.2 

26 

2.40 

EXODUS  COMMUNICATIONS  EXDS                     280.4           177 

818.4 

238 

-65.2 

NM 

-256.3 

NM 

NM 

NM 

-53.5 

NM 

-0.63 

FIRST  DATA  FDC 

1507.8** 

4 

5705.2 

4 

239.9 

-64 

929.6 

-23 

15.9 

45.2 

26.6 

27 

2.25 

FISERV  FISV 

434.6 

16 

1653.6 

17 

44.1 

26 

177.0 

28 

10.1 

9.3 

14.4 

38 

1.40 

GALILEO  INTERNATIONAL  GLC 

371.3 

0 

1643.3 

8 

20.4 

-14 

148.9 

-32 

5.5 

7.0 

32.0 

13 

1.65" 

GENUITY  GENU 

312.8              55 

1136.7 

61 

-284,1 

NM 

-947.5 

NM 

NM 

NM 

-23.4 

NM 

-4.93 

12  TECHNOLOGIES  ITWO 

377.9            116 

1126.3 

97 

-727.2 

NM 

-1752.0 

NM 

NM 

8.8 

-20.7 

NM 

-4.83 

IMATION  IMN 

308.5 

17 

1234.9 

-13 

-1.0 

NM 

-1.0 

NM 

NM 

3.9 

-0.2 

NM 

-0.03 

JUNIPER  NETWORKS  JNPR 

295.4            550 

673.5 

556 

62.2 

NM 

147.9 

NM 

21.0 

6.8 

20.3 

NM 

0.43 

MICROSOFT  MSFT  l61 

6585.0 

8 

23845.0 

9 

2624.0 

8 

9999.0 

14 

39.8 

39.9 

21.5 

35 

1.80 

NOVELL  NOVL  (2> 

273.3            -21 

1161.7 

-9 

-35.0 

NM 

49.5 

-74 

NM 

21.4 

4.0 

54 

0.15 

ORACLE  ORCL  ,7) 

2659.5 

5 

10745.1 

15 

622.8 

62 

6799.1 

372 

23.4 

16.6 

138.0 

24 

1.13 

PEOPLESOFT  PSFT 

497.8              34 

1736.5 

22 

44.2 

NM 

145.7 

NM 

8.9 

NM 

14.2 

79 

0.48 

PEROT  SYSTEMS  PER 

286.7 

-1 

1105.9 

-4 

-7.9 

NM 

55.5 

-26 

NM 

7.7 

11.1 

24 

0.49 

SABRE  HOLDINGS  TSG 

643.4** 

19 

2617.4 

8 

-29.4 

NM 

144.1 

-57 

NM 

18.0 

19.6 

40 

1.11 

SIEBEL  SYSTEMS  SEBL 

581.6            111 

1795.4 

121 

79.5 

103 

221.9 

102 

13.7 

14.2 

9.6 

NM 

0.24 

3COM  COMS  (7) 

789.5            -35 

3629.9 

-27 

-142.4 

NM 

124.7 

-72 

NM 

12.9 

3.4 

32 

0.32 

VERITAS  SOFTWARE  VRTS 

370.1              64 

1207.3 

103 

-125.0 

NM 

-619.8 

NM 

NM 

NM 

-20.8 

NM 

-1.55 

YAHOO  YHOO 

310.9              53 

1110.2 

88 

-97.8 

NM 

70.8 

48 

NM 

18.6 

3.7 

NM 

0.12 

a  :\-fu:;p 

T  PRODUCTS 

■Hi 

INDUSTRY  COMPOSITE 

26161.6 

7 

104890.0 

14 

291.2 

-75 

4292.9 

1 

1.1 

4.8 

11.0 

20 

2.28 

(A)  FOREST  PRODUCTS 

GROUP  COMPOSITE 

6663.7 

0 

27567.7 

15 

-222.1 

NM 

437.8 

-58 

NM 

3.5 

6.9 

18 

1.33 

GEORGIA-PACIFIC  GROUP  GP 

5515.0 

4 

22076.0 

20 

-187.0 

NM 

343.0 

-52 

NM 

3.3 

8.3 

15 

1.94 

LOUISIANA-PACIFIC  LPX 

568.9             -; 

>6 

2932.8 

-5 

-51.6 

NM 

-13.8 

NM 

NM 

4.6 

-1.1 

NM 

-0.13 

RAYONIER  RYN 

297.0 

-5 

1169.5 

6 

13.2 

-32 

78.2 

14 

4.4 

6.2 

11.6 

15 

2.82 

UNIVERSAL  FOREST  PRODUCTS  I 

FPI                 282.8 

6 

1389.4 

-3 

3.3 

-13 

30.4 

-3 

1.2 

1.3 

12.9 

9 

1.49 

(B)  PAPER 

GROUP  COMPOSITE 

19498.0 

9 

77322.2 

14 

513.3 

^16 

3855.1 

19 

2.6 

5.3 

11.8 

20 

2.48 

2.73 

BOISE  CASCADE  BCC 

1864.8 

-4 

7806.7 

9 

23.4 

-69 

178.6 

-11 

1.3 

3.9 

10.0 

12 

BOWATER  BOW 

618.5 

18 

2333.7 

9 

58.5 

187 

159.4 

103 

9.5 

3.9 

8.9 

17 

3.02 

INTERNATIONAL  PAPER  IP 

7200.0 

4 

28200.0 

15 

-321.0 

NM 

368.0 

85 

NM 

1.3 

3.1 

45 

0.82 

KIMBERLY-CLARK  KMB 

3600.8 

5 

13982.0 

7 

455.7 

7 

1800.6 

8 

12.7 

12.4 

32.7 

20 

3.31 

MEAD  MEA 

1044.9 

5 

4368.1 

9 

16.7 

-81 

163.6 

-21 

1.6 

9.0 

6.8 

18 

1.60 

WEYERHAEUSER  WY 

4042.0 

3 

15980.0 

25 

194.0 

11 

840.0 

36 

4.8 

4.9 

12.2 

14 

3.72 

WILLAMETTE  INDUSTRIES  WLL 

ErTWTm  1 M '  1 1  TrV  1 

1127.0 

2 

4651  8 

9 

86.0 

■  ;  1  ■ 

3 

344  9 

32 

7.6 

7.5 

1  4  5 

15 

3.12 

INDUSTRY  COMPOSITE 

27801.3             1 

2 

96266.2 

13 

MHH 

880.1 

-59 

5594.0 

-28 

3.2 

8.6 

8.3 

32 

0.94 

(A)  BROADCASTING 

GROUP  COMPOSITE 

9694.8             1 

2 

34011.2 

15 

141.1 

-55 

2716.7 

46 

1.5 

3.6 

7.3 

38 

0.88 

COX  COMMUNICATIONS  COX 

945.9              : 

il 

3506.9 

51 

-71.6 

NM 

1925.3 

118 

NM 

15.7 

20.9 

14 

3.16 

DISNEY  (WALT)  DIS  (31 

7433.0 

7 

25903.0 

9 

242.0 

19 

847.0 

-15 

3.3 

2.9 

3.5 

80 

0.40 

USA  NETWORKS  USAI 

1315.9 

irj 

4601    3 

36 

29.2 

NM 

NM 

NM 

NM 

-2.8 

NM 

I)  15 

(B)  PUBLISHING 

GROUP  COMPOSITE 

18106.6             1 

2 

62254.9 

12 

738.9 

-59 

2877.3 

-51 

4.1 

11.2 

9.6 

25 

1.01 

DOW  JONES  DJ 

558.4 

0 

2202.6 

10 

-19.0 

NM 

136.3 

-50 

NM 

10.9 

26.7 

39 

1.54 

GANNETT  GCI 

1894.7 

iO 

6222.3 

22 

294.9 

4 

971.9 

6 

15.6 

19.5 

20.2 

18 

3.63 

HARCOURT  GENERAL  H  l21 

723.8 

6 

2408.2 

12 

82.9 

19 

182.8 

52 

11.5 

10.2 

23.6 

23 

2  50 

KNIGHT  RIDDER  KRI 

877.8 

7 

3211.8 

6 

-18.9 

NM 

314.4 

-8 

NM 

14.0 

19.4 

17 

3.53 

McCLATCHY  MNI 

310.0 

8 

1142.1 

5 

26.7 

1 

88  9 

8 

8.6 

9.3 

9.5 

21 

1  97 

NEW  YORK  TIMES  NYT 

951.5 

7 

3489.5 

11 

137.8 

31 

397.5 

28 

14.5 

11.8 

31.6 

18 

2.32 

PRIMEOIA  PPM 

459.4 

1 

1691.0 

1 

-257.3 

NM 

-346.8 

NM 

NM 

NM 

NM 

NM 

. '  48 

READER'S  DIGEST  ASSOCIATION 

RDA (6)             852,8 

1 

2603.0 

4 

103.8 

20 

174.4 

14 

12.2 

10.2 

ii,.] 

20 

1.651 

SCHOLASTIC  SCHL<7) 

668.3 

il 

1739.1 

34 

56.3 

36 

79.4 

97 

8.4 

8.1 

16.1 

21 

.'       I 

SCRIPPS  (E.W.)  SSP 

459.6 

9 

1708.9 

10 

48.3 

5 

163 .5 

12 

10.5 

10.9 

12.9 

2  06 

TIME  WARNER  TWX 

8177.0 

3 

28514.0 

5 

206.0 

76 

268.0 

86 

2.5 

10.7 

2  6 

NA 

0  19 

TRIBUNE  TRB 

1501.9              ! 

36 

4910.4 

70 

39.7 

70 

310.4 

79 

2.6 

17.3 

5.0 

40 

0.99 

WASHINGTON  POST  WPO 

671.4 

2 

2412.2 

9 

37.7 

)8 

136.5 

40 

5.6 

10.2 

9.5 

1 

14.32 
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MANAGEMENT    CRISIS 


CRISIS    MANAGEMENT 


Roberta  hears  about 
Client  crisis  on  way  to 

meeting  in  Tucson. 
She  goes  back  to  office. 

She  misses  her  flight. 
She  misses  her  meeting. 


at&t 

wireless 
data 
service 


_2.|»;_ 


Roberta  hears  about 
client  crisis  on  way  to 

meeting  in  Tucson. 
She  wirelessly  accesses 
crucial  information  from 

company  intranet. 

Then  she  rallies  her  team 

via  e-mail. 

She  makes  her  flight. 

Problem  is  solved  by  takeoff. 

Get  time-sensitive  information  anywhere  AT&T  Wireless  Data  Service  is 
available.  Crank  through  urgent  e-mails,  manage  schedule  changes,  access 
contact  information  and  view  the  latest  Web  content — all  from  your  PDA. 
It's  fast,  it's  secure  and  it  helps  increase  productivity.  Because  you're  never  far 


from  the  facts  you  need  to  help  a  client.  And  your  bottom  line,  as  well 


YOUR  WORLD.  CLOSE  AT  HAND. 


AT&T  Wireless 


888  DATA- ATT  ext.  102 


;  att.com/wireless/dataservice 

mportant  Information 


AT&T  Wireless  Data  Service  is  available  in  over  3,000  cities  across  the  United  States.  Detailed  local  coverage  maps  are  available  at 
att.com/wireless/dataservice.  AT&T  Wireless  Data  Service  is  available  over  the  AT&T  wireless  data  network  and  in  markets  where  we  have  intercarner  agreements 
service  outside  the  AT&T  Wireless  Services  area  is  provided  by  other  wireless  carriers.  Coverage  may  vary  due  to  customer  equipment  and  other  factors  Due  to      """ 
:overage  limitations,  information  may  not  be  accessible  at  all  times.  Certain  service  applications  may  require  purchase  of  an  associated  service  additional  software  or 
network  connections.  Additional  terms  and  conditions  apply.  ©2001  AT&T  Wireless  Services,  Inc.  All  rights  reserved. 


CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 

SALES 

PROFITS 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

12-31 

PRICE- 

1  ARMING' 

RATIO 

2-8 

4TH 

QUARTER 
2000 
SMIL 

CHANGE 

FROM 

1999 

% 

12 

MONTHS 

2000 

$  MIL. 

CHANGE 

FROM 

1999 

% 

4TH 

QUARTER 
2000 
$MIL 

CHANGE 

FROM 

1999 

% 

12 
MONTHS 
2000 
$MIL. 

CHANGE 

FROM 

1999 

% 

MARGINS 

4TH            4TH 

OIIARIIk     fJIIAI'IIR 
2000          1999 
%              % 

12 

MONTHS' 

EARNING', 

PER 

SHARE 

WHiMHf" 

INDUSTRIES 

INDUSTRY  COMPOSITE 

90751.3 

73 

286302.9 

49 

1004.4 

NM 

5536.9 

52 

1.1 

NM 

11.4 

32 

0.97 

(A)  CONSTRUCTION  &  ENGINEERING 

GROUP  COMPOSITE                                      3917.7 

9 

14833.7 

19 

119.2 

NM 

478.0 

113 

3.0 

NM 

12.3 

13 

1.34 

FOSTER  WHEELER  FWC 

1056.0 

-2 

3891.4 

1 

12.3 

NM 

39.5 

NM 

1.2 

NM 

10.8 

14 

0.97 

INTEGRATED  ELECTRICAL  SERVICES  IEE  l3) 

427.0 

27 

1764.1 

50 

7.0 

169 

25.6 

-39 

1.6 

0.8 

5.0 

11 

0.63 

JACOBS  ENGINEERING  GROUP  JEC  <31 

929.2 

15 

3539.0 

13 

20.1 

NM 

76.9 

73 

2.2 

NM 

14.9 

18 

2.89 

MASTEC  MTZ 

377.6 

21 

1330.3 

26 

7.2 

34 

65.1 

46 

1.9 

3.5 

13.0 

13 

1.35 

REPUBLIC  SERVICES  RSG 

529.1 

6 

2103.3 

13 

56.5 

12 

221.0 

10 

10.7 

10.1 

13.3 

12 

1.26 

URS  URS  l2) 

598  8 

5 

2205.6 

55 

16.0 

18 

49  9 

36 

2  7 

2.4 

16.1 

8 

2.27 

(B)  INDUSTRIAL  DISTRIBUTION 

GROUP  COMPOSITE 

64033.4 

140 

179959.7 

88 

123.7 

-74 

1943.2 

5 

0.2 

1.8 

8.1 

53 

0.91 

AIRGAS  ARG  (91 

395.0 

7 

1620.2 

7 

6.7 

-32 

27.4 

-41 

1.7 

2.6 

5.6 

20 

0.41 

APPLIED  INDUSTRIAL  TECHNOLOGIES  AIT  (6)     405  4 

7 

1644,7 

6 

7.4 

18 

33.5 

28 

1.8 

1.6 

11.0 

11 

1.66 

AUDIOVOX  VOXX  (,) 

510.2 

24 

1702.3 

47 

2.9 

-75 

25.0 

-8 

0.6 

2.8 

7.7 

11 

1.11   ' 

AVNET  AVT  (6> 

3391.4 

61 

11763.7 

68 

72.2 

377 

255.7 

51 

2.1 

0.7 

11.6 

10 

2.80 

BELL  MICROPRODUCTS  BELM 

544.4 

68 

1804.1 

70 

5.2 

105 

17.2 

93 

1.0 

0.8 

13.4 

15 

1.05 

BRIGHTPOINT  CELL 

520.1 

-3 

1977.0 

12 

7.4 

-26 

31.8 

NM 

1.4 

1.9 

15.9 

9 

0.56 

CELLSTARCLST"1 

694.7 

1 

2475.7 

6 

-15.9 

NM 

-59.4 

NM 

NM 

3.6 

-27.1 

NM 

-0.99 

CRANE  CR 

356.3 

-2 

1491.2 

-4 

26.8 

91 

123.7 

23 

7.5 

3.9 

20.4 

13 

2.02 

DAISYTEK  INTERNATIONAL  DZTK  l9) 

298.3 

5 

1163.1 

16 

2.2 

NM 

10.6 

85 

0.7 

NM 

6.4 

14 

0.62 

DYNEGY  DYN 

10009.9 

116 

29444.9 

91 

105.9 

135 

500.5 

230 

1.1 

1.0 

16.0 

35 

1.48 

ENRON  ENE 

40751.0 

271 

100789.0 

151 

60.0 

-77 

979.0 

-4 

0.1 

2.4 

8.8 

71 

1.12 

GETTY  PETROLEUM  MARKETING  GPM  "" 

306.8 

35 

1153.3 

56 

-0.5 

NM 

-4.1 

NM 

NM 

0.1 

-7.2 

NM 

-0.29 

GRAINGER  (W.W.)  GWW 

1209.9 

6 

4977.0 

7 

47.9 

70 

192.9 

7 

4.0 

2.5 

12.8 

18 

2.05 

HUGHES  SUPPLY  HUG  "" 

863.3 

10 

3290.8 

15 

18.8 

-7 

67.0 

2 

2.2 

2.6 

11.4 

6 

2.87 

NATIONAL-OILWELL  NOI 

329.4 

48 

1149.9 

54 

6.2 

NM 

13.1 

NM 

1.9 

0.2 

1.7 

NM 

0.16 

PATTERSON  DENTAL  PDCO  l8) 

288.9 

16 

1094.5 

13 

19.0 

28 

70.2 

23 

6.6 

6.0 

19.2 

30 

1.04 

PIONEER-STANDARD  ELECTRONICS  PIOS  19)       778.8 

17 

2843.8 

17 

13.0 

21 

46.3 

21 

1.7 

1.6 

13.1 

10 

1.42 

PSS  WORLD  MEDICAL  PSSI  (9) 

447.3 

-3 

1805.9 

3 

-29.7 

NM 

-37.3 

NM 

NM 

2.6 

-8.6 

NM 

-0.52 

U.S.  OFFICE  PRODUCTS  OFIS  l8» 

533.3 

-17 

2310.4 

-11 

-261.4 

NM 

-454.4 

NM 

NM 

NM 

NM 

NM 

-12.23 

UNITED  STATIONERS  USTR 

990.5 

9 

3944.9 

15 

25.5 

2 

98.6 

18 

2.6 

2.8 

20.6 

9 

2.84 

WORLD  FUEL  SERVICES  INT<9) 

408  6 

26 

1513.2 

48 

3.9 

485 

5.6 

10 

1.0 

0.2 

5.6 

18 

0  54 

(C)  PRINTING  &  ADVERTISING 

GROUP  COMPOSITE 

2304.6 

7 

8403.6 

9 

103.5 

-33 

377.5 

-7 

4.5 

7.2 

25.0 

13 

2.24 

ADVO  AD  (3) 

297.5 

9 

1152.5 

10 

14.9 

26 

51.9 

27 

5.0 

4.3 

NM 

17 

2.51 

BANTA  BN 

407.5 

20 

1486.7 

16 

17.0 

9 

58.7 

8 

4.2 

4.6 

16.5 

11 

2.35 

DONNELLEY  (R.R.)  DNY 

1  599  6 

4 

5764  3 

6 

71.6 

43 

266  9 

-14 

4.5 

8.2 

22,3 

13 

2.17 

(D)  OTHER  SERVICES 

GROUP  COMPOSITE 

20495.6 

3 

83105.9 

9 

658.1 

NM 

2738.3 

136 

3.2 

NM 

13.9 

24 

0.90 

ABM  INDUSTRIES  ABM  l2) 

477.1" 

12 

1807.6 

11 

14.5 

10 

44.3 

12 

3.0 

3.1 

13.9 

17 

1.85 

AUTONATION  AN 

4701.8 

-6 

20609.6 

2 

73.7 

NM 

328.1 

NM 

1.6 

NM 

8.5 

8 

0.91 

CARMAX  GROUP  KMX  "0I 

561.7 

15 

2365.2 

25 

7.6 

NM 

36.1 

NM 

1.3 

NM 

9.6 

15 

0.34 

CASEY'S  GENERAL  STORES  CASY  (8) 

496.7' 

20 

1877.3 

34 

13.8 

9 

417 

-2 

2.8 

3.1 

12.4 

13 

0.84 

CENDANT  CD 

968.0 

-12 

3930.0 

13 

126.0 

NM 

576.0 

NM 

13.0 

NM 

21.3 

17 

0.78 

CINTAS  CTAS  (7) 

539.1 

16 

2039.8 

13 

56  5 

17 

209.3 

40 

10.5 

10.4 

18.2 

38 

1.23  1 

CONVERGYS  CVG 

582.5 

20 

2162.5 

23 

54.3 

69 

194.7 

42 

9.3 

6.6 

17.5 

36 

1.23  1 

HANDLEMAN  HDL  (8) 

297.6 

3 

1151.4 

8 

14.1 

5 

40.4 

26 

4.8 

4,7 

17.2 

6 

1.42 

KELLY  SERVICES  KELYA 

1146.0 

6 

4487.3 

5 

23.3 

4 

87.2 

2 

2.0 

2.2 

14.0 

10 

2.44 

MAGELLAN  HEALTH  SERVICES  MGL  l3> 

445.9 

16 

1882.5 

14 

13.9 

184 

23.9 

-2 

3.1 

1.3 

18.2 

17 

0.53 

MANPOWER  MAN 

2739.5 

3 

10842.8 

11 

53.5 

10 

171.2 

14 

2.0 

1.8 

23.1 

15 

2.22 

MODIS  PROFESSIONAL  SERVICES  MPS 

449.6 

-2 

1827.7 

-6 

7.4 

54 

119.8 

46 

1.7 

3.5 

9.2 

5 

1.23 

PANTRY  PTRY  (31 

634.6" 

17 

2526.4 

33 

1.9 

-16 

13.6 

-10 

0.3 

0.4 

11.6 

13 

0,71 

PAYCHEX  PAYX  ,7> 

416.2 

25 

1612.5 

27 

62.1 

36 

221.9 

36 

14.9 

13.7 

33,4 

70 

0.59 

QUINTILES  TRANSNATIONAL  QTRN 

409.6 

-7 

1659.9 

3 

6.6 

-73 

34.2 

NM 

1.6 

5.5 

-2.2 

NM 

-0.29 

REGIS  RGIS  l6) 

324.0 

13 

1225.8 

15 

12.1 

12 

51.0 

40 

3.7 

3.8 

16.7 

12 

1.23 

RENT-A-CENTERRCII 

411.9 

11 

1601.6 

13 

23.6 

32 

103.0 

74 

5.7 

4.8 

32.6 

13 

2  96 

ROBERT  HALF  INTERNATIONAL  RHI 

705.9 

24 

2699.3 

30 

47.8 

27 

186.1 

32 

6.8 

6.6 

25.9 

27 

1.00 

SERVICEMASTER  SVM 

1423.6 

-3 

5970.6 

5 

31.8 

40 

185.0 

7 

2.2 

3.6 

15.9 

19 

0.61 

SPHERION  SFN 

898.8 

-13 

3740.8 

18 

-2.3 

NM 

74.5 

5 

NM 

2.2 

6.3 

9 

16 

UNITED  AUTO  GROUP  UAG 

1237  9 

25 

4884.0 

21 

6.1 

12 

34  0 

27 

0.5 

0.6 

7.4 

9 

i  16 

VOLT  INFORMATION  SCIENCES  VOL  <2) 

627.7 

12 

2201.2 

9.5 

-27 

30.7 

6 

1.5 

.'  1 

11.7 

12 

1.00 

INDUSTRY  COMPOSITE 

87285.9 

16 

348800.0 

22 

2299.4 

-66 

33036.0 

16 

2.6 

8.9 

10.7 

26 

1.26 

(A)  EQUIPMENT  &  SERVICES 

GROUP  COMPOSITE 

49609.3 

29 

197348.9 

36 

-1810.7 

NM 

8450.0 

-9 

NM 

5.2 

4.9 

56 

0.46 

ADC  TELECOMMUNICATIONS  ADCT  (2> 

1032.0 

63 

3287.9 

53 

87.1 

1  I 

868.1 

NM 

8.4 

6.5 

"i  :■', 

12 

i 

AT8.TT 

16884.0 

3 

65981.0 

5 

1643.0 

NM 

3181.0 

42 

NM 

7.0 

7.2 

■" 

' 

I  February  26,  2001 


ever  underestimate  the  importance  of  peopie. 


^ 


••  ■ 


!■     Ill  Hi' 


i3Wr 


«*»•  .  •'*• 


A  friendly  reminder  from  the  people  who  can  get  the  best  out  of  yours. 


Improving  Business  Results  Through  People 


CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 


SALES 


PROFITS 


4TH 

QUARTER 

2000 

$  MIL 

CHANGI 

FROM 
1999 

% 

12 

MONTHS 
2000 

SMIL 

CHANGE 

FROM 

1999 

% 

4TH 

QUARTER 

2000 

SMIL. 

CHANGE 

FROM 

1999 

% 

12 

MONTHS 

2000 

SMIL 

CHANGE 

FROM 

1999 

% 

MARGINS 

4TH            4TH 

QUARTER    QUARTER 

2000          1999 

%              % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

12-31 

PRICE- 
EARNINGS 

RATIO 
2-8 

12  1 
MONTHl 

:                           l 

per! 
1 

AT&T  WIRELESS  GROUP  AW! 

2974  ii 

39 

10448.0 

37 

41  1  0 

NM 

658.0 

NM 

13.8 

NM 

2~5 

NA 

na| 

CENTURYTELCTL 

527.2 

24 

1845.9 

10 

57.1 

-6 

231.5 

-3 

10.8 

14.2 

11.7 

18 

1.63B 

CIENA  CIEN  ,2) 

287.6 

103 

858.8 

78 

25.8 

473 

81.4 

NM 

9.0 

3.2 

10.1 

NM 

0.27| 

COMVERSE  TECHNOLOGY  CMVT  (1,) 

318.0 

37 

1119.1 

32 

64.4 

46 

222.8 

45 

20.2 

18.9 

20.0 

81 

1 

CORNING  GLW 

2144.9** 

55 

7266.3 

52 

-70.2 

NM 

409.5 

-20 

NM 

10.5 

3,8 

94 

0.461 

I0T  IOTC  ,5» 

276.6 

-2 

1087.1 

23 

869.6 

NM 

1067.7 

NM 

NM 

12.6 

81.4 

1 

27.80J 

LEVEL  3  COMMUNICATIONS  LVLT 

433.0 

150 

1185.0 

130 

-552.0 

NM 

-1455.0 

NM 

NM 

NM 

-32.0 

NM 

-4. Oil 

LUCENT  TECHNOLOGIES  LU  ,31 

5841.0 

NA 

31589.0 

NA 

-1579.0 

NA 

-1022.0 

NA 

NM 

NA 

-44 

NM 

-0.291 

MCLEODUSA  MCLD 

410.0 

55 

1396.7 

54 

-140.9 

NM 

-452.9 

NM 

NM 

NM 

-18.7 

NM 

-0.9ll 

SCIENTIFIC-ATLANTA  SFA  (61 

631.4 

69 

2222.0 

59 

70.8 

112 

281.3 

122 

11.2 

9.0 

21.6 

32 

1.67| 

SPRINT  (FON  GROUP)  FON 

4394.0 

-1 

17688.0 

3 

98.0 

-77 

1292.0 

-26 

2.2 

9.8 

10.5 

17 

1.4! 

SPRINT  PCS  GROUP  PCS 

1938.0 

84 

6341.0 

88 

-512.0 

NM 

-1868.0 

NM 

NM 

NM 

-87.4 

NM 

-1.9S 

TELLABS  TLAB 

1158.6 

62 

3387.4 

46 

295.0 

59 

760.0 

38 

25.5 

25.9 

30.0 

34 

1.82 

U.S.  CELLULAR  USM 

438.0 

12 

1716.6 

9 

37.5 

78 

234.4 

-22 

8.6 

5.4 

10.6 

24 

2.6E 

WILLIAMS  COMMUNICATIONS  GROUP  WCC 

287.0 

80 

839.1 

40 

-55.7 

NM 

-277.7 

NM 

NM 

NM 

-15.6 

NM 

-0.61 

WORLDCOM  WCOM 

9634.0 

3 

39090.0 

9 

726.0 

-44 

4238.0 

6 

7.5 

14.0 

7.6 

14 

1.43 

(B)  TELEPHONE  COMPANIES 

GROUP  COMPOSITE 

37676.7 

2 

151451.1 

8 

4110.1 

-13 

24585.9 

28 

10.9 

12.8 

27.6 

17 

2.82 

ALLTEL  AT 

1843.8 

12 

7067.0 

9 

261.9 

12 

1965.4 

151 

14.2 

14.2 

38.6 

9 

6.2C 

BELLSOUTH  BLS 

6160.0 

-8 

26151.0 

4 

1119.0 

6 

4220.0 

22 

18.2 

15.8 

25.0 

19 

2.2: 

BROADWING  BRW 

560.9 

54 

2050.1 

86 

-267.8 

NM 

-376.5 

NM 

NM 

NM 

-17.5 

NM 

-1.85 

SBC  COMMUNICATIONS  SBC 

12239.0 

-5 

51476.0 

4 

1295.0 

-25 

7967.0 

21 

10.6 

13.4 

26.4 

21 

2.3; 

VERIZON  COMMUNICATIONS  VZ 

16873.0 

11 

64707.0 

11 

1702.0 

■2 

10810.0 

30 

10.1 

11.4 

31.3 

14 

3  9; 

INDUSTRY  COMPOSITE 

60952.1 

4 

242745.2 

8 

1516.1 

-43 

10385.9 

1 

2.5 

4.5 

12.7 

18 

2.0' 

(A)  AIRLINES 

GROUP  COMPOSITE 

24055.2 

9 

97841.7 

11 

-74.8 

NM 

3009.6 

-39 

NM 

4.3 

12.1 

14 

2.45 

ALASKA  AIR  GROUP  ALK 

532.4 

6 

2177.2 

5 

-28.9 

NM 

-13.4 

NM 

NM 

3.4 

-1.6 

NM 

-0.5 

AMERICA  WEST  HOLDINGS  AWA 

573.0 

1 

2344.4 

6 

-47.4 

NM 

2.1 

-98 

NM 

5.1 

0.3 

NM 

o.oe 

AMR  AMR 

4859.0 

8 

19703.0 

11 

47.0 

-78 

779.0 

19 

1.0 

4.7 

11.0 

7 

4.8 

AMTRAN  AMTR 

289.4 

13 

1291.6 

15 

-22.2 

NM 

-15.3 

NM 

NM 

0.2 

-12.6 

NM 

-1.3 

CONTINENTAL  AIRLINES  CAL 

2429.0 

13 

9899.0 

15 

45.0 

-73 

349.0 

-28 

1.9 

7.8 

22.3 

9 

5.5 

DELTA  AIR  LINES  DAL 

4017.0 

9 

16741.0 

12 

18.0 

-95 

928.0 

-26 

0.4 

9.5 

16.7 

6 

7.0! 

NORTHWEST  AIRLINES  NWAC 

2740.0 

7 

11415.0 

11 

-69.0 

NM 

256.0 

-15 

NM 

1.1 

110.1 

8 

2.7' 

SOUTHWEST  AIRLINES  LUV 

1467.4 

22 

5649.6 

19 

154.7 

65 

625.2 

32 

10.5 

7.8 

18.1 

27 

l.li 

UAL  UAL 

4792.0 

7 

19352.0 

7 

-71.0 

NM 

265.0 

-79 

NM 

2.9 

4.3 

21 

1.8! 

US  AIRWAYS  GROUP  U 

2356.0 

10 

9269.0 

8 

-101.0 

NM 

-166.0 

NM 

NM 

NM 

NM 

NM 

-2.4' 

(B)  RAILROADS 

GROUP  COMPOSITE 

8862.0 

-5 

35433.0 

-2 

471.0 

-16 

2219.0 

1 

5.3 

6.0 

7.9 

18 

1.7! 

BURLINGTON  NORTHERN  SANTA  FE  BNI 

2339.0 

-2 

9205.0 

0 

255.0 

-19 

1019.0 

-10 

10.9 

13.2 

13.7 

12 

2  4' 

CSX  CSX 

2047.0 

-22 

8191.0 

-21 

54.0 

NM 

186.0 

481 

2.6 

NM 

3.1 

35 

0.8! 

NORFOLK  SOUTHERN  NSC 

1524.0** 

2 

6159.0 

17 

5.0 

-84 

172.0 

-28 

0.3 

2.1 

2.9 

38 

0.4« 

UNION  PACIFIC  UNP 

2952.0 

3 

11878.0 

6 

157.0 

-35 

842  0 

8 

5.3 

8.5 

9.7 

16 

3.3J 

(C)  TRANSPORTATION  SERVICES 

GROUP  COMPOSITE 

14818.7 

3 

59220.3 

8 

252.3 

-31 

1671.9 

-8 

1.7 

2.5 

10.7 

18 

1.7(1 

AIRBORNE  ABF 

847.9 

5 

3276.0 

4 

-11.9 

NM 

14.3 

-84 

NM 

2.2 

1.6 

38 

0.3(B 

ANC  RENTAL  ANCX 

805.1 

-4 

3532.0 

0 

-44.0 

NM 

-2.0 

NM 

NM 

NM 

-0.2 

NM 

1 1.0  J 

AVIS  GROUP  HOLDINGS  AVI 

1003.9 

0 

4243.7 

27 

15.3 

42 

120.7 

30 

1.5 

1.1 

13.7 

10 

1 

CNF  CNF 

1430.9 

5 

5543.8 

11 

39.9 

-28 

151.3 

-19 

2.8 

4.1 

13.9 

13 

'  -''''I 

FEDEX  FDX  l7) 

4894.9 

7 

19040.5 

10 

193  8 

13 

720.6 

14 

4.0 

3.7 

14.0 

18 

?4« 

FRITZ  FRTZ  "' 

422.1 

-1 

1629.5 

10 

5.3 

-42 

13.5 

1 

1.3 

2.1 

4.8 

33 

I)     1 

GATX  GMT 

358.8 

22 

1311.8 

10 

20.8 

-19 

128.4 

2 

5.8 

8.7 

14.5 

18 

2.6 

HERTZ  HRZ 

1211.2 

3 

5073.5 

8 

55.6 

-8 

358.4 

7 

4.6 

5.2 

18.1 

11 

3.3: 

HUB  GROUP  MUBG 

356.7 

6 

1384.4 

7 

1.1 

-65 

4.6 

-57 

0.3 

0.9 

3.4 

18 

i)  hi 

PITTSTON  PZB 

995.2 

-3 

3834.1 

3 

-27.3 

NM 

2.7 

-98 

NM 

4.3 

-1.3 

NM 

II   0' 

ROBINSON  (C.H.)  WORLDWIDE  CHRW 

733.5 

27 

2882.2 

27 

18.6 

28 

71.2 

34 

2.5 

2.5 

24.0 

35 

o.aj 

RYDER  SYSTEM  R 

1357.2 

3 

5336.8 

8 

27.4 

335 

89.0 

22 

2.0 

0,5 

7.1 

13 

1  r 

TRINITY  INDUSTRIES  TRN  l91 

401.2 

-43 

2132.0 

-26 

42.4 

NM 

0.8 

NM 

NM 

5.8 

0.1 

NM 

1)0' 

(D)  TRUCKING  &  SHIPPING 

GROUP  COMPOSITE 

13216.2 

4 

50250.2 

1068.6 

9 

7 

867.6 

9 

3485.4 

148 

6.6 

6.2 

26.0 

11.3 

22 

15 

2.3. 

1  ') 

ALEXANDER  &  BALDWIN  ALEX 

261.7 

-1 

14.5 

190 

78.3 

25 

5.6 

1.9 

ARKANSAS  BEST  ABFS 

436.1 

4 

1839.6 

7 

21.9 

33 

76.2 

49 

5.0 

3.6 

26.7 

7 

VI 

CONSOLIDATED  FREIGHTWAYS  CFWY 

579.7 

4 

2352.4 

-1 

-6.0 

NM 

7.6 

NM 

NM 

NM 

1  o 

NM 

11  1' 

HUNT  (J.B.)  TRANSPORT  SERVICES  JBHT 

534.0 

4 

2160.4 

6 

HI'! 

95 

36.1 

13 

2.0 

1.0 

8.7 

IB 

1  0. 

LANDSTAR  SYSTEM  LSTR 

380.6 

0 

1418.5 

2 

15.9 

2 

45.2 

2 

4.2 

t   1 

41.9 

1  1 

5  0 
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of  Chief  Financial  Officers 

Tune  into  this  special  Nightly  Business  Report 
Interview  Series  on  your  public  television  station 

February  28  -March  2,  2001 


Nightly  Business  Report  is  produced  by 

WPBT/Miami  in  association  with  BRIDGE 

Nationally  Underwritten  by: 

A.G.  Edwards,  Inc., 

Compaq  Computer  Corporation, 

and  Franklin  Templeton  Investments 


CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 


SALES 


PROFITS 


4TH 

QUARTER 

2000 

SMIL. 

956.0 

CHANGE 

FROM 

1999 

% 

12 

MONTHS 
2000 
SMIL 

CHANGE 

FROM 

1999 

% 

4TH 

QUARTFR 

2000 

SMIL 

CHANGE 

FROM 

1999 

% 

12 

MONTHS 

2000 

SMIL 

CHANGE 

FROM 

1999 

% 

MARGINS 

4TH           4TH 

QUARTER     QUARTFR 
2000          1999 
%              % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

12-31 

PRICE- 

lAi'iiiiii; 
RATIO 
2-8 

12 

MONTHS' 

EARNINGS 

PER 

SHARE 

ROADWAY  EXPRESS  ROAD 

2 

3039.6 

8 

25.4 

2A~ 

56.5 

24 

2.7 

2.2 

10  6 

8 

2.98 

SWIFT  TRANSPORTATION  SWFT 

330.0 

16 

1258.7 

19 

10.1 

-46 

52.6 

-21 

3.1 

6.5 

12.3 

25 

0.82 

UNITED  PARCEL  SERVICE  UPS 

7900.0 

6 

29771.0 

10 

724.0 

10 

2934.0 

232 

9.2 

8.9 

31.7 

24 

2.50 

USFREIGHTWAYS  USFC 

643.7 

9 

2538.7 

14 

22.6 

-26 

96.8 

-7 

3.5 

5.2 

15.7 

10 

3.61 

WERNER  ENTERPRISES  WERN 

311.4 

11 

1214.6 

15 

12.5 

-3 

48.0 

-20 

4.0 

4.6 

9.0 

19 

1.02 

YELLOW  YELL 

m    1  j  1 1  l  j  1 1  mm— n 

883.0 

■■H 

0 

J  588  1 

11 

15  8 

-9 

69   ', 

36 

1.8 

2  0 

15.1 

8 

2.79 

hi  JB 
INDUSTRY  COMPOSITE 

■■nm 

150055.4 

99 

450894.5 

54 

4799.0 

41 

23174.6 

17 

3.2 

4.5 

12.3 

17 

2.19 

(A)  ELECTRIC,  WATER  &  COGENERATION 

GROUP  COMPOSITE 

125655.7 

1916.0 

98 

70 

382124.0 

6691.0 

53 

106 

3654.0 

221.0 

28 

71 

19567.7 

648.0 

8 

164 

2.9 

11.5 

4.5 

11.4 

12.2 

16.2 

17 

2.26 

AES  AES 

41 

1.42 

ALLEGHENY  ENERGY  AYE 

1221.3 

66 

4011.9 

43 

81.0 

53 

318.7 

8 

6.6 

7.2 

18.3 

16 

2.84 

ALLETE  ALE 

351.4 

22 

1324.5 

17 

19.0 

78 

1486 

119 

5.4 

3.7 

16.4 

11 

2.11 

ALLIANT  ENERGY  LNT 

703.8 

32 

2405.0 

13 

62.5 

34 

388.7 

91 

8.9 

8.7 

18.4 

7 

4.82 

AMEREN  AEE 

894.8 

22 

3855.8 

9 

29.2 

NM 

469.8 

18 

3.3 

NM 

14.3 

12 

3.33 

AMERICAN  ELECTRIC  POWER  AEP 

3589.0 

19 

13694.0 

10 

106.0 

-47 

631.0 

-36 

3.0 

6.6 

7.5 

23 

1.96 

AMERICAN  WATER  WORKS  AWK 

332.3 

7 

1350.6 

7 

38.1 

17 

161.1 

6 

11.5 

10.5 

9.4 

17 

1.61 

AVISTA  AVA 

2353.7 

53 

7953.3 

1 

68.1 

NM 

91.7 

252 

2.9 

NM 

10.3 

12 

1.47 

BLACK  HILLS  BKH 

585.7 

169 

1623.8 

105 

19.4 

84 

52.8 

43 

3.3 

4.8 

19.7 

17 

2.37 

CALPINE  CPN  t 

1002.0 

309 

2258.2 

178 

107.7 

250 

324.7 

237 

10.8 

12.6 

16.3 

41 

111 

CINERGY  CIN 

2769.6 

87 

8422.0 

42 

93.0 

-4 

404.1 

-1 

3.4 

6.6 

14.4 

13 

2.50 

CMS  ENERGY  CMS 

3187.0 

80 

8998.0 

47 

-171.0 

NM 

36.0 

-87 

NM 

1.2 

1.9 

93 

0.32 

CONECTIV  CIV 

1279.8 

40 

5029.1 

34 

35.4 

NM 

191.2 

NM 

2.8 

NM 

14.8 

11 

1.92 

CONSOLIDATED  EDISON  ED 

2276.5 

21 

9457,8 

26 

68.3 

-45 

615.2 

-14 

3.0 

6.6 

10.9 

13 

2.83 

CONSTELLATION  ENERGY  GROUP  CEG 

1036.3 

11 

3878.5 

2 

89.4 

109 

358.5 

5 

8.6 

4.6 

11.0 

18 

2.30 

DOMINION  RESOURCES  D 

2781.0 

122 

9260.0 

68 

107.0 

81 

436.0 

47 

3.8 

4.7 

6.2 

35 

1.85 

DPL  DPL 

380.0 

14 

1437.0 

7 

165.8 

308 

285.0 

40 

43.6 

12.2 

36.9 

14 

2.14 

DQE  DQE 

326.4 

-2 

1317.4 

-2 

22.3 

-64 

138.1 

-31 

6.8 

18.6 

17.5 

13 

2.44 

DTE  ENERGY  DTE 

1440.0 

29 

5597.0 

18 

139.0 

43 

468.0 

-3 

9.7 

8.7 

11.9 

12 

3.27 

DUKE  ENERGY  DUK 

15411.0 

148 

49318.0 

127 

284.0 

NM 

1776.0 

110 

1.8 

NM 

17.7 

17 

2.39 

ENERGY  EAST  EAS 

1052.0 

93 

2959.5 

30 

53.8 

14 

237.5 

-1 

5.1 

8.7 

13.7 

9 

2.06 

ENTERGY  ETR 

2635.3 

50 

10016.1 

14 

50.0 

209 

710.9 

19 

1.9 

0.9 

9.6 

12 

2.97 

EXELON  EXC 

3160.0 

157 

7526.0 

38 

50.0 

-60 

597.0 

3 

1.6 

10.2 

8.5 

23 

2.77 

FIRSTENERGY  FE 

1827.3 

11 

7029.0 

11 

138.3 

-1 

661.7 

3 

7  6 

8.5 

12.8 

10 

2.69 

FPL  GROUP  FPL 

1857.0 

22 

7082.0 

10 

68.0 

-45 

717.0 

1 

3.7 

8.1 

12.4 

15 

4.14 

GPU  GPU 

1284.2 

-6 

5196.3 

9 

211.2 

178 

240.4 

-49 

16.4 

5.5 

7.1 

17 

1.92 

HAWAIIAN  ELECTRIC  INDUSTRIES  HE 

458.1 

12 

1719.0 

13 

-23.9 

NM 

47.8 

-50 

NM 

6.9 

5.2 

27 

1.40 

MIRANTMIR  t 

7934.0 

NM 

13289.0 

487 

60.0 

-10 

332.0 

-8 

0.8 

12.1 

12.3 

27 

0.98 

MONTANA  POWER  MTP 

369.3 

65 

999.7 

29 

124.3 

100 

217.2 

44 

33.7 

27.8 

15.5 

10 

2.02 

NISOURCE  Nl 

2741.8 

199 

6030.7 

84 

1.7 

-95 

154.9 

-4 

0.1 

3.6 

4.5 

25 

1.08 

NORTHEAST  UTILITIES  NU 

1522.0 

32 

5901.2 

32 

70.5 

NM 

234.3 

311 

4.6 

NM 

9.9 

15 

1.55 

NORTHWESTERN  NOR 

2549.9 

123 

7132.1 

137 

14.0 

12 

44.0 

16 

0.6 

1.1 

14.2 

12 

1.87 

NRG  ENERGY  NRG 

690.6 

219 

2160.5 

332 

42.0 

49 

182.9 

220 

6.1 

13.0 

12.5 

23 

1.10 

NSTAR  NST 

694.5 

19 

2699.5 

46 

44.6 

99 

181.0 

24 

6.4 

3.8 

13.2 

13 

3.18 

OGE  ENERGY  OGE 

982.3 

70 

3298.7 

52 

7.2 

-41 

147.0 

-3 

0.7 

2.1 

13.6 

12 

1.89 

PINNACLE  WEST  CAPITAL  PNW 

838.2 

53 

3690.2 

52 

42.3 

-6 

302.3 

12 

5.0 

8.2 

12.7 

12 

3.57 

POTOMAC  ELECTRIC  POWER  POM 

605.9 

21 

2623.9 

6 

163.5 

NM 

352.0 

42 

27.0 

NM 

19.6 

7 

2.96 

PPL  PPL 

1505.0 

33 

5683.0 

24 

124.0 

11 

513.0 

2 

8.2 

12.4 

24.2 

13 

3.44 

PROGRESS  ENERGY  PGN 

1265.2 

57 

4118.9 

23 

-11.4 

NM 

478.4 

25 

NM 

9.8 

8.8 

14 

3.03 

PUBLIC  SERVICE  CO.  OF  NEW  MEXICO  PNM      461.5 

63 

1611.3 

39 

14.1 

17 

100.9 

27 

3.1 

6.0 

10.9 

10 

2.54 

PUBLIC  SERVICE  ENTERPRISE  GROUP  PEG      1981.0 

21 

6838.0 

6 

211.0 

55 

773.0 

6 

10.7 

8.3 

18.4 

12 

3.55 

RELIANT  ENERGY  REI 

9869.4 

147 

29339.4 

93 

5.6 

-92 

771.1 

-54 

0.1 

1.8 

13.4 

15 

2.68 

RGS  ENERGY  GROUP  RGS 

437.3 

34 

1448.1 

20 

23.8 

-3 

95.6 

2 

5.4 

7.6 

12.0 

12 

2.61 

SOUTHERN  SO 

10226.0 

291 

23355.0 

102 

116.8 

-8 

1331.9 

3 

1.1 

4.8 

14.0 

15 

2.01 

TECO  ENERGY  TE 

596.4 

22 

2295.1 

16 

57.9 

36 

250.9 

25 

9.7 

8.7 

16.7 

14 

1.97 

TXU  TXU 

6807.0 

52 

22009.0 

29 

166.0 

52 

930.0 

7 

2.4 

7.7 

11.9 

12 

3.43 

UNISOURCE  ENERGY  UNS 

277.5 

45 

1033.7 

27 

13.8 

106 

41.9 

-26 

5.0 

3.5 

12.0 

15 

1.27 

UTILICORP  UNITED  UCU 

10368.9 

136 

28974.9 

56 

48.2 

17 

206.8 

29 

0.5 

0.9 

13.2 

13 

2.21 

WISCONSIN  ENERGY  WEC 

1120.9 

91 

3354.7 

48 

29.2 

23 

155.4 

-26 

2.6 

6.5 

7.4 

16 

' 

WPS  RESOURCES  WPS 

7194 

143 

1951.6 

78 

14.3 

4 

70.1 

12 

2.0 

4.6 

12.3 

14 

2.53 

XCEL ENERGY  ■ 

4980   ) 

126 

12875.1 

65 

1  i  /  8 

-6 

1 ,4 ! .  8 

4 

2.8 

6.7 

9.8 

1  / 

1.60 

(B)  GAS,  OIL  &  TRANSMISSION 

GROUP  COMPOSITE 

24399.7 

294.8 

104 

62 

68770.5 

719.9 

58 

-22 

1145.0 

24.0 

109 

3606.9 

112 

1 

4.7 

8  1 

4.6 

10.2 

13.4 

12.3 

20 

15 

1.90 

AGL  RESOURCES  ATG  (31 

29 

82.6 

in 

ATMOS  ENERGY  A  TO  l3) 

442.8 

97 

1068.5 

52 

23.0 

60 

44.6 

167 

5.2 

6.4 

11.4 

1/ 

EL  PASO  ENERGY  EPG 

7543.0 

206 

21950.0 

105 

152,0 

NM 

607.0 

NM 

2.0 

NM 

17  0 

,g 

i 
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You've  got  the  operational  data.  The  transactional 
data.  And,  now,  a  boatload  of  e-commerce  data. 
What  you  don't  have  is  a  reliable  way  to  quickly 
bring  it  all  together.  And  learn  something  from  it. 
Fortunately,  we  do.  SAS  Intelligent  Warehousing 
Solutions  enable  you  to  integrate  all  of  your  com- 
pany's data,  regardless  of  its  source  or  platform. 
Then  mine  the  data  to  reveal  previously  unknown 
patterns  in  customer  behavior,  employee  produc- 
tivity, even  supplier  relationships.  Providing  you 
with  insights  that  can  have  a  real  impact  on  your 
business  performance.  To  learn  more  about  how 
we  can  help  you  identify  new  opportunities  -and 
give  you  the  confidence  to  act  on  them-  call  us 
up  at  1-800-727-0025.  Or  stop  bywww.sas.com. 


Power  to  Know,, 


rsas 
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COMPANY  SYMBOL                                     SALES 

PROFITS 

4TH          CHANGE 
QUARTER        FROM 
2000           1999 
$  MIL.            % 

12 

MONTHS 

2000 

SMIL. 

CHANGE 

FROM 

1999 

% 

MARGINS 

4TH            4TH 

QUARTER     QUARTER 

2000          1999 

%              % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

12-31 

PRICE- 
EARNINGS 
RATIO 
2-8 

12 

MONTHS' 

EARNING! 

PER 

SHARE 

4TH 

QUARTER 

2000 

SMIL. 

CHANGE 

FROM 

1999 

% 

12 

MONTHS 
2000 
SMIL. 

CHANGE 
FROM 
1999 

% 

EQUITABLE  RESOURCES  EQT 

609.6 

137 

1652  2 

59 

31.7 

20 

106.2 

54 

5.2 

10.3 

15.6 

19 

3.20 

KEYSPAN  KSE 

1910.2 

110 

5121.5 

73 

60.6 

-27 

300.8 

16 

3.2 

9.1 

10.2 

18 

2.10 

KINDER  MORGAN  KMI 

931.7 

92 

2713.7 

48 

86.6 

-23 

183.7 

18 

9.3 

23.3 

10.5 

33 

1.60 

LACLEDE  GAS  LG  (31 

345.0 

128 

759.8 

57 

18.5 

93 

34.9 

35 

5.4 

6.3 

118 

12 

1  84 

MDU  RESOURCES  GROUP  MDU 

607.9 

71 

1873.7 

46 

36.6 

49 

111.0 

32 

6.0 

6.9 

13.2 

16 

1.80 

NATIONAL  FUEL  GAS  IMFG  l3) 

559.5 

48 

1607.8 

24 

53.0 

18 

135.3 

11 

9.5 

11.9 

13.7 

16 

342 

NEW  JERSEY  RESOURCES  NJR  (3) 

667.5 

153 

1568.6 

70 

19.1 

18 

50.8 

11 

2.9 

6.1 

15.5 

13 

2.86 

NICOR  GAS 

989.4 

83 

2298.1 

42 

39.9 

2 

46.7 

-62 

4.0 

7.2 

6.7 

39 

1.00 

NUI  NUI  (3) 

320.4 

37 

1021.7 

23 

8.4 

10 

27.5 

9 

2.6 

3.3 

10.7 

13 

2.12 

OCEAN  ENERGY  OEI 

312.4 

38 

1073.6 

42 

66.9 

135 

213.2 

NM 

21.4 

12.6 

18.2 

16 

1.22 

PEOPLES  ENERGY  PGL  l31 

717.0 

74 

1722.6 

33 

36.4 

23 

93.2 

-6 

5.1 

7.2 

12.0 

15 

2.64 

SEMPRA  ENERGY  SRE 

2279.0 

55 

7037.0 

31 

102.0 

-5 

455.0 

12 

4.5 

7.3 

17.3 

11 

2.06 

SOUTHERN  UNION  SUG  (6) 

605.3 

153 

1257.1 

85 

22.5 

215 

20.2 

54 

3.7 

3.0 

2.4 

59 

0.35 

UGI  UGI  (31 

737.1 

58 

2032.2 

38 

27.5 

28 

52.3 

-13 

3.7 

4.6 

20.5 

13 

1.87 

VECTREN  VVC 

707.9 

129 

1648.7 

54 

26.4 

17 

73.1 

-20 

3.7 

7.3 

9.8 

18 

1.17. 

WGL  HOLDINGS  WGL  (3) 

540.4 

74 

1260,9 

28 

50.8 

28 

95.5 

14 

9.4 

12.8 

12.6 

14 

2.03 

WILLIAMS  WMB 

3278.9 

57 

10382.9 

45 

259  3 

292 

873  2 

391 

7.9 

3.2 

13.8 

22 

1.95 

u 


ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


A&PIOc 

Abbott  Laboratories  12b 
Abercrombie  &  Fitch  8 
ABM  Industries  21  d 
Activision  18c 
Acxiom  18c 
ADC  Telecomm.  22a 
Adobe  Systems  18c 
Advanced  Micro  9d 
AdvancePCS17a 
ADV021c 
AES  24a 
Aetna  17b 

Affiliated  Computer  Svcs.  18c 
AFLAC  17b 

Agilent  Technologies  9c 
AGL  Resources  24b 
Agribrands  International  10b 
Air  Products  &  Chemicals  4 
Airborne  23c 
Airgas  21b 
AK  Steel  Holding  16b 
Alaska  Air  Group  23a 
Alberto-Culver  8 
Albertson's  10c 
Alcoa  16a 

Alexander  &  Baldwin  23d 
Allegheny  Energy  24a 
Allegheny  Tech.  5 
Allergan  12b 
Allele  24a 
Alliant  Energy  24a 
Alliant  Techsystems  1 
Allstate  17b 
Alltel  22b 
Altera  9d 
Alza  12b 
Amazon.com  8 
AMC  Entertainment  14b 
Amerada  Hess  11a 
Ameren  24a 
America  Online  18c 
America  West  Holdings  23a 
American  Axle  &  Mfg.  2b 
American  Eagle  Outfitters  8 
American  Electric  24a 
American  Express  17a 
Amecican  General  17b 
American  Greetings  14d 
American  Home  12b 
American  Intl.  Group  17b 
American  National  17b 
i'dwer  9a 


American  Standard  13a 

American  Waterworks  24a 

AmeriSource  Health  12a 

Ames  Dept.  Stores  8 

Amgen  12b 

Amkor  Technology  9d 

Amphenol  9d 

AMR  23a 

Amtran  23a 

Anadarko  Petroleum  11a 

Analog  Devices  9d 

ANC  Rental  23c 

Andersons  10a 

Andrew  9b 

Anheuser-Busch  6c 

Amxter  International  5 

AnnTaylor  Stores  8 

Aon  17b 

Apache  11a 

Apartment  Investment  13b 

Apple  Computer  18b 

Applied  Biosystems  9c 

Applied  Industrial  Tech.  21b 

Applied  Materials  15c 

Arch  Coal  11a 

Archer  Daniels  10b 

Arkansas  Best  23d 

ArvinMeritor2b 

Ashland  11a 

Associated  Banc-Corp  3a 

AT&T  22a 

AT&T  Wireless  22a 

Atmel  9d 

Atmos  Energy  24b 

Audiovox  21b 

Autoliv  2b 

Automatic  Data  18c 

AutoNation  21  d 

AutoZone  8 

Avaya  9b 

Avery  Dennison  15a 

Avis  Group  23c 

Avista  24a 

Avnet  21 b 

Avon  Products  6d 

AVX9d 


Ball  7a 
BancWest  3d 
Bank  of  America  3c 
Bank  of  New  York  3a 
Bank  One  3b 
Banknorth  Group  3a 
Banta  21c 


Bard(C.R.)12d 

Barnes  &  Noble  8 

Bausch&Lomb12d 

Baxter  International  12d 

BB&T  3c 

Bear  Stearns  17a 

Beazer  Homes  USA  13b 

Beckman  Coulter  9c 

Becton,  Dickinson  12d 

Bed  Bath  &  Beyond  6b 

Belden  16c 

Bell  Microproducts  21b 

BellSouth  22b 

Bemis  7b 

Benchmark  Electronics  9d 

Bergen  Brunswig  12a 

Berkley  (WR.)  17b 

Best  Buy  6b 

Bethlehem  Steel  16b 

Beverly  Enterprises  12c 

BJ  Services  lib 

BJ's  Wholesale  Club  8 

Black  &  Decker  15b 

Black  Hills  24a 

Block  (H&R)  17a 

Blyth  15a 

BMC  Software  18c 

Bob  Evans  Farms  14a 

Boeing  1 

Boise  Cascade  19b 

Borders  Group  8 

BorgWarner  2b 

Boston  Scientific  12d 

Bowater  1 9b 

Briggs  &  Stratton  15c 

Brightpoint  21b 

Brinker  International  14a 

Bristol-Myers  Squibb  12b 

Broadcom  9d 

Broadwing  22b 

Brown  Shoe  6a 

Brown-Forman  6c 

Brunswick  14d 

Burlington  Coat  Factory  8 

Burlington  Industries  15d 

Burlington  Northern  Santa  Fe  23b 

Burlington  Resources  11a 

EMMM 

Cabot  4 

Cadence  Design  Systems  18c 

Calpine  24a 

Campbell  Soup  10b 

Capital  One  Financial  17a 

Cardinal  Health  12a 


Caremark  Rx  12a 
Carlisle  15a 
CarMax  Group  21d 
Carnival  14d 
Carpenter  Tech.  16b 
Casey's  General  Stores  21  d 
Caterpillar  15c 
CB  Richard  Ellis  Svcs.  13b 
CBRL  Group  14a 
CDW  Computer  Centers  8 
CellStar21b 
Cendant  21 d 
Centex  13b 
Centura  Banks  3c 
CenturyTel  22a 
Ceridian  18c 
Charming  Shoppes 8 
Charter  One  Financial  17c 
Chevron  11a 
Chiron  12b 
Ciena  22a 
Cigna  17b 

Cincinnati  Financial  17b 
CINergy  24a 
Cintas  21d 
Circuit  City  Group  6b 
Cisco  Systems  18c 
CIT  Group  17a 
Citigroup  17a 
CKE  Restaurants  14a 
Clayton  Homes  13b 
Clorox  6d 
CMGI18C 
CMS  Energy  24a 
CNF  23c 
Coastal  11a 
Coca-Cola  6c 
Coca-Cola  Enterprises  6c 
Colgate-Palmolive  6d 
Comdisco  18c 
Comerica  3b 

Commerce  Bancshares  3b 
Commerce  Group  17b 
Commercial  Metals  16b 
Compaq  Computer  18b 
CompuCom  Systems  18a 
Computer  Associates  18c 
Computer  Sciences  18c 
Compuware  18c 
Comverse  Tech.  22a 
ConAgra  Foods  10b 
Concord  EFS  17a 
Conectiv  24a 
Conexant  Systems  9d 
Conoco  11a 


Consol  Energy  11a 
Consolidated  Edison  24a 
Cons.  Freightways  23d 
Consolidated  Stores  8 
Constellation  Brands  6c 
Constellation  Energy  24a 
Continental  Airlines  23a 
Convergys21d 
Cooper  Cameron  lib 
Cooper  Industries  9a 
Cooper  Tire  &  Rubber  2b 
Coors  (Adolph)  6c 
Corn  Products  Intl.  10b 
Corning  22a 
Costco  Wholesale  8 
Countrywide  Credit  17a 
Coventry  Health  Care  12c 
Cox  Communications  20a 
Crane  21b 
Crompton  4 
CSK  Auto  8 
CSX  23b 

Cummins  Engine  15c 
CVS  12a 

Cypress  Semiconductor  9d 
Cytec  Industries  4 

a 

D&K  Healthcare  Resources  12a 

Daisytek  Intl.  21b 

Danaher9c 

Darden  Restaurants  14a 

Dean  Foods  10b 

Deere  15c 

Del  Monte  Foods  10b 

Dell  Computer  18b 

Delphi  Automotive  2b 

Delta  Air  Lines  23a 

Deluxe  18a 

Devon  Energy  11a 

Dial  uil 

Diebold  18a 

Dillard's  8 

Dime  Bancorp  17c 

DIMon  6e 

Disney  (Walt)  20a 

Dole  Food  10b 

Dollar  General  8 

Dominion  Resources  24a 

Donaldson  15c 

Donnelley  (R.R.)  21c 

Dover  15c 

Dow  Chemical  4 

Dow  Jones  20b 

DPL  24a 


DQE24a 

DST  Systems  18c 

DTE  Energy  24a 

Duke  Energy  24a 

DuPont  4 

Dura  Automotive  Systems  2b 

Dynegy  21b 

Di 

E*Trade  Group  17a 

Earthgrains  10b 

EarthLink  18c 

Eastman  Chemical  4 

Eastman  Kodak  14d 

Eaton  2b 

Edwards  (A.G.)  17a 

Edwards  (J.D.)  18c 

El  Paso  Energy  24b 

Electronic  Arts  18c 

Electronic  Data  Systems  18c 

EMC  18b 

Emerson  Electric  9a 

Energizer  Holdings  15a 

Energy  East  24a 

Engelhard  16c 

Enron  21b 

Entergy  24a 

EOG  Resources  11a 

Equifax  17a 

Equitable  Resources  24b 

Equity  Office  Properties  13b 

Estee  Lauder  6d 

Exelon  24a 

Exide  15a 

Exodus  Communs.  18c 

Express  Scripts  12c 

ExxonMobil  11a 

ammmtm 

Fairchild  Semiconductor  9d 

Family  Dollar  Stores  8 

Fannie  Mae  17a 

Federal  Signal  15a 

Federal-Mogul  2b 

Federated  Dept.  Stores  8 

FedEx  23c 

Ferro  4 

Fifth  Third  Bancorp  3b 

First  Data  18c 

First  Tennessee  Natl.  3c 

First  Union  3c 

Firstar  3b 

FirstEnergy  24a 

FIservlBc 


FleetBoston  Financial  3a 
Fleetwood  Ents.  14d 
Flowers  Industries  10b 
Flowserve15a 
FMC15c 
Footstar  8 
Ford  Motor  2a 
Forest  Laboratories  12b 
Fortune  Brands  15a 
Foster  Wheeler  21a 
Fox  Entertainment  14b 
FPL  Group  24a 
Franklin  Resources  17a 
Freeport-McMoRan  C&G  16c 
Fritz  23c 
Fuller  (H.B.)  4 
Furniture  Brands  6b 

EHHM 

Galileo  Intl.  18c 
Gannett  20b 
Gap  8 

Gateway  18b 
GATX  23c 

Gaylord  Container  7b 
GenCorp  2b 
Genentech  12b 
General  Cable  16c 
General  Dynamics  1 
General  Electric  5 
General  Mills  10b 
General  Motors  2a 
Genuity  18c 
Georgia  Gulf  4 
Georgia-Pacific  Group  19a 
Getty  Petroleum  21b 
Gillette  6d 
Global  Marine  lib 
Golden  State  Bancorp  17c 
Golden  West  17c 
Goldman  Sachs  Group  17a 
Good  Guys  6b 
Goodrich  (B.F.)  1 
Goody's  Family  Clothing  8 
GPU  24a 
Grace  (WR.)  4 
Grainger  (WW.)  21b 
Great  A&P  10c 
Great  Lakes  Chemical  4 
GreenPoint  Financial  17c 
Griffon  15a 
l.iinliiil  K'll 
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Halliburton  lib 
Handleman  21d 
Harcourt  General  20b 
Harley-Davidson  14d 
Harman  International  6b 
Harnischfeger  15c 
Harrah's  Entertainment  14b 
Harris  9b 
Harsco  15a 

Hartford  Financial  Services  1 7b 
Hasbro  14d 
Hawaiian  Electric  24a 
Hayes  Lemmerz  Intl.  2b 
HCA-The  Healthcare  Co  12c 
Health  Management  Assocs.  12c 
Heinz  (H  J)  10b 
Heller  Financial  17a 
Hercules  4 
Hers  hey  Foods  10b 
Herb  23c 

Hewlett-Packard  18b 
Hibernia  3c 
Hillenbrand  15a 
Hilton  Hotels  14c 
Holly  11a 
Home  Depot  8 
HomeBase  8 
HON  Industries  18a 
Honeywell  Intl.  5 
Hormel  Foods  10b 
Horton  (D.R  )13b 
Household  Intl  17a 
Hovnanian  Ents.  13b 
Hub  Group  23c 
Hubbell  9a 

Hughes  Electronics  9b 
Hughes  Supply  21b 
Humana  12c 
Hunt  (J.B.)  23d 
Huntington  Bancshares  3b 

a  mmm 

\2  Technologies  18c 
IBM  18b 
IDT  22a 

IKON  Office  Solutions  5 
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Pentair  15c 
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Peoples  Energy  24b 
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PerkinElmer  9c 
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Pfizer  12b 
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Phelps  Dodge  16c 

Philip  Morris  6e 

Phillips  Petroleum  11a 
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Pilgrim's  Pride  10b 

Pinnacle  West  24a 

Pioneer-Standard  21b 
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Polo  Ralph  Lauren  6a 
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Popular  3c 

Potlatch  7b 

Potomac  Electric  24a 
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PPL  24a 

Praxair  4 
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Price  (T.  Rowe)  17a 

Primedia  20b 

Procter  &  Gamble  6d 

Progress  Energy  24a 
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Providian  Financial  3d 
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Reader's  Digest  20b 

Reebok  International  6a 

Regions  Financial  3c 
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Reliant  Energy  24a 
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Robert  Half  International  21d 
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Rockwell  International  9a 
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Sara  Lee  10b 

SBC  Communications  22b 

Schering-Plough  12b 
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Scholastic  20b 

Schwab  (Charles)  17a 

SCI  Systems  9d 
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Stewarts  Stevenson  15c 
Stilwell  Financial  17a 
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Stryker  1 2d 
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Supervalu  10a 
Swift  Transportation  23d 
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Tektronix  9c 

Tellabs  22a 
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Sodexho  Marriott  14a 

Solectron  9d 
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Southern  Union  24b 
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St.  Paul  17b 

StanCorp  Financial  Group  17b  United  Auto  Group  21d 
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Toll  Brothers  13b 
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Tosco  11a 

Tower  Automotive  15a 
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Trans  World  Entertainment  14d 
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Transocean  Sedco  Forex  1 1  b 
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Trigon  Healthcare  12c 
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U.S.  Office  Products  21b 

UAL  23a 

UGI  24b 
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Unisource  Energy  24a 
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Unitrin  17b 
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Vectren  24b 
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Cover  Story 


Hedge 
Funds 

Ake  Hot  Again 


nd  they're  no  longer  just 
!>r  the  superwealthy.  But 
louldyoujumpin? 

|ou   might   say   hedge-fund    investor 
Robert  F.  X.  Sillerman  is  having  a  rock 
'n'  roll  day.  Poring  over  his  2000  in- 
vestment results,  he  has  just  realized 
he  is  up  around  20%  for  the  year — a 
rip-roaring  return  compared  to  the 
stock  market.  "I'm  elated,"    says  the 
52-year-old  founder  and  former  execu- 
tive chairman  of  sfx  Entertainment 
Inc.,  the  world's  largest  live  entertain- 
ment company,  which  arranges  con- 
certs for  the  likes  of  Britney  Spears, 
i,  and  'N  Sync.  "I'm  this  child  of  the  '60s  who  happened  to 
ke  it  big,"  says  Sillerman,  who  made  a  bundle  last  year 
'n  sfx  was  sold  to  Clear  Channel  Communications  for 
billion.  And  he's  constantly  on  the  prowl  for  newer, 
tnger  managers  with  "an  edge." 


But  it's  not  just  the  newly  minted  superwealthy  baby 
boomers  who  are  looking  for  better-than-soggy  stock-market 
returns.  Hedge  funds,  private  pools  of  capital  limited  in  most 
cases  by  law  to  no  more  than  100  investors,  are  no  longer  the 
exclusive  stomping  grounds  of  the  rich  and  famous.  The  not- 
so-wealthy  are  getting  into  the  game,  too.  The  minimum  in- 
vestment used  to  be  $1  million.  Now,  it  can  be  as  little  as 
$100,000  for  investors  who  participate  in  "pooling"  programs 
at  brokerages  or  even  as  low  as  $10,000  for  hedge  funds 
that  are  structured  more  like  mutual  funds.  Asset  managers 
and  brokerage  firms  are  also  setting  up  their  own  hedge 
funds  and  hawking  them  to  their  customers. 

The  cloistered  and  mysterious  world  of  hedge  funds  is 
being  transformed  and  reinvigorated  as  new  types  of  man- 
agers and  investors  flock  to  them.  This  may  surprise  those 
who  thought  hedge  funds  were  dead  after  last  year's  notori- 
ous demise  of  Julian  Robertson's  Tiger  funds  and  George 
Soros'  Quantum  funds. 

What's  so  alluring  about  hedge  funds?  They  can  provide 
much-needed  diversification  and  reduce  risk  by  investing  in 
niche  areas  such  as  private  equity,  commodities,  and  risk  ar- 
bitrage or,  most  important,  by  shorting  stocks — something 
that  typical  mutual  funds,  by  law,  are  restricted  from  doing.  Be- 
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sides,  hedge  funds  have  trumped  the  average  return  for  U.  S. 
stock  mutual  funds  in  12  of  the  past  14  years,  with  1995  and 
1998  the  exceptions,  according  to  Hennessee  Group,  a  hedge- 
fund  adviser.  With  the  market  showing  scant  signs  of  a  re- 
covery anytime  soon,  many  investors  see  hedge  funds  as  the 
only  way  to  get,  or  stay,  rich. 

Hedge  funds  scored  big  last  year.  With  the  Standard  & 
Poor's  500-stock  index  down  9.1%  and  the  Nasdaq  dropping 
39%,  the  average  hedge  fund  was  up  8%,  according  to  Hen- 
nessee. That's  because  they  took  advantage  of  an  extremely 
volatile  stock  market.  Managers  who  shorted,  especially  tech- 
nology stocks,  struck  gold,  with  short-only  funds  returning  an 

average  of  30%.  And 
risk-arbitrage  funds, 
which  typically  invest 
in  takeover  candi- 
dates, took  advantage 
of  heavy  merger  activity  to  return  14.3%.  Sector  funds,  such 
as  those  in  health  care,  hit  pay  dirt,  returning  62%  while  play- 
ing on  the  extreme  ups  and  downs  of  biotechs,  hmos,  and  big 
pharmaceuticals. 

"Hedge  funds  really  delivered,  so  you've  got  a  lot  of  mon- 
ey flowing  in  and  incredible  interest  being  shown,"  says 
Michael    Ocrant,    editor    at    Managed    Account    Reports 
(MAR/Hedge),  which  tracks  hedge  funds.  Indeed,  endowments 
and  foundations  are  investing  more  and  more  money  in  hedge 
funds,  and  even  large  pension  funds  are  starting  to  get  their 
feet  wet.  Institutional  investors  now  make  up  around  25%  of 
the  $400  billion  in  hedge-fund  assets,  according  to  Cerulli 
Associates  Inc.,  up  from  only 
5%  in  1993.  As  institutions  in- 
crease their  stakes  in  hedge 
funds,   they   are   demanding 
more  oversight  and  accounta- 
bility,    possibly     putting     a 
damper  on  their  performance. 
And  hedge-fund  investing  it- 
self can  sometimes    prove 
ruinous.  These  funds  use  con- 
siderable amounts  of  leverage, 
or  borrowed  money,  in  order 
to  juice  returns,  and  if  they  bet 
wrong,  losses  can  escalate.  In  the 
1998  blowup  of  Long-Term  Capital 
Management,  the  $130  billion  fund 
borrowed  as  much  as  30  times  its 
capital.  It  ended  up  being  taken  over 
by  creditors.  Soros  and  Robertson 
imploded  after  abandoning  their  core 
expertise — macro  plays  that  involved 
trading    currencies    and    interest 
rates — for  calling  the  shots  on  stocks. 
Robertson  stuck  stubbornly  to  value 
stocks,  while  Soros  bet  the  farm  on 
tech  at  the  wrong  time.  When  a 
hedge  fund  performs  poorly,  investors 
can't  easily  get  out.  Unlike  mutual 
funds,  most  require  a  commitment,  or 
lock-up,  of  one  to  three  years.  After 
that,  they  can  typically  only  exit  on  a 
semi-annual  or  quarterly  basis. 
STEALTH  MANAGERS.  What's  more, 
because  hedge  funds  are  largely  un- 
regulated, they're  more  susceptible 
to  fraud.  In  fact,  as  hedge  funds 
multiply  and  as  less  sophisticated 
investors  get  in,  experts  say  it's  like- 
ly fraud  will  only  increase.  No  won- 
der both  investors  and  regulators 


G 


eorge  Soros  has  made  some 
great  bets  over  the  years. 
■  Backing  Intrepid  Capital 
Management,  set  up  in  July, 
1998,  to  specialize  in  tech 
stocks,  was  one  of  them.  The  fund, 
run  by  two  unassuming  fund  man- 
agers, Steve  Shapiro,  39,  and  Mike 
Au,  32,  had  no  trouble  beating  the 
Nasdaq  in  2000.  It's  up  9.5%  so  far 
this  year. 

Shapiro  began  investing  in  technol- 
ogy just  as  the  bull  market  in  the 
stocks  took  off  in  1991  when  he  ran 
Fidelity's  Select  Electronics  fund  in 
Boston.  He  later  joined  Tiger  Manage- 
ment before  heading  out  on  his  own 
with  $25  million  from  Soros.  Au,  who 
joined  in  March,  is  an  alum  of  two 
other  big    funds,  Maverick  Capital  and 
Moore  Capital  Management. 

The  aim,  says  Shapiro,  is  to  gener- 
ate superior  returns  while  minimizing 
volatility.  That  means  avoiding  both 
the  heavy-leverage  and  tech  fads, 
such  as  Internet  mania.  "We're  more 


conservative  than  many  tech  funds," 
says  Au. 

ndeed,  the  fund  was  an  early  skep- 
tic of  Net  stocks,  which  it  shorts.  "We 
got  killed  for  a  while,"  says  Shapiro. 
"But  we  stuck  to  our  convictions.  We 
focused  on  shorting  second-  and  third- 
tier  players  where  we  didn't  think 
there  would  be  as  much  risk."  Early 
picks  included  Ventro,  Garden.com, 
and  Bid.com,  all  currently  trading 
around  $1.  The  fund  remains  well- 
hedged,  but  Shapiro  and  Au  won't  say 
what  they're  shorting  now  nor  how  big 
their  short  position  is. 

When  they're  buying,  the  two  look 
for  companies  that  are  down  on  their 
luck  but  still  have  great  technologies. 
Currently,  they  own  Legato  Systems 
Inc.,  a  maker  of  storage  software, 
which  has  doubled  in  value  so  far  this 
year.  Back  in  April,  Shapiro  and  Au 
made  a  big  bet  on  PeopleSoft  Inc.,  a 
former  highflier  hit  by  the  Y2K  slow- 
down, buying  at  $14.  The  stock  now 
trades  at  $37. 

Macro  investing  may  be  making  a 
comeback.  But  for  Soros,  his  Intrepid 
bet  never  went  out  of  style. 

By  Debra  Sparks 
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^BH^^  I    want  hedge  funds  to  open  their 

A  I    books  and  reveal  their  strate- 

gies  and  risks  (page  90). 

Still,  hedge  funds  are  hotter 
than  ever.  Last  year  alone,  their 
assets  jumped  $75  billion,  and 
Van  Hedge,  a  consultancy,  esti- 
mates that  hedge-fund  assets  will 
reach  $1  trillion  in  five  years. 
Newer,  often  younger  hedge-fund 
managers  have  taken  the  baton 
from  the  former  industry  stal- 
warts and  are  racing  with  it. 
They  are  eschewing  the  macro 
strategies  that  made  superstars 
of  their  predecessors.  Unlike 
Soros  and  Robertson,  who  were 
in  the  limelight  playing  the  ulti- 
mate daredevils  who  could  roil 
markets,  these  hedge-fund  man- 
agers want  to  remain  in  the 
shadows.  "There  is  absolutely  no 
advantage  to  our  investors  for 
us  to  attract  media  attention," 
says  one  top  manager. 

That  also  helps  to  explain 
why  in  hedge  funds  these  days, 
small  is  beautiful.  Most  man- 
agers, particularly  those  who 
have  migrated  from  such 
megashops  as  Tiger  and  Soros, 
which  at  their  peaks  were  man- 
aging $23  billion  and  $22  billion, 
respectively,  are  electing  to  close 
their  funds  at  $500  million  or  $1 
billion.  This  way,  their  strate- 
gies attract  less  attention  from 
other  investors,  and  they  can 
zap  in  and  out  of  positions.  "With 
more  money,  you  have  to  come 
up  with  more  ideas  or  settle  for 
higher  concentration  in  fewer 
stocks,"  says  Charles  J.  Gra- 
dante,  president  and  chief  in- 
vestment strategist  at  Hen- 
;ssee.  For  example,  Scott  Bessent,  who  worked  for  Soros, 
dsed  $1  billion  for  his  fund  in  just  three  months,  then 
>ruptly  closed  the  door  to  new  investors.  Soros  himself  had 
unked  down  $150  million  in  the  fund. 

(RAIN  DRAIN."  Viking  Global  Investors,  managed  by  a  trio  of 
rmer  Tiger  cubs,  as  alums  of  Tiger  are  known  (page  84),  has 
so  elected  to  remain  relatively  small.  And  unlike  Tiger, 
iking  is  run  by  a  team.  "They  have  three  teams  of  analysts 
ho  are  assigned  a  pool  of  capital,  and  they  have  to  come  to 
eetings  and  justify  what  they  want  to  do  with  that  money, 
they  don't  have  good  enough  ideas,  they  have  to  put  the 
oney  back  in  the  pool,"  says  an  investor.  The  fund  was  up 
'%  last  year  after  fees. 

The  cream  of  the  crop,  say  experts,  are  those  managers 
ho  have  come  out  of  top  shops  like  Tiger  or  Quantum. 
Tiere's  been  a  huge  brain  drain  out  of  every  corner  of  Wall 
reet  into  hedge  funds.  And  many  of  these  guys  who  are 
arting  hedge  funds  have  just  spent  three  or  four  years  at  an- 
her  top  fund.  So  there's  much  less  of  a  question  about  their 
.  ility  to  run  hedged  money,"  says  Bruce  D.  Ruehl,  chief  in- 
■stment  strategist  at  Tremont  Advisers  Inc.,  a  hedge-fund 
nsultant.  Wall  Street's  stars  are  attracted  in  good  part  by 
y  money.  In  a  good  year,  managers  at  top  hedge  funds  can 
sily  pull  down  several  million  dollars,  since  the  fund  keeps 
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Hedge  Funds  101 


WHAT  ARE  HEDGE  FUNDS?  Private  pools  of  capital  usually 
limited  to  100  investors  and  run  by  a  money  manager, 
who  has  his  own  money  in  the  fund. 

WHY  ARE  THEY  CALLED  "HEDGE"  FUNDS?  A  misnomer, 
really.  True  hedging  recalls  the  practice  among  com- 
modity producers  and  processors  of  buying  or  selling 
futures  contracts  to  limit  or  "hedge"  exposure  to 
price  movements.  Most  hedge  funds  don't  hedge  in 
the  strict  sense.  Rather,  they  use  a  variety  of  trading 
strategies  to  limit  exposure  to  the  overall  market. 

WHAT  STRATEGIES  DO  THEY  USE?  Everything  from  so- 
phisticated arbitrage  to  growth-stock  picking.  While 
some  funds  invest  only  in  ordinary  stocks  and  bonds, 
others  focus  on  arcane  derivatives.  What  is  common 
to  almost  all  of  them  is  the  use  of  leverage  and  shorts. 

HOW  MANY  ARE  THERE?  No  one  knows;  the  guess  is 
4,000  hedge  funds  controlling  about  $400  billion. 

WHO  CAN  INVEST  IN  THEM?  "Accredited"  investors, 
those  who  have  $1  million  or  more  in  investable  as- 
sets or  an  annual  income  of  $200,000  for  the  past  two 
years — although  some  funds,  structured  more  along 
the  lines  of  traditional  mutual  funds,  have  lowered 
the  bar. 

WHAT'S  THE  MINIMUM  INVESTMENT?  Until  recently,  it 
was  $1  million;  however,  some  funds  accept  as  little 
as  $100,000,  and  that  number  is  coming  down. 

WHAT  ARE  THE  FEES?  Funds  charge  1%  to  2%  man- 
agement fees  and  around  20%  of  the  profits  a  year. 

HOW  LONG  IS  MONEY  TIED  UP  FOR?  A  year,  usually, 
but  up  to  three  years  at  some  firms. 

ARE  THE  FUNDS  REGULATED?  They  are  largely  unregu- 
lated, on  the  assumption  that  wealthy  investors  are 
also  sophisticated  and  can  do  their  own  due  diligence. 
In  fact,  hedge-fund  investors  are  limited  partners  in 
the  fund.  However,  the  SEC  can  become  involved  in 
the  event  of  fraud. 

WHAT'S  THE  "HIGH-WATER  MARK"?  An  incentive  for 
performance.  Suppose  a  fund  begins  with  $100  million 
and  grows  to  $200  million.  Result:  99  happy  investors 
and  a  manager  $20  million  richer.  The  next  year,  the 
fund  sinks  and  assets  shrink.  Result:  99  angry  in- 
vestors and  a  manager  who  won't  see  another  dime 
until  assets  top  $200  million,  the  high-water  mark. 

By  Robert  J.  Rosenberg 

Hedge  Funds  Have  It 

As  measured  by  the  Hennessee  Hedge  Fund  Index, 
they  beat  both  the  S&P  500  and  equity  mutual  funds 
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20%  of  profits  in  addition  to  a  1%  or  2%  management  fee. 
That's  why  more  and  more  mutual-fund  managers  have 
jumped  ship  to  start  hedge  funds  on  their  own  or  at  their  ex- 
isting firms.  Jeffrey  Vinik,  the  former  Fidelity  Magellan  man- 
ager, opened  his  own  hedge  fund  in  late  1996  and  racked 

up  triple-digit  returns 
through  the  end  of 
2000.  He  recently 
closed  up  shop  in  or- 
der to  run  a  smaller 
pool  of  money  for  himself.  But  Vinik's  success  seems  to  be  the 
exception.  "It  has  to  do  with  the  Holy  Grail  of  hedge-fund 
strategies:  the  ability  to  short — and  mutual-fund  managers  of- 
ten just  can't  do  it  because  they've  never  done  it,"  says 
Hennessee's  Gradante. 

Last  year,  because  most  hedge  funds  beat  the  market, 
managers  earned  their  keep.  "Nondirectional  strategies  are 
the  greatest  interest  right  now,"  says  Clark  B.  Winter,  chief 
global  investment  strategist  for  Citigroup's  Private  Bank 
Div.  Nondirectional,  or  market-neutral,  means  that  the  strat- 
egy has  little  correlation  to  the  stock  market — that  is, 
whether  the  stock  market  is  up  or  down,  the  fund  should  still 
outperform.  Market-neutral  funds  returned  15.6%  last  year. 
But  doing  even  better  were  long- 
short  equity  funds,  which  gained 
16.4%,  according  to  MAR/Hedge. 
These  funds  invest  primarily  in 
stocks  and  can  go  long  or  short 
them.  Not  that  this  strategy  is 
new.  In  fact,  the  first  hedge  fund, 
created  in  1949,  was  a  long-short 
equity  fund. 

How  important  is  shorting  to 
a  hedge-fund  manager?  It  can 


mean  the  difference  between  dazzling  returns  and  disaster 
Some  of  the  best-performing  funds  over  the  past  year  werd 
technology-focused  long-short  funds  that  started  shorting  th^ 
market  in  the  second  half  of  last  year  when  the  Nasdac 
took  its  biggest  lumps.  The  three  biggies  doing  this — Pequoll 
Technology,  the  $5  billion  fund  run  by  Arthur  J.  Samberg  irf 
Westport,  Conn.;  Bowman  Capital,  the  $5.5  billion  fund  run  bj 
Tiger  alum  Lawrence  Bowman  in  San  Mateo,  Calif.;  and 
Galleon  Technology  Fund,  the  $2  billion  fund  managed  by  Raj 
Rajaratnam  in  New  York — returned  34%,  19%,  and  12.5*; 
last  year,  respectively,  according  to  various  hedge-fund  track! 
ers.  Compare  that  to  the  average  tech-sector  mutual  fund| 
which  plummeted  33%. 
HAVE  IT  BOTH  WAYS.  A  long-short  stock  strategy  tends  to  b^ 
less  risky,  especially  when  the  bets  are  spread  out  across 
variety  of  sectors.  Maverick  Capital  Ltd.,  for  example,  th^ 
eight-year-old  fund  run  by  another  Tiger  cub,  Lee  Ainslie  III 
invests  in  eight  different  sectors,  including  media,  technoloj 
health  care,  and  retail,  and  has  positions  in  over  200  stocks.  IJ 
was  up  27.6%  last  year.  And  some  sector  funds  other  thaif 
tech  have  performed  phenomenally  (page  86). 

Experts  even  say  that  macro  strategies  could  make  a  cornel 
back  in  the  next  year  or  two.  "Trends  like  a  strengthening 

euro  and  yen  againsi 
the  dollar  and  falling 
interest  rates  in  th<i 
U.S.  are  new  oppor 
tunities   for  macH 
strategies,"  says  Her 
nessee's  Gradantel 
Some  younger  macr<| 
players  such  as  Star 
ley   Druckenmillei 
Soros'  former  top  liet 

BRIAN  OLSON,  LEE 
AINSLIE  III,  AND 
ANDREAS  HALVORSEN 
IN  THE  OLD  DAYS 
AT  TIGER 


Fronting  the  offices  of  Viking 
Global  Investors  high  above 
Park  Avenue  is  a  solid,  12- 
foot-wide  wall  of  clear  glass. 
Still,  no  matter  how  you  po- 
sition yourself,  the  inner  workings  of 
the  hedge  fund  are  invisible.  No 
chance  sightings  of  Andreas  Halvor- 
sen,  39,  the  chisel-featured  Norwe- 
gian chief  investment  officer,  or  one 
of  the  other  two  partners,  David  Ott, 
37,  or  Brian  Olson,  35 — the  three 
former  Tiger  cubs  who  run  the  fund. 

There's  considerable  buzz  within 
the  industry  that  Viking,  cloaked  in 


secrecy,  is  one  of  the  hottest  funds 
around.  But  sources  say  the  most 
auspicious  fact  about  the  $2  billion 
fund  is  that  it  was  up  89%  last 
year  after  fees.  That's  killer  perform- 
ance in  light  of  2000's  dismal  stock 
market.  Viking,  a  long-short  equity 
fund  that  primarily  invests  in  the 
U.S.  and  Europe,  employs  a  "bot- 
tom-up" fundamental  stock-picking 
strategy.  It  focuses  on  financials, 
telecommunications,  media,  technol- 
ogy, and  consumer  stocks.  The 
fund's  nine  analysts  meet  with  some 
1,000  companies  a  year.  "Their  core 
strength  is  that  they're  fantastic 
business  analysts.  They  can  really 
determine  good  companies  from 
bad,"  says  an  investor. 

Viking's  principals  learned  their 


stock-picking  skills  from  Tiger  Man- 
agement Corp.,  where  Halvorsen 
worked  for  seven  years  and  was  di- 
rector of  global  equities  his  last 
three.  Halvorsen,  Ott,  and  Olson  all 
left  Tiger  in  early  1999,  more  than 
a  year  before  the  fund  imploded. 
"They  had  pretty  good  timing,"  says 
a  source.  Each  considered  starting 
his  own  hedge  fund  until  Halvorsen 
contacted  them  and  suggested  they 
try  a  team  approach.  Since  Viking 
was  launched  in  October,  1999, 
they  have  recruited  15  of  their  for- 
mer Tiger  colleagues.  Their  investors 
include  "very  sophisticated  business- 
people  who  can  provide  insight  in 
the  areas  in  which  they  invest,"  says 
an  insider. 

By  Manrcia  Vtckers 
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tenant  who  now  runs  Duquesne  Capital,  are  getting  investors' 
attention.  But  these  funds  are  quite  different  from  their 
macro  predecessors'.  For  one,  they  are  more  diversified,  hav- 
ing branched  out  into  domestic  equities.  They  are  also  far  less 

leveraged,  use  more 
sophisticated  risk-man- 
agement tools,  and  are 
smaller.  Druckenmil- 
ler's  fund  has  only  $3 
billion,  compared  with  Quantum's  $22  billion  at  its  peak. 

The  megatrend  starting  to  rock  the  industry  is  the  invasion 
of  pension  funds,  foundations,  and  the  like.  Hedge  funds 
have  been  attracting  bucketloads  of  institutional  money,  a  phe- 
nomenon that  most  likely  will  continue  to  mushroom.  The  Cal- 
ifornia Public  Employees  Retirement  System,  the  largest 
U.S.  pension  fund,  with  $117  billion  in  assets,  recently  decided 
to  put  $1  billion  into 
hedge  funds  for  the  first 
time  and  is  looking  to  put 
more  of  its  money  into  al- 
ternative investments. 

There's  a  catch:  Pen- 
sion funds,  because  of 
their  fiduciary  responsi- 
bility to  their  investors, 
put  dramatically  different 
demands  on  hedge  funds. 
Pensions,  and  increasingly 
those  who  lend  capital  to 
hedge  funds,  insist  that 
hedge  funds  be  much 
more  open  about  their 
strategies,  disclose  how 
leveraged  they  are,  and 
follow  strict  risk-manage- 


Arthur  Cohen  and  Joseph 
Healey  have  taken 
health-care  investing  by 
storm  with  two  hedge 
funds.  One,  called  SAC 
Healthco,  set  up  in  August,  is 
open  to  the  public  and  is  up  34%. 
The  other,  run  exclusively  for  SAC 
Capital  Management  LLC,  is  up 
over  80%  since  February  (after 
fees  of  50%).  "It's  like  combining 
Michael  Jordan  and  Shaquille 
O'Neal  in  one  team,"  says  Joseph 
L.  Dowling,  managing  partner  at 
Narragansett  Asset  Management 
LLC  in  New  York. 

Cohen,  39,  and  Healey,  34, 
learned  the  business  at  such  giant 
funds  as  Tiger  Management  Corp., 
where  Cohen  was  managing  direc- 
tor, and  Kingdon  Capital  Manage- 
ment, where  Healey  managed  a 
health-care  portfolio.  Last  year,  Co- 


hen and  Healey  partnered  with 
SAC  Capital,  a  $3  billion  hedge 
fund  that  is  Healthco's  largest 
investor. 

When  looking  for  stocks  to  short, 
Cohen  and  Healey  seek  out  compa- 
nies that  have  poorly  designed 
clinical  trials  or  weak  business 
models.  Genomics,  the  new  Holy 
Grail  in  genetic  research,  is  the 
pair's  focus  at  present.  "It's  very 
similar  to  the  Internet  bubble," 
says  Healey.  "There  will  be  a  lot  of 
companies  that  just  go  away." 

Still,  there  are  plenty  of  health- 
care companies  with  lots  of  poten- 
tial. One  of  their  big  winners  last 
year  was  Cell  Therapeutics  Inc., 
which  has  a  new  leukemia  drug. 
They  bought  at  $12  a  share  in  a 
private  placement,  and  the  stock 
eventually  reached  $74.  "There  are 
phenomenal  opportunities  in  health 
care,"  says  Cohen.  "It's  one-sev- 
enth of  the  economy,  and  it's  not 
going  away." 

By  Debra  Sparks 


ment  measures.  They  even  try  to  negotiate  fees.  "Hedj 
funds  don't  want  any  corollary,  additional  requirements  ir 
posed  on  them  that  would  take  their  focus  away  from  makir 
money,"  says  Kenneth  M.  Raisler,  a  Sullivan  &  Cromwe 
lawyer  who  represents  hedge  funds. 

The  inflow  of  pension  and  endowment  money  and  the  gro\ 
ing  popularity  of  hedge  funds  among  individuals  explain  wl 
financial-services  companies  are  clamoring  to  get  into  the  ac 
They  are  starting  their  own  funds,  setting  up  funds  of  fund| 
or  taking  equity  positions  in  hedge  funds.  "Pension  money 
far  more  likely  to  go  with  a  hedge  fund  with  institutional  sta 
dards,"  says  Carrie  McCabe,  a  hedge-fund  consultant. 

To  cater  to  institutional  investors,  in  the  past  year  Mer 
Lynch  &  Co.  formed  an  alternative-investments  division.  Ij 
first  hedge  fund,  Merrill  Lynch  Equity  Arbitrage,  has  $1  bi 
lion  in  assets.  Merrill  now  has  six  hedge  funds  worldwide. 

Bank  of  New  York  C| 

purchased     Ivy    Ass 

Management  last  year, 

firm  that  specializes 

funds  of  funds.  Donal 

son,  Lufkin  &  Jenrett 

now  Credit  Suisse  Fir; 

Boston,  got  into  hed 

funds  in  1994  and  is  no 

ramping  up  its  offerin 

LOST   EDGE.   But  the 

are  drawbacks  to  funi 

run  by  brokerages,  m 

tual-fund  companies,  ai 

the  like.  The  manage 

aren't  as  likely  to  ha 

much  of  their  own  mon 

tied  up  in  the  fund, 

opposed  to  indie  fund 

where  the  bulk  of  tl 

manager's  money  is  tyj 

cally  invested.  "The  ma 

ager  simply  isn't  on  tl 

line  in  terms  of  perforr 

ance,"    says    Tremont 

Ruehl.  And  many  dor 

know    how    to    hedg 

Also,  a  corporate  pare: 

can  interfere  too  mui 

and  insist  on  group  decision-making  so  th 

hedge  funds  lose  that  maverick-like  quali 

that  has  often  allowed  them  to  reap  sup 

rior  gains.  What's  more,  the  tendency 

these  funds  is  to  grow  larger  and  large 

much  like  mutual  funds,  making  money  c 

asset  fees  rather  than  focusing  on  top-noti 

performance.  Says  Jim  Berens,  managii 

director  at  Pacific  Alternative  Asset  Ma 

agement  Co.,  a  fund  of  funds  in  Irviri 

Calif.:  "The  whole  lure  of  hedge  funds 

that  they  provide  a  break  from  the  tra< 

tional  asset-management  business,  whe 

often  there's  more  of  a  focus  on  gettii 

money  to  manage  than  actually  managii 

money. 

Not  only  are  brokerages  and  fund  coi 
panies  going  after  the  big  guys,  they  a 
beginning  to  tailor  hedge  funds  to  tl 
smaller  investor.  PaineWebber,  CIBC  0 
penheimer,  and  others  now  have  prograr 
where  investors  pool  their  money,  invests 
as    little    as    $100,000    in    hedge    tunc 


HEALEY  AND 
COHEN:  TAKING 
HEALTH  CARE'S 
PULSE 


PaineWebber  now  manages  $2.5  billion 
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Want  to  make  your  business  more  productive?  Make  it  more  portable 


The  Sprint  PCS  Wireless  WebSM  for  business  gives  your  employees  a  fast,  secure  connection 
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pooled  hedge-fund  investments,  up  from  just  $220  million  in 
mid-1999.  "If  a  PaineWebber  client  has,  say,  half  a  million  in 
Q.S.  equities,  we  will  introduce  hedging  strategies  to  reduce 
overall  portfolio  volatility,"  says  Gregory  Brousseau,  co-head 

of  PaineWebber's  al- 
ternative-investment 
group,  who  says  it 
provides  clients  access 
to  top  managers  that 
they  otherwise  wouldn't  have.  And  mutual-fund  companies 
like  mfs  and  Strong  Capital  Management  have  started  hedge 
funds.  In  fact,  there's  a  whole  new  crop  of  hedge  funds  that  are 
structured  more  like  mutual  funds:  They  have  restrictions  on 
the  amount  of  leverage  or  short  positions  they  can  use,  require 
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as  little  as  $1(),(XX)  to  get  in,  generally  don't  require  lock-up  pe 
riods  for  investors,  and  don't  impose  hedge-fund  fees. 

All  this  sounds  inviting.  And  with  the  market  in  the  dol 
drums,  investors  may  be  tempted  to  give  hedge  funds 
try,  especially  considering  their  track  record.  But  as  indi 
viduals  and  institutions  pile  in,  demanding  more  oversigh 
and  stricter  standards,  hedge  funds  may  end  up  little  mon 
than  exotic,  superexpensive  mutual  funds.  And  investor; 
like  Sillerman  may  not  find  those  hot  new  managers  with  ai 
edge  after  all. 

By  Marcia  Vickers,  with  Debra  Sparks  and  Heathe 
Timmons,  in  New  York 

Cover  Story  continues  on  page  9i 


You're  Entering  A  Regulator-Free  Zone 


On  the  surface,  Laser 
Advisers  Inc.,  a 
group  of  hedge  funds 
that  Michael  L.  Smir- 
lock  ran  from  tony 
Short  Hills,  N.J.,  was  as  re- 
spectable as  could  be.  Yes, 
some  of  the  securities  pur- 
chased for  the  three  hedge 
funds  were  somewhat  exotic: 
options  on  interest-rate 
swaps — known  as  swaptions — 
that  are  thinly  traded  and  diffi- 
cult to  value.  But  Smirlock,  a 
former  Goldman  Sachs  &  Co. 
trader,  seemed  to  have  the 
right  credentials  to  manage  the 
$600  million  that  investors  en- 
trusted to  him. 

Yet  on  Dec.  21,  the  Securi- 
ties &  Exchange  Commission  sued 
Smirlock  for  overstating  the  value  of 
his  funds  and  hiding  losses  of  more 
than  $71  million.  Smirlock  denies  the 
sec  allegations,  and  the  case  is  pend- 
ing. As  it  turns  out,  that's  not  the 
first  time  Smirlock  has  tangled  with 
the  feds.  In  1993,  Goldman  execu- 
tives discovered  that  Smirlock,  a 
fixed-income  trader,  had  falsified 
books  and  records.  Smirlock  was 
fined  $50,000  and  suspended  from  the 
securities  industry  for  90  days.  He 
left  Goldman  at  that  time. 
OPEN  INVITATION.  Welcome  to  the 
lightly  regulated  world  of  hedge 
funds.  The  huge  amounts  of  money  at 
stake  and  relative  lack  of  oversight 
are  an  open  invitation  to  fraud  by  un- 
scrupulous operators.  While  fraud  is 
still  relatively  rare,  it  does  seem  to 
be  growing.  Last  year,  the  sec  and 
the  U.S.  Attorney's  office  sued  five 
hedge  funds  for  securities  fraud  in- 
volving more  than  $500  million  in  in- 
vestor losses,  says  William  R.  Baker 
III,  associate  director  of  the  sec's  Di- 


8B  BusinessWeek  /  February  26,  2001 


vision  of  Enforcement.  Though  the 
number  of  suits  may  sound  small,  the 
pace  of  enforcement  is  stepping  up: 
There  were  as  many  last  year  as  in 
the  entire  previous  decade. 

The  common  thread  in  the  cases: 
managers  who  bloat  their  returns 
and  lie  about  losses.  In  the  largest 
case,  Michael  W.  Berger,  founder  of 
Manhattan  Investment  Fund,  hid 
losses  of  almost  $400  million  from  his 
investors.  He  pled  guilty  on  Nov.  28 
and  is  awaiting  sentencing. 

Why  does  it  happen?  Hedge  funds 
are  expected  to  outperform  in  down 
markets,  and  that  puts  pressure  on 
money  managers  to  cheat.  "Unfortu- 
nately, it's  a  fact  of  life,"  says  John 
D.  Finnerty,  a  partner  at  Pricewater- 
houseCoopers  corporate-investiga- 
tions practice.  And  once  a  fraud 
starts,  it  can  be  a  lot  harder  to  pin 
down  than  in  other  investment  vehi- 
cles. Hedge  funds  are  not  subject  to 
routine  oversight  by  the  SEC. 
"They're  not  examined  the  way  bro- 
ker-dealers are,  and  they  don't  have 


the  same  reporting  require- 
ments as  mutual  funds,"  says 
the  sec's  Baker. 

Don't  look  to  Capitol  Hill  to 
enact  tougher  anti-fraud  laws, 
though.  "It  has  long  been  recog- 
nized that  it's  difficult,  if  not  im- 
possible, to  legislate  against 
fraud,"  says  securities  attorney 
Kenneth  M.  Raisler  of  Sullivan 
&  Cromwell.  If  hedge-fund  in- 
vestors want  more  protection, 
they  had  better  stick  to  more 
regulated  products,  such  as  mu- 
tual funds,  he  says. 

Even  if  hedge-fund  investors 
avoid  outright  fraud,  other  haz- 
ards await  them.  Unscrupulous 
hedge-fund  managers  who  oper- 
ate personal  accounts  can  be 
tempted  to  book  their  most  profitable 
trades  to  those  accounts  rather  than 
the  fund.  "There  can  be  real  serious 
conflicts  if  money  managers  have 
separate  accounts  and  are  not  above- 
board  about  it,"  says  Jane  Buchan, 
managing  director  at  Pacific  Alterna- 
tive Asset  Management  Co.,  a  fund 
of  funds  based  in  Irvine,  Calif. 

The  same  risk  applies  to  mutual- 
fund  companies  that  are  offering 
hedge  funds  to  tap  into  a  richer  vein 
of  fees.  Unlike  mutual  funds,  hedge- 
fund  managers  keep  20%  of  the  prof- 
its they  make  each  year,  as  well  as 
charging  expenses.  So  the  temptation 
to  flip  the  best  trades  into  their 
hedge  funds  could  be  overwhelming. 
"It's  a  problem  waiting  to  happen. 
It's  such  an  obvious  area  for  abuse," 
says  Barry  P.  Barbash,  a  securities 
attorney  at  Sherman  &  Sterling  in 
Washington. 

Hedge  funds  may  be  the  hot  new 
thing.  But  the  way  investors  can  get 
scammed  couldn't  be  older. 

By  Debra  Sparks 
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it's  talk  working  capital.  If  only  your  cash  flow  could  move  as  fast  as  the  rest  of  your  business. 
'S  Capital  can  help.  With  services  like  Next  Day  Cashf  we  can  advance  and  deposit  funds  for 
;eivables  into  your  company's  bank  account  within  24  hours.  With  Distribution  Finance,  you 
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n  keep  hearing  the  sweet  sound  of  success.  Visit  upscapital.com  or  call  us  at  1-800-637-0620. 
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COMMENTARY 

By  Peter  Coy 


The  Wrong  Way  To  Regulate  Hedge  Funds 


Banks  bear  plenty  of 
blame  for  the  1998  cri- 
sis over  Long-Term 
Capital  Management, 
the  overleveraged 
Greenwich  (Conn.)  hedge  fund. 
They  loaned  it  too  much  money, 
demanded  too  little  collateral, 
and  knew  too  little  about  its 
huge,  risky  bets.  When  its  col- 
lapse jeopardized  the  world  fi- 
nancial system,  the  Federal  Re- 
serve Bank  of  New  York  had  to 
broker  a  $3.6  billion  takeover  by 
creditors. 

Regulators  think  they  know 
how  to  avoid  a  repeat  of  the 
ltcm  debacle.  Although  they 
don't  regulate  hedge  funds,  they 
think  they  can  discipline  them 
through  the  banks  that  supply 
them  with  credit.  Regulators 
hope  to  reduce  risk  two  ways: 
First,  by  requiring  more  disclo- 
sure of  risks  by  banks  and  their 
clients.  Second,  by  demanding  the  use 
of  risk  controls  that  force  leveraged 
players  to  sell  assets  when  prices  fall. 
But  beware  the  law  of  unintended 
consequences.  In  trying  to  increase 
stability,  regulators  could  inadver- 
tently destabilize  markets.  Market- 
savvy  critics  argue  that  regulators 
put  too  much  faith  in  fallible  risk- 
management  systems — and  don't  un- 
derstand how  markets  operate  in  the 
chaotic  periods  that  put  regulatory 
systems  to  their  ultimate  test. 
WORK  IN  PROGRESS.  The  controver- 
sy centers  on  the  proposed  new 
Basel  Capital  Accord,  known  as 
Basel  II,  which  tells  commercial 
banks  how  much  capital  they  need 
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to  back  up  loans  of  all  kinds.  (In- 
vestment banks,  which  also  lend  to 
hedge  funds,  aren't  covered.)  It  was 
issued  last  month  by  an  international 
committee  of  banking  regulators  un- 
der the  chairmanship  of  New  York 
Fed  President  William  J.  McDo- 
nough,  who  was  instrumental  in  bro- 
kering ltcm's  takeover.  The  Basel 
committee  is  taking  public  comments 
until  May  31.  More  than  100  coun- 
tries, including  the  U.  S.,  are  expect- 
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State  Street's  Persaud  says  the 
Basel  Accord  would  snatch 

loans  away  from  the  funds  just 
when  they  need  them  most 

ed  to  bring  their  national  rules  into 
compliance  with  the  accord  once  the 
final  version  is  issued  later  this  year. 

Leading  the  criticism  of  the  Basel 
accord  is  a  mild-mannered  banker, 
Avinash  D.  Persaud,  the  London- 
based  managing  director  of  global  re- 
search for  Boston's  State  Street 
Bank.  State  Street  doesn't  lend  to 
hedge  funds,  and  Persaud  says  he 
finds  hedge-fund  operators  a  bit  arro- 
gant. But  he  believes  that  efforts  to 
rein  them  in  via  their  lenders  could 
backfire.  And  his  views  are  getting 
attention  everywhere  from  Basel  to 
London  to  Washington. 

Start  with  disclosure.  Some  is  es- 
sential, but  Persaud  says  too  much 
can  be  dangerous.  If  lenders  know 
that  a  hedge  fund  needs  to  sell  some- 
thing quickly,  they  will  sell  the  same 
asset— driving  the  price  down  even 
faster.  Goldman,  Sachs  &  Co.  and  oth- 
er counterparties  to  LTCM  did  exactly 
that  in  1998.  (Goldman  admits  it  was 
a  seller  but  says  it  acted  honorably 
and  had  no  confidential  information.) 


Persaud  says  disclosure  would  be 
less  destabilizing  if  borrowers  had 
to  disclose  their  positions  only 
once  a  month  or  so.  "Disclosure," 
he  says,  "must  not  be  a  religion." 
ON  AUTOPILOT.  Even  more  desta- 
bilizing, says  Persaud,  are  "val- 
ue-at-risk"  systems  that  prompt 
players  to  sell  assets  when  their 
portfolio's  riskiness  hits  a  trigger 
level.  These  systems,  required 
under  Basel  II,  force  players  to 
sell  into  a  down  market.  If  only 
one  company  used  the  strategy, 
it  might  work.  But  when  every- 
one uses  it,  they  all  try  to  sell  at 
the  same  time.  Persaud  blames 
value-at-risk  systems  for  exacer- 
bating panics  like  the  Asian  con- 
tagion of  1997.  He  should  know: 
State  Street  Bank  is  the  world's 
largest  custodian  of  financial  as- 
sets, so  it  sees  who's  trading 
what  and  when. 
Hedge  funds  are  often  operated  by 
contrarians  who  buy  when  everyone 
else  is  selling  or  vice  versa.  But  they 
can't  perform  that  stabilizing  function 
if  their  banks — following  the  dictates 
of  value-at-risk  models — snatch  away 
loans  right  when  the  money  is  needed 
most.  Persaud  says  value-at-risk  mod- 
els lead  banks  to  overlend  in  good 
times  and  cut  back  too  drastically 
when  things  go  sour.  He  says  Basel 
II,  by  relying  on  banks'  own  risk 
models,  abdicates  regulatory  responsi- 
bility. To  him,  trusting  the  banks  to 
calibrate  their  own  risks  is  "putting 
the  inmates  in  charge  of  the  asylum." 
He  prefers  old-fashioned  government 
supervision  that's  less  concerned  with 
momentary  trends  in  asset  prices  and 
more  concerned  with  risky  practices — 
such  as  having  your  assets  in  one  cur- 
rency, your  liabilities  in  another. 

Defenders  of  the  Basel  II  accord 
say  that  Persaud  exaggerates  the 
dangers  and  understates  the  benefits 
of  disclosure  and  value-at-risk  meth- 
ods. But  even  they  admit  he  has  a 
point:  The  International  Institute  of 
Finance,  a  financial-industry  group, 
gave  him  its  first  prize  last  year  for 
an  essay  called  Sending  the  Herd  Off 
the  Cliff  Edge.  Yes,  hedge  funds  can 
wreak  havoc.  But  let's  make  sure  the 
cure  isn't  worse  than  the  disease. 


Coy  is  associate  economics  editor. 
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CONSUMERS 
IN  THE  MIST 

Mad  Ave.'s  anthropologists  are  unearthing  our  secrets 

The  60-ish  woman  caught  on  the 
grainy  videotape  is  sit- 
ting on  her  hotel  bed, 
addressing  her  hus- 
band   after   a   long   day 
spent  on  the  road.  "Good 
job!"  she  exults.  "We  beat 

the    s out  of  the  front 

desk  and  got  a  terrific  room." 

No,  this  wasn't  an  FBI 
sting  operation.   Instead, 
the  couple  was  part  of  the 
latest  effort  by  marketers 
to  figure  out  what  con- 
sumers really  think  about 
their  products.  By  paying 
regular  folks  a  nominal  fee 
to  let  them  into  their  homes, 
their  cars,  even  their  hotel 
rooms,  marketers  are  hoping 
to  learn  the  kind  of  detail  that  just 
doesn't  emerge  from  focus  groups.  Call- 
ing it  ethnographic  or  observational  re- 
search, agencies  are  sending  anthropol- 
ogists and  other  trained  observers  into 
the  field  and  the  screening  room  to 
chart  the  hidden  recesses  of  consumer 
behavior. 

For  Best  Western  International  Inc., 
which  last  spring  paid  25  over-55  cou- 
ples to  tape  themselves  on  cross-country 
journeys,  the  effort  convinced  the  hotel 
chain  that  it  didn't  need  to  boost  its 
standard  10%  senior  citizen  discount. 
The  tapes  showed  that  seniors  who 
talked  the  hotel  clerk  into  a  better  deal 
didn't  need  the  lower  price  to  afford 


the  room;  they  were  after  the  thrill  of 
the  deal.  Instead  of  attracting  new  cus- 
tomers, bigger  discounts  would  simply 
allow  the  old  customers  to  trade  up  to  a 
fancier  dinner  down  the  street  some- 
where; doing  absolutely  nothing  for  Best 
Western.  "The  degree  of  discount  clear- 
ly isn't  what  it  used  to  be  in  impor- 
tance— and  we  got  that  right  out  of  the 
research,"  says  Tom  Dougherty,  man- 
ager of  programs,  promotions,  and  part- 
nerships for  the  Phoenix-based  chain. 
The  technique  is  hardly  new.  Nissan 


Motor  Co.,  for  example,  redesigned 
Infiniti  car  in  the  early  1990s  after 
thropologists  helped  it  see  that  Japan 
notions  of  luxury-as-simplicity  were  v 
different  from  Americans'  yen  for  visi 
opulence.  A  few  years  later,  Volks 
gen's  ad  agency,  Arnold  Communi 
tions,  used  the  approach  to  repositi 
the  brand  toward  active  users  with 
"Drivers  wanted"  campaign. 

These  days,  plenty  of  other  comp 
are   hiring   anthropologists   who 
trained  to  observe  without  changing 
outcome.  Though  often  more  expensil 
than  traditional  focus  groups,  eth 
graphic  research  is  quickly  bee 
ing  a  standard  agency  offe 
At  Avrett  Free  &  Ginsberg 
midsize  New  York  shop 
out  of  15  large  clients  h 
opted    for    the    servi 
compared  with  just 
handful  a  couple 
years  ago,  says 
rector  of  cultu 
insights    Timot 
Malefyt. 
It's  not  hard 
see  why.  As  pr 
ucts  mature  and 
ferences  in  quality 
minish,  marketers 
anxious  to  hook  into  s 
tie  emotional  dimensi 
that  might   give   them 
edge.  This  up-close  appro; 
can  also  help  marketers  fi; 
out  how  different  ethnic  and  de 
graphic  groups  react  to  their  produ 
especially  important  in  a  fragment 
marketplace.  "Knowing  the  individ 
consumer  on  an  intimate  basis  has 
come  a  necessity.  And  ethnography 
the  intimate  connection  to  the  c 
sumer,"  says    Bill    Abrams,    foun 
of  Housecalls,  a  New  York  consult; 
that   worked   on   the   Best   West 
effort. 

Among  the  latest  converts  are  te< 
nology  companies  that  have  grown  til 
of  seeing  their  engineers  design  pr< 


HOME  IS 
WHERE  THE 
RESEARCH  IS 

Here's  how  three 
big  marketers 
are  using 
ethnographic 
research 


3Com 

Uncover  hidden  needs  that 
might  be  served  by  an  elec- 
tronic home  organizer 


Learn  how  seniors  decide 
when  and  where  to  stop  for 
the  night 
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Observe  over  an  extended 
time  how  consumers  really 
use  their  shower  devices 


After  observing  how  64 
households  juggle  complicat- 
ed schedules,  3Com  went 
with  an  extremely  compact 
size  and  simple  design  for  its 
Audrey  device 


Videotapes  of  25  older 
couples  on  three-  to-seven- 
day  long  drives  taught  the 
chain  not  to  expand  dis- 
counts and  to  avoid  using 
the  tag  "seniors" 


Watching  customers 
cope  with  inconvenient 
design  elements  uncovered 
safety  problems  as  well 
as  opportunities  for  new 
products 
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Go  behind 
closed  doors. 


Every  week,  we'll  take  you  where  no  one  else  does: 
inside  the  top  companies  leading  the  New  Economy 
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Stay  on  top  of  the  latest  in  technology  with  Business  Week's 
"Technology  &  You"  correspondent  Stephen  H.  Wildstrom. 

BusinessWeek  Technology  And  You  is  sponsored  by 


ucts  with  whiz-bang  gimmickry  that 
doesn't  always  fill  an  actual  consumer 
need.  3Com  Corp.  was  determined  to 
avoid  that  trap  with  Audrey,  launched  in 
October,  as  the  first  in  its  Ergo  line  of 
Internet  appliances.  Audrey  was  sup- 
posed to  ease  access  to  e-mail,  the  In- 
ternet, and  an  electronic  calendar.  To 
make  sure  it  turned  out  that  way,  3Com 
spent  four  months  videotaping  64  house- 
holds in  three  cities  to  see  exactly  how 
they  used  existing  devices — from  pad 
and  paper  to  PCs — to  organize  their 
days.  A  crucial  insight:  It  took,  on  av- 
erage, an  hour  and  10  minutes  between 
the  time  consumers  decided  to  use  their 
pes  and  the  time  they  actually  logged 
on,  meaning  PC  use  was  treated  as  a 
planned  activity.  By  contrast,  they  used 
their  Palm  handhelds  more  like  a  tool, 
logging  on  less  than  10  seconds  after 
making  the  decision.  Designing  Audrey 
to  be  more  like  a  tool  than  an  activity 
became  an  overriding  goal,  says  Ray 
Winninger,  product  development  director 
for  Internet  appliances. 

Ethnographic  insights  can  help  even 
with  more  humdrum  products.  By  video- 
taping consumers  in  the  shower,  plumb- 
ing fixture  maker  Moen  Inc.  uncovered 
safety  risks — such  as  the  habit  of  some 
women  who  were  shaving  their  legs  of 
holding  on  with  their  free  hand  to  one 
unit's  temperature  control.  Uncovering 
such  design  flaws  by  simply  asking 
questions  is  almost  impossible.  "In  many 
ways,  these  become  unarticulated 
needs,"  says  Jack  Suvak,  director  of 
marketing  research  at  the  North  Olm- 
sted (Ohio)-based  manufacturer. 
DIGGING  DEEP.  Indeed,  focus  groups, 
though  still  huge  in  the  research  arse- 
nal, have  many  limitations.  Stronger 
personalities  can  wield  undue  influence, 
and  participants  often  won't  admit  in 
public — or  may  not  even  recognize — 
their  behavior  patterns  and  motivations. 
Focus  groups,  for  example,  told  Best 
Western  that  men  decide  when  to  pull 
off  the  highway  and  where  to  stay.  The 
videotapes  proved  it  was  usually  the 
women.  For  some  hard-to-reach  classes 
of  consumers,  any  regimented  setting 
may  restrict  their  responsiveness.  "If 
you  want  to  learn  about  preteens,  you 
have  to  see  them  in  their  natural  envi- 
ronment, not  a  research  lab  they  see 
as  alien,"  says  Hy  Mariampolski,  presi- 
dent of  QualiData  Research,  a  New 
York-based  ethnographic  research  firm. 

Best  Western  captured  such  a  wealth 
of  customer  behavior  on  tape  that  it 
has  delayed  its  marketing  plan  in  or- 
der to  weave  the  insights  into  its  core 
strategy.  "The  process  definitely  opened 
our  eyes,"  says  Dougherty.  Unfortu- 
nately for  seniors,  that  means  the  rooms 
won't  be  getting  any  cheaper. 

By  Gerry  Khermouch  in  New  York 
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COMMENTARY 


By  Aaron  Bernstein 


LOW-SKILLED  JOBS: 
DO  THEY  HAVE  TO  MOVE? 


'"'i  Unrrf 


Stroll  through  New  Balance  Athletic 
Shoe  Inc.'s  factory  in  Norridgewock, 
Me.,  and  you  will  see  workers  using 
high-tech  skills  to  make  a  low-tech  prod- 
uct. Well-trained,  $14-an-hour  employees 
work  in  small  teams,  perform  a  half- 
dozen  jobs,  and  switch  tasks  every  few 
minutes.  Some  operate  computerized 
equipment  with  up  to  20  sewing-machine 
heads  running  at  once.  Others  control  an 
automated  stitcher  guided  by  cameras, 
which  allows  one  operator 
to  do  the  work  of  six  us- 
ing ordinary  sewing 
machines. 

Now,  visit  a  Chinese 
subcontractor's  factory 
that  makes  the  same 
shoe  for  New  Bal- 
ance. You  might 
think  you  had 
traveled  back  in 
time  100  years.  In 
the  factories  that  manufac- 
ture shoes  for  New  Bal- 
ance, Nike,  Reebok  Inter- 
national, and  other 
U.  S.-based  athletic- 
footwear  companies,  hun- 
dreds of  women  hunch 
over  sewing  machines 
much  like  ones  used  in 
their  grandmothers'  time. 
The  story  is  the  same 
across  China  and  in  In- 
donesia and  Vietnam. 
Young  women  in  their 
teens  or  early  20s,  with  lit- 
tle education  and  few 
skills,  put  in  long  hours  six 
days  a  week,  usually  per- 
forming the  same  task  in 
mind-numbing  repetition 
for  20<2  to  40<2  an  hour. 

The  ability  of  New  Bal- 
ance's five  U.  S.  factories  to 
offset  this  vast  labor-cost 
gap  raises  an  intriguing  is- 
sue: Would  the  U.  S.  be 
better  off  if  low-skilled 
jobs  could  be  upgraded  in- 
stead of  moved  to  low- 
wage  countries?  Econo- 
mists have  long  argued 


ALTERNATIVE 
PATH 


How  shoemaker  New 
Balance  keeps  some 
production  at  home 

•  U.S.  employees  get 
constant  training, 
master  a  variety  of 
skills,  and  work  in 
small  teams 

•  Managers  are 
creative  in  adapting 
new  technologies  to 
shoemaking 

•  The  productivity 
gains  allow  U.S. 
workers  to  produce  a 
pair  of  shoes  in  24 
minutes,  vs.  3  hours 
in  China.  That  whit- 
tles the  cost  per  pair 
of  shoes  to  $4  in  the 
U.S.,  vs.  $1.30  in 
China 

Data:  BusinessWeek,  New  Balance 
Athletic  Shoe  Inc. 


that  the  U.  S.  as  a  whole  is  better- 
when  low-skilled  manufacturing  gc 
abroad.  True,  a  company  usually  e 
more  profit  by  slashing  labor  costs 
to  economists,  that's  not  the  point. 
Rather,  according  to  the  doctrine  ( 
parative  advantage,  U.  S.  producti 
and  living  standards  will  rise  if  w« 
countries  with  a  relative  abundanc 
low-priced  labor  to  perform  our  lo 
skilled  work.  Doing  so  frees  up  U. 
vestment  and  workers  to  move  to  h 
tries  that  require  more  skill  and  c  it 
investment — areas  in  which  our  ac  ■ 
economy  has  the  edge. 

IRON  LAW.  Now  some  trade  expe 
^     wondering  if  the  seemingly  ir  j  t 
of  comparative  advantage  al 
holds.  The  theory  rests  on  tl  Sits 
sumption  that  a  low-skilled  I  U| 
shifted  offshore  would  have  r  p-< 
mained  low-skilled  h  k  i 
stayed  home.  But  if  a 
companies  could  rais 
skill  level  for  such  v  i 
and  perform  the  tas  Lobo 
more  efficiently,  as  I 
Balance  does,  the  g£  M  \ 
from  shifting  produc 
would  diminish.  If  tl 
work  can  be  upgrad 
not  so  obvious  whicl 
tries  should  do  the  (  k  y, 


ing,"  says  Robert  C  id 
stra,  a  trade  econon 
the  University  of  Cj 
at  Davis.  "Our  predi  | 
about  trade  patterns 
little  hazy  when  this  | 
pens;  economists  ha'  * 
really  worked  it  out 

The  issue  raises  ii  i 
ing  questions  for  U. 
cy,  especially  at  a  tii 
when  manufacturing 
ers  are  facing  a  new 
of  layoffs  as  the  ecoi 
slows.  Trade  econom 
have  shown  that  the 
of  jobs  overseas  is  o 
son  for  the  decades- 
decline  in  the  wages 
low-skilled  U.S.  wor 
And  individual  job  1<  • 
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lonomic  setbacks  that  can  last  for 
■till,  economists  say,  the  gains  to 
•all  U.  S.  economy  outweigh  such 
f  it  turns  out  that  improving  the 
sets  that  gain,  U.  S.  policymakers 
nt  to  encourage  companies  to 
s  path.  For  example,  Congress 
ffer  tax  credits  or  other  incentives 
anies  that  invest  in  training  or 
•gy  for  low-skilled  production. 
;hing  else,  New  Balance's  efforts 
at  it's  possible  to  improve  jobs 
of  move  them.  In  this  case,  the 
do  so  comes  from  owner  Jim 
riio  bought  the  private  company 
when  it  had  sales  of  $100,000.  As 
hed  Nike  and  other  rivals  move 
,  Davis  came  to  think  that  pro- 
pose to  his  customers  could  give 
advantage  in  quick  turnaround 
styles  and  in  fulfilling  orders  for 
res.  The  son  of  immigrants  who 
?d  in  America,  Davis  says  he 
s  a  personal  obligation  to  pro- 
the  U.  S.  "It's  part  of  the  compa- 
.ure  to  design  and  manufacture 
e  explains. 

oing  so  requires  constant  innova- 
er  the  past  five  years,  New  Bal- 
;  doubled  its  U.  S.  workforce,  to 
id  opened  a  fifth  U.  S.  factory. 
k  in  the  mid-1990s,  sales  explod- 
n  about  $300  million  to  $1.1  bil- 
ly.  The  company  couldn't  ramp 
production  fast  enough  to  keep 
it  turned  to  subcontractors  to  fill 
The  share  of  its  shoes  produced 
fell  to  25%,  with  the  rest  com- 
i  Asia.  Over  time,  Davis  says,  he 
get  back  to  the  70%  production 
lance  maintained  in  the  U.  S.  five 

.0. 

can  New  Balance  make  shoes  at 


home  when  Nike,  Reebok,  and  the  rest 
can't?  Mainly  by  adopting  the  latest 
manufacturing  techniques  used  by  U.  S. 
companies  in  higher-skilled  industries. 
Employees  start  with  22  hours  of  class- 
room instruction  on  teamwork  and  other 
techniques  and  get  constant  training  on 
the  factory  floor.  They  work  in  teams  of 
five  or  six,  sharing  tasks  and  picking  up 
the  slack  for  one  another  to  make  sure 
they  get  everything  done. 
SEE-AND-SEW.  New  Balance  managers 
also  spend  a  lot  of  time  looking  for  new 
technology  and  adapting  it  to  their 
needs.  For  example,  the  company's  70 
see-and-sew  machines,  which  cost 
$100,000  each,  come  with  standard  metal 
templates  that  were  designed  for  the 
clothing  industry.  New  Balance  factories 
set  up  on-site  machine  shops  to  grind 
their  own  templates,  which  guide  a  nee- 
dle in  the  shape  of  each  shoe  part.  It 
takes  a  week  to  create  the  30-odd  tem- 
plates needed  for  a  typical  shoe. 

The  combination  of  teams  and  technol- 
ogy has  slashed  the  cost  disadvantage  of 
producing  in  the  U.  S.  New  Balance's 


MADE  IN  CHINA:  Workers  at  the  Power 
Beauty  factory  in  Guangdong 


U.  S.  workers  turn  out  a  pair  of  shoes  in 
just  24  minutes,  vs.  about  three  hours  in 
the  Asian  factories  that  make  the  same 
product,  says  Herb  Spivak,  New  Bal- 
ance's head  of  operations.  If  the  U.  S. 
workers  were  no  more  efficient  than 
those  in  China,  New  Balance's  labor 
costs  in  the  U.  S.,  where  it  pays  $14  an 
hour  in  wages  and  benefits,  would  be  an 
untenable  $44  per  pair  of  shoes.  But  the 
company  has  whittled  the  cost  down  to 
$4  a  pair  vs.  $1.30  in  China,  where  labor 
costs  are  about  400  an  hour.  "[In  Asia,] 
their  labor  is  so  inexpensive  that  they 
can  waste  it,"  says  Spivak.  "Ours  is  so 
dear  that  we  come  up  with  techniques  to 
be  very  efficient." 

Davis  says  New  Balance  can  remain 
competitive  under  these  circumstances. 
The  remaining  $2.70  labor  cost  differen- 
tial is  a  manageable  4%  of  a  typical  $70 
shoe.  And  it's  offset  by  the  advantages 
of  producing  in  the  U.  S.,  says  Davis, 
where  he  can  fill  store  orders  faster  than 
rivals  and  whip  out  style  changes  more 
quickly.  This  also  allows  New  Balance  to 
forgo  extensive  advertising,  so  it  can  af- 
ford the  $15  million  or  so  in  annual  capi- 
tal investments  required  by  its  high-tech 
approach.  Profits  come  in  at  midrange  in 
the  industry. 

Of  course,  many  of  the  millions  of 
U.  S.  jobs  that  have  gone  offshore  over 
the  decades  could  probably  never  have 
been  upgraded  enough  to  offset  the  vast 
wage  differentials  with  developing  coun- 
tries. But  New  Balance's  experience  pro- 
vokes the  question  of  whether  the  U.  S. 
should  begin  to  encourage  companies  to 
take  the  alternative  path  to  profits. 

Bernstein  writes  about  labor  markets 
and  social  issues  from  Washington. 
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Legal  Affairs 


THE  INTERNET 


LABOR  LAWS  APPLY 
TO  DOT-COMS?  REALLY? 


Many  Web  startups  skipped  the  boring  stuff  required  of  employers.  Now  the  lawsuits  are  flyingl 


On  the  morning  of  Jan.  10,  the  120 
employees  of  Minneapolis-based 
wwwrrr  inc.  gathered  for  a  meet- 
ing in  the  company's  swank,  maple- 
floored  lobby.  Just  months  before,  these 
same  workers  had  voted  the  online- 
learning  outfit — with  its  brick- walled, 
loft-style  offices,  lavish  bene- 
fits, and  arm-around-the-shoul- 
der  culture — one  of  CityBusi- 
ness  newspaper's  "Greatest 
Places  to  Work."  On  that  Jan- 
uary morning,  though,  things 
were  far  from  great.  Wwwrrr 
was  shutting  down. 

That  was  only  the  beginning 
of  what  was  soon  to  become  a 
particularly  ugly  episode  of 
dot-com  dystopia.  The  employ- 
ees found  out  they  wouldn't  be 
seeing  another  nickel  from 
wwwrrr — not  even  for  the  two 
weeks  they  had  already 
worked.  Their  expense  reim- 
bursements? Not  happening. 
Health  insurance?  Canceled. 
Stock  options?  Scratch  paper. 
SPREADING.  Today,  wwwrrr 
faces  a  heap  of  legal  trouble, 
including  a  suit  being  brought 
by  employees  and  a  Labor 
Dept.  investigation.  It's  yet  an- 
other example  of  a  company 
that  seemed  like  a  New  Econ- 
omy utopia  on  the  way  up 
turning  into  a  jumble  of  mis- 
understandings and  legal  lia- 
bilities on  the  way  down.  In- 
deed, as  the  economy  slows 
and  the  promise  of  the  next 
big  bankable  thing  evaporates, 
New  Economy  workers  who 
feel  they  have  been  burned  are 
filing  suits  over  everything 
from  outright  labor-law  viola- 
tions to  claims  of  fraudulent 
inducement  and  breach  of  con- 


This  wave  of  disappointment  litiga- 
tion is  roiling  companies  everywhere 
and  has  pushed  employment  law-firm 
caseloads  up  by  as  much  as  100%  since 
the  economy  cooled.  "It  is  absolutely 
nuts,"  says  Garry  Mathiason,  the  part- 
ner in  charge  of  high-tech  companies  at 


San  Francisco-based  Littler  Mendt 
son,  the  country's  biggest  employmer 
law  specialist.  "We  have  every  resour(| 
in    our    firm    double-committed    ar 
triple-committed  to  this  issue." 

Already,  such  high-tech  heavies 
Oracle,  Broadcom,  InfoSpace,  and  Qua 
comm  (which  is  countersuir 
some  employees)  are  facir 
stock-option  related  claims, 
an  unusual  move,  Connect 
cut's    Attorney    General 
suing  Stamford-based  Walk^ 
Digital    Corp.,    claiming 
failed  to  comply  with  a  sleel 
er  statute  that  until  recent! 
most  tech-heads  had  nev^ 
heard  of:  the  Worker  Adjus 
ment    &    Retraining    Not 
fication   Act   (warn),  whid 
was   originally   designed 
protect  blue-collar  worker 
WARN        Stij 

ulates  thj 
companies  lilj 
Walker  Digit 
that  have  mo| 
than  100  e 
and  stressful  ployees  are 
to  be  put  in      quired  to  gii 


UNIFIED: 

realty  sad 


this  position, "  60  days'  notil 
says  Golden  of  mass  lal 
(front)  offs — or   hail 

over  60  daj 

worth  of  back  pay  and  co: 
pensation  for  benefits.  Walk 
Digital  says  the  suit  is  "total 
without  merit."  Neverthele: 
"more  dot-com  employees 
going  to  be  taking  advanta 
of  [warn]  in  the  future,"  sa 
Jay  Waks,  a  partner  at  Ne 
York-based  law  firm  Ka; 
Scholer. 

Ironically,  the  celebrat 
virtues  of  New  Econon 
companies — the  thrilling  pa( 

tract  when  stock  options  are      ^e'.'ver'n^ the  lack  of  red  tape— hav 

rendered  worthless.  One  high-      ^  signing  off  on  employment  contracts  that  aren't  airtight  many  cafes  become  legd  tri 

level  Silicon  Valley  executive      wires.   After  all,   when   y< 

is  even  charging  conspiracy,      ►  Failing  to  give  continual  job-performance  feedback  were  trying  to  be  the  n« 

claiming  she  was  strategically      ►Forgoing a i  pre-nup  agreement "with workers  that  would  offer        Amazon.com,  who  had  time 
fired    bo    her    stock    options       protection  if  things  went  sour  wnte  human-resourcvs   ,,, 

couldn't  vest.  cies,  make  sure  th<-  contra 


DISAPPOINTMENT 
LITIGATION 
IS  ON  THE  RISE 


Caseloads  at  employment 
law  firms  have  soared  since 
the  economy  cooled.  Some 
land  mines  companies  face: 


►  Overpromising  on  the  value  of  stock  options 

►  Assuring  (even  verbally)  raises  and  promotions  and  then  not 
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"When  will  the  computers 
be  ready  for  the  new  people? 

Translation:  I  think  I  forgot  to  tell  you  about  the  new  people. 


)   WW 


www.cdw.com 


888.239.8283 


■^■H 


How  to  give  your  employees 

the  computers  they  need 

and  IT  a  helping  hand. 


id  you  put  a  lot  of  demands 
it    rhafs  why  we  have  the 

ies  they  didn't  know  about 


Manage!     -  I  >V\ 


Custom  Configuration:  Will 


Computers 


Computing  Solutions 
Built  for  Business 


language  on  options  was  airtight,  and 
ensure  that  they  were  ladled  out  in  a 
nondiscriminatory  fashion? 

What's  also  making  it  tricky  for 
companies  is  that  the  legal  climate  is 
more  tolerant  toward  disgruntled 
employees  than  it  was  even  as  re- 
cently as  the  last  recession.  It  used  to 
be  that  courts  were  unwavering  about 
companies'  rights  to  fire  at  will,  which 
allowed  them  to  terminate  anyone  they 
wanted  to  for  pretty  much  any  rea- 
son. But  during  the  '90s,  new  anti- 
discrimination protections  for  many 
types  of  workers  were  put  on  the 
books.  "Courts  are  increasingly  sym- 
pathetic to  these  kinds  of  claims," 
says  David  Larson  of  Hamline  Uni- 
versity in  St.  Paul.  "There's  a  recog- 
nition that  employment-at-will  is  a 
harsh  rule."  What's  more,  the  stock 
market  bonanza  and  proliferation  of 
free  agents  also  raised  the  stakes  to 
new  heights. 

STIFFED.  Some  employees  who  were 
lured  away  from  solid  jobs  are  even 
seeking  to  hold  execs  personally  liable 
for  seducing  them  with  promises  of  fi- 
nancial abundance  and  freedom.  And 
the  inducements  didn't  even  need  to 
be  written  down.  In  the  case  of  Matrix 
Telecom  founder  Dennis  L.  Miga,  the 
venture  capitalist  backing  Matrix  ver- 
bally promised  Miga  options  in  another 
company.  When  Miga  didn't  get  them, 
he  sued.  An  appeals  court  recently  up- 
held his  award  of  $18  million. 

Often,  though,  the  alleged  victims 
aren't  high-flyers  like  Miga.  Many  of 
wwwrrr's  former  employees,  for  exam- 
ple, were  middle-rung  staffers  who  say 
they  got  stiffed  out  of  as  much  as 
$10,000  in  business  expenses.  Even 
worse,  they  allege  wwwrrr  was  hang- 
ing on  to  the  401(k)  contributions  de- 
ducted from  their  paychecks — some- 
times for  more  than  50  days — possibly 
to  help  float  the  company.  "It's  really 
sad  and  stressful  to  be  put  in  this  po- 
sition," says  Jean  Golden,  the  compa- 
ny's former  director  of  communications 
who  is  now  doing  PR  for  the  employees 
filing  the  suit.  Nevin  R.  Harwood, 
lawyer  for  wwwrrr  Chairman  Dale 
LaFrenz,  says  his  client  was  not  in- 
volved in  day-to-day  decision-making 
but  says  that  all  401(k)  contributions 
were  paid  "within  the  time  require- 
ments of  the  law." 

Eventually,  New  Economy  compa- 
nies will  have  to  set  up  Old  Economy 
procedures  to  protect  themselves,  ex- 
perts say.  In  the  short  term,  though, 
expect  more  litigation,  since  there  are 
certain  to  be  plenty  of  New  Economy 
companies  that  poured  more  resources 
into  being  market  leaders  than  into  be- 
ing good  employers. 

By  Mic.li.elle  Conlin  in  New  York 


Information  Technology 


PEOPLE 


THE  ORACLE 
SPEAKS 

How  Larry  Ellison  sees  the  future  for  tech  companies 


: 

i  - 
■    . 


I 


On  Feb.  8,  in  a  public  forum  that  was 
part  of  BusinessWeek's  continuing 
"Captains  of  Industry"  series,  Oracle 
Corp.  ceo  Lawrence  J.  Ellison  sat  down 
with  Editor-in-Chief  Stephen  B.  Sliepard 
at  the  92nd  Street  Y  in  Manhattan  to 
talk  about  himself  Oracle,  Microsoft, 
Apple,  and  why  he  sees  good  times 
ahead.  Excerpts: 


INDUSTRY 


You  were  a  so-so  student  in 

high  school.  You  didn't  finish      CAPTAINS 

college.  How  come? 

The     very     things     that 
caused  me  to  fail  in  school 
have  made  me  successful  in 
life.  I  have  always  had  difficulty  with 
conventional  wisdom.  So  teachers  would 
say  certain  things — and  I  wouldn't  nec- 
essarily believe  what  they  had  to  say. 
Just  because  they  said  it,  and  they  were 
experts,  and  they  were  in  authority  did 
not  automatically  mean  they  were  right. 

It  created  problems  between  me  and 
my  parents  at  times.  And  between  me 


said:  "Clearly,  I  failed  as  a  parent  R 
Sure,  I'd  be  thrilled  if  David  went  P 
Stanford  or  Dartmouth  or  Harvard 
any  of  these  wonderful  schools.  B  | 
there  is  something  inside  of  me  th 
would  be  kind  of  gleeful  if  he  went 
Pepperdine  and  spent  part  of  his  tin  Is 
on  the  beach,  playing  volleyball  ai  m\\ 
learning  about  life — as  opposed  to  son  \i 
of  the  things  they  teach  in  school. 


Are  either  of  your  kids  intt  * 
ested  in  technology? 

Yeah,  my  daughter  is  ve: 
interested  in  biotechnolog 
which  I  think  is  the  ne:  k 
great  thing.  My  son  is  also  interested 
technology — computers,  plays  classicist 
guitar,  does  all  sorts  of  interestir 
things.  He's  an  aerobatic  pilot — still  tr 
ing  to  figure  out  what  he  loves  most 


He's  18,  right? 

Well,  I'm  pretty  old,  and  I'm  still  tr 
ing  to  figure  out  what  I  love  the  mos 


ipwp 


I 
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DOING  BUSINESS  ON  THE  INTERNET  ti  It  save 


and  my  teachers,  and  me  and  my  peers. 
But  in  the  end,  when  you  go  out  into 
the  real  world,  it's  when  you  find  er- 
rors in  conventional  wisdom — when 
everyone  says  A  is  true,  and  A  is  not 
true — that  you  gain  your  competitive 
advantage.  Only  a  few  times  do  you 
have  to  find  errors  in  conventional  wis- 
dom to  make  a  living. 

Now  suppose  one  of  your  kids  walked 
in  and  said:  "Dad,  I've  decided  I'm  not 
going  to  college." 

It  would  be  great.  I've  been  trying  to 
talk  them  out  of  it  for  a  long  time.  I've 
got  a  15-year-old  daughter  and  an  18- 
year-old  son.  My  son  first  wanted  to  go 
to  Stanford,  which  I  thought  was  O.  K. 
The  weather  is  pretty  good,  and  it's  a 
fairly  short  drive  to  the  beach.  But  it 
wouldn't  be  as  good  as,  let's  say,  Pep- 
perdine, which  is  in  Malibu.  And  he 
said:  "Dad,  what  about  the  education?"  I 


When  did  you  get  really  serious  abo 
building  a  company? 

Oh,  I  got  serious  about  feeding  m  I 
self.  It  took  until  I  was  26.  I  can  rec;  m 
running  out  of  money  between  pa  i 
checks,  and  living  on  macaroni  ai 
cheese  and  rice.  But  I  didn't  take  mo  id 
ey  very  seriously  until  my  late  20s  ai 
I  wanted  to  buy  a  house.  I  thought: 
only  I  had  a  house — I  had  never  lived 
a  house  before.  I'd  figure  out  some  w 
to  make  enough  money  to  get  a  hous  i 

m 
There's  a  process  of  reinvention  goi\  r  and 
on  now  at  Oracle.  Tell  us  a  little  I 
about  that. 

I  never  exactly  ran  the  company. 
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For  a  video  presentation  ot  the  full  interview 
go  to  www.businessweek.com. 
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I  only  interested  in  engineering.  I 
s  interested  in  creating  these  really 
il  programs  that  did  these  cool  things, 
id  other  people  could  worry  about 
ling  them  and  servicing  them  and 
inting  the  money.  I've  always  run  en- 
tering at  Oracle  and  left  the  rest  of 
i  stuff  to  others. 

A  few  years  ago,  it  dawned  on  me 
it  the  Internet  was  this  extraordi- 
*y  global  network  where  all  of  our 
ployees  were  suddenly  accessible,  at- 
hed  to  the  same  network.  Everyone 

were  trying  to  sell  to,  everyone  we 
re  trying  to  service,  everyone  that 
rked  for  us. 
\\\  of  a  sudden,  60  seconds  after  we 

a  price,  we  publish  that  price  on 
•  global  Web  store,  and  all  of  our 
sspeople  in  every  country  see  it.  In 
t,  all  of  our  customers  see  it  instan- 
eously.  Suddenly,  we  can  make  deci- 
as  and  communicate  them  to  every- 
ly.  We  can  create  policies  and 
•cedures  and  implement  them  and 
ce  them  all  over  the  world. 

it's  a  little  bit  about  centralizing 
liority,  but  it's  also  about  saving 
ney.  Is  there  a  huge  cost  savings? 
)h,  yeah.  All  those  people  who  used  to 

price,  we  don't  need  them  anymore. 
i  it's  not  just  pricing.  They'd  invent 
ir  own  way  of  invoicing  customers, 
ig  expense  reports.  They  would  re- 
snt  every  business  process  we  had. 
>re  was  such  a  duplication  of  effort.  It 
5  costing  us  a  fortune.  We  decided  to 
it  once,  to  do  it  globally,  to  do  it  on 


llion  last  year.  It  will  save  us  $2  billion  this  year  II 


Internet.  It  saved  us  $1  billion  last 
r.  It  will  save  us  $2  billion  this  year. 

I've  been  saying  lately  that  software 
lead,  which  is  an  odd  thing  for  a 
ware  guy  to  say.  WJiat  do  you  mean 
that? 

Veil,  a  couple  of  things.  Look  at  the 
j  our  industry  works.  If  you're  run- 
l  a  fairly  large  company,  this  is  what 
do:  Your  sales  department  goes  out, 
they  buy  software  to  help  them 
the  sales  department.  Then  your 
hunting  department  does  the  same 
ig,  and  they  buy  software  for  ac- 
nting.  They're  buying  all  these  dif- 
;nt  software  components, 
ind  then  someone  has  to  assemble 
ie  little  components  together  to  run 
r  business.  There's  a  whole  other  in- 
try — Andersen,  IBM,  300,000  consul- 
;s — eager  to  help.  And  they  show 
with  glue  guns,  and  their  job  is  to 


make  the  E.piphany  marketing  system 
talk  to  the  Siebel  sales  system,  talk  to 
the  BroadVision  Web  store,  talk  to  the 
the  sap  accounting  system,  and  the  Peo- 
pleSoft  HR  system. 

In  fact,  if  the  software  entrepreneurs 
left  the  software  industry  and  reinvent- 
ed the  automobile  industry,  this  is  the 
way  we'd  work.  There  would  be  no 
Ford.  We're  much  too  smart  for  that. 
There  would  be  Larry's  Windshield 
Corp.  And  we  would  make  the  most 
magnificent  windshields  in  the  world. 
You  could  buy  the  Honda  transmission, 
and  the  BMW  engine  block,  and  the 
Corvette  front  bumper,  and  the  Lexus 
chassis.  You  would  have  the  deep  satis- 
faction of  knowing  that  you  had  bought 
the  best  components  in  every  single 
area.  Unfortunately,  these  parts  were 
never  intended  to  fit  together. 

So  you  think  corporations  need  to  tie 


themselves  together  with  an  Internet- 
based  technology,  rather  than  software 
pieces? 

What  we're  selling  is  cars.  We  have  a 
marketing  system  that  talks  to  the  sales 
system,  that  talks  to  the  service  sys- 
tem, that  talks  to  the  accounting  sys- 
tem. All  the  pieces  fit  together.  Our 
critics  say:  "But  you  haven't  got  the 
best  windshield  in  the  world."  Yeah, 
that  may  be  true,  but  our  windshield 
fits  in  our  car.  That's  the  reason  there's 
no  air  blowing  on  your  face  when  you're 
driving. 

How  far  along  do  you  think  companies 
are  in  making  the  transition  to  run- 
ning themselves  and  managing  them- 
selves, via  the  Internet? 

We're  very  early  in  the  process.  We 
came  out  with  our  integrated  E-Busi- 
ness Suite — our  car,  if  you  will — in  May 
of  last  year.  The  most  aggressive  com- 
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pany  in  the  uptake  of  this  technology 
has  been  General  Electric.  Where  a  lot 
of  companies  are  very  conservative, 
waiting  for  conventional  wisdom,  it's  in- 
teresting that  one  of  the  very  best  man- 
aged companies  I  know  of  is  being  al- 
most reckless  in  their  move  to  this  new 
technology,  because  the  benefits  are  so 
enormous. 

Is  this  what  we  mean  when  we  talk 
about  the  New  Economy?  Tliat  tlwre's  a 
productivity  revolution  going  on  that 


Haw  is  tlie  economic  slowdown  affecting 
high  tech?  Can  Oracle  continue  to  grow 
30%  a  year? 

I  think  we  can.  The  good  news  is  our 
products  are  aimed  at  saving  compa- 
nies money.  You  can  argue  there's  even 
great  incentive  to  put  your  business  on 
the  Internet,  because  as  times  are 
tough,  you've  really  got  to  trim  the  fat 
in  your  business,  and  our  software  will 
help  you  do  that. 

Let's  talk  a  little  bit  about  tlie  Microsoft 


>'■• 


ing  to  destroy  Netscape.  And  in  fa  m 
Bill  Gates  went  out  and  made  the  f  W 
lowing  statement.  He  said:  If  I  gi    ,,i 
away  all  of  my  Internet  software  a 
Netscape  gives  away  all  of  its  Inten  "■• 
software,   I  like  Microsoft's  businc    < 
prospects  more  than  Netscape's. 

So  they  make  all  the  stuff  for  fi  W 
and  drive  Netscape  out  of  busine  B4> 
They  thought  Netscape  was  an  incre  i U 
bly  dangerous  company.  They  thouj 
that  the  browser  would  become  1  bfi 
platform  for  the  next-generation  ap]  .  f 


ON  MICROSOFT  U  They  were  so  busy  destroying  Netscape,  they  t  st s 


enables  companies,  by  using  technology, 
to  raise  productivity  so  that  the  econo- 
my can  grow  faster  without  inflation? 

Oh,  absolutely.  And  I  don't  think  we 
yet  have  a  grasp  of  the  magnitude  of 
this  change.  You  know,  the  computer 
industry  has  overpromised  for  so  long 
and  underdelivered  for  so  long.  But  this 
time,  this  Internet  thing  is  big.  This 
fundamentally  will  change  the  way  com- 
panies run  internally,  the  way  companies 
interact  with  their  suppliers  and  their 
consumers.  The  way  they  buy  things, 
the  way  they  sell  things. 


case,  your  favorite  company, 
you  like  to  see ...? 
Put  them  all  in  jail. 


Would 


Apart  from  putting  them  all  in  jail, 
would  you  like  to  see  the  company  bro- 
ken up  along  the  lines  that  Judge  Jack- 
son has  proposed? 

Oh  yeah,  I'd  like  to  see  them  break  it 
up — like,  every  employee  gets  his  own 
portion  of  Microsoft:  25,000  different  Mi- 
crosofts.  What  do  I  think  is  reasonable 
and  fair?  I  think  Microsoft  broke  the 
law.  They  told  everybody  they  were  go- 


cation.  As  it  turns  out,  I  think  tl 
were  mistaken.  They  should  have  b< 
shooting  at  us,  when  they  were  shoot 
at  Netscape.  In  fact,  we  used  to  refer 
Netscape  as  the  heat-shield.  They  w< 
so  busy  destroying  Netscape,  they  k 
of  lost  sight  of  what  we  were  doi 
And  in  the  Internet,  it's  not  about 
desktop  software.  It's  about  the  ser 
software.  The  irony  of  all  of  this  is  tl 
broke  into  the  wrong  bank. 

They  repeatedly  broke  the  law.  Tl 
said  to  Compaq:  If  you  want  to  ge 
good  price  for  Windows,  you  better 


Get  your  business 
online  or  this  might  ^— 
as  well  say  "Bye  Now." 


No  matter  what  business  you're  in,  no  matter  how 
big  your  company  is,  becoming  "e"  is  essential  to 
staying  competitive  and  quite  soon,  staying  in 
business.  But  how  do  you  take  your  company  from 
brick  and  mortar  to  the  Web?  It's  not  as  difficult  as 
you  might  think.  Navision  Web  Shop,  the  e 
business  tool  from  Navision  Software,  integrates 
your  back  office  processing  with  Web  ordering— 
the  first  step  in  getting  your  company  on  line. 

Web  Shop  lets  you  set  up  and  maintain  your 
storefront  directly  from  Navision  Financials 
Navision's  proven  business  management  solution 
for  mid-market  businesses.  No  need  to  call  in  a 
team  of  technical  experts  every  time  you  want  to 
add  a  new  service  or  change  a  price.  No  need  to  re 
enter  information  from  your  web  orders  to  your 
order  processing  system.  Navision  Web  Shop  gives 
you  an  affordable,  fast  way  to  go  on  line. 

Navision  Web  Shop.  Fast,  affordable, 
integrated  "e". 

Navision  Software  US,  Inc. 

1-800-552-8478 
www.navision-us.com 
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t  Netscape  on  that  computer.  That  is 
ng  an  existing  monopoly,  Windows,  to 
la  in  a  new  monopoly  in  browsers, 
at's  an  explicit  violation  of  the  Sher- 
in  Antitrust  Act.  They  did  it  over 
I  over  again  and  over  again. 

■  you  ever  think  about  competing  with 
'I  Cutis  111  philanthropy? 
I've  got  very  strong  feelings  about 
ilanthropy.  For  one  thing,  it's  mea- 
•ed  entirely  the  wrong  way.  Let  me 
ill  t  he  following  question:  Mr.  A,  sit- 
g  over  there,  has  given  $10  billion 
cure  cancer.  Mr.  B,  sitting  over  here, 
i  given  $10,000  to  cure  cancer.  Mr.  B 


terribly  interesting  because  we  haven't 
solved  any  problems  yet. 

This  is  a  question  about  Apple.  Steve 
Jobs  is  a  friend  of  yours. 
My  very  best  friend. 

And  you're  on  the  board. 
I  am. 

You've  said  many  times  that  Steve  Jobs 
saved  Apple.  Yet  Apple  is  hurting  now. 
What's  the  future  for  Apple? 

Apple  was  flatlining  when  Steve  got 
there,  and  he  really  brought  it  back 
with  a  wonderful  new  set  of  products. 


;  st  sight  of  what  we  were  doing  II 


•es  cancer.  Mr.  A  does  not.  Who  is 
;  bigger  philanthropist? 
We  measure  philanthropy  by  how 
ch  money  you  waste.  We  measure 
!  size  of  your  donation,  not  results, 
tually,  I've  given  a  lot  of  money  to  a 

of  things  that  Bill  has.  In  fact,  I 
rted  giving  money  to  infectious  dis- 
«s — malaria,  and  schistosomiasis  and 
erculosis — long  before  Bill  did.  And  I 
'e  a  medical  foundation  that's  working 

it.  I  don't  think  it's  terribly  inter- 
ing  how  much  money  I  gave.  If  you 
:  me,  I'll  tell  you.  I  don't  think  it's 


The  iMac  and  we've  got  the  new  laptop 
coming  out  right  now.  We've  had  one 
bad  quarter  after  a  string  of  very,  very 
good  quarters.  The  whole  PC  industry  is 
hurting.  So,  to  some  degree,  it's  broad. 
It  goes  way  beyond  Apple.  I  mean,  Dell 
is  in  trouble,  and  Compaq's  in  trouble. 
Apple  has  a  new  set  of  software  com- 
ing out — System  10.  I'm  very  optimistic 
about  Apple's  future,  because  Apple  has 
the  guy  who  invented  the  PC  industry. 
He  invented  the  whole  industry.  Andy 
Grove  was  asked  who  he  admires  most 
in  the  PC  industry,  and  he  said  it  was 


Steve  Jobs,  because  everything  in  the 
PC  industry  was  invented  by  Steve — if 
not  invented,  popularized,  whether  it's 
the  laser  printer,  the  display,  the  mouse, 
all  of  these  things  Steve  has  delivered. 
The  gorgeous  industrial  design — I  think 
Apple's  biggest  competitor  in  the  fu- 
ture is  going  to  be  Sony.  And  I  think 
Apple  can  be  the  greatest  provider  of 
digital  appliances  in  this  new  market. 

It's  interesting  that  you  said  digital  ap- 
pliances and  not  pes.  A  few  years  ago, 
you  were  championing  the  idea  of  a 
network  appliance.  And  you  felt  that 
Apple  should  do  it.  Why  hasn't  Apple 
made  a  network  appliance? 

Because  Steve  didn't  have  a  lot  of 
time  to  save  the  company.  It's  all  well 
and  good  for  me  to  have  my  fantasies  of 
how  the  world  is  going  to  be  some  num- 
ber of  years  from  now.  Steve  had  to 
make  the  next  quarter  and  the  quar- 
ter after  and  the  quarter  after.  And 
they  have  a  lot  of  loyal  Mac  users.  It's  a 
wonderful  system,  and  they  had  to  de- 
liver high  quality.  They  had  to  greatly 
improve  their  product  and  serve  their 
installed  base.  He  had  to  save  the  ex- 
isting business  before  he  could  venture 
forth  into  new  businesses. 

It's  a  good  defense  of  your  best  friend. 
Thank  you. 


New     from     Bose* 

The  Instant  Flight  UpGrade. 

Good  for  Any  Seat,  Any  Flight,  Any  Time. 


Introducing  the  New  Bose 
QuietComfortIM  Acoustic  Noise 
Cancelling®  Headset 

Upgrade  your  next  flying  experience  -  on  any  airline, 
in  any  seat  -  with  comfortable  high-performance 
noise  reduction  and  better  in-flight  audio.  Whether 
it's  engine  noise,  wind  noise,  or  background  chatter, 
this  headset  detects  unwanted  noise  and  virtually 
eliminates  it.  And,  Acoustic  Noise  Cancelling  head- 
set technology  can  greatly  improve  the  way  you  feel 
during  and  at  the  end  of  your  flight. 

Travel  Quietly  and  Comfortably. 

Thanks  to  proprietary  Bose  TriPortIM  headset  tech- 
nology, also  found  in  our  world-renowned  aviation 
headsets  for  pilots,  these  new  Bose  Acoustic  Noise 
Cancelling  headsets  provide  unmatched  full  spectrum 
noise  reduction.  In-flight  movies 
and  music  can  be  heard  like 
never  before,  and  in-flight  noise 
is  dramatically  reduced  with  the 
flick  of  a  switch.  And,  the  head- 
set's so  comfortable,  you  may 
even  forget  you  have  it  on. 


Setter  sound  through  research- 


^   Bose  Technology  Makes  It  Possible. 

With  advanced  TriPort  headset  technology,  the  earcup 
acoustics  and  electronics  work  together  for  better 
noise  reduction  and  less  headband  force.  The  result  is 
a  superior  combination  of  acoustic,  electronic  and 
ergonomic  technologies  for  a  new  standard  in  noise 
reduction  -  and  the  audio  quality  you've  come  to 
expect  from  Bose,  the  most  respected  name  in  sound. 

The  Bose  30-Day,  No-Risk  Guarantee. 

The  new  QuietComfort  Acoustic  Noise  Cancelling 
headset  is  available  directly  from  Bose  for  just  $299.  It 
comes  complete  with  a  small  battery  pack,  belt  clip, 
carry  bag,  and  a  30-day  money-back  guarantee.  To  take 
advantage  of  our  12-month  interest-free  payment  plan, 
which  lets  you  make  12  payments  of  just  $24.91  *,  call 

1-800-535-2073,  extension  Q1005. 

Outside  the  United  States,  call  508-766-1099,  ext. 
Q1005.  Or,  come  visit  us  at  www.bose.com/ql005, 
or  fill  in  and  mail  the  coupon  to  upgrade 
J    your  next  flight.  If  you're  not  com- 
pletely satisfied,  simply  return 
the  headset  for  a  full  refund, 
no  questions  asked. 
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CAN  MIKE  VOLPI  MAKE 
CISCO  SIZZLE  AGAIN? 

Without  a  hot  stock,  doing  deals  is  going  to  be  a  lot  harder 


John  Chambers  surely  deserves  the 
credit  for  artfully  managing  Cisco 
Systems  Inc.'s  climb  to  the  top  of 
the  networking-equipment  world. 
For  44  consecutive  quarters,  sales  have 
headed  north,  making  Cisco  a  pillar  of 
techdom,  alongside  Microsoft  Corp.  and 
Intel  Corp.  But  before  all  the  "attaboys" 
go  to  Chambers,  consider  this:  The  per- 
son who  helped  stoke  much 

of  that  growth  is  little-  UThis  is  an  excellent  company.. .one  that  will  mak 

known  Michelangelo  "Mike" 

Volpi.  As  head  of  Cisco's  ac-     and  tiaS  made  histO^  J  J   -  MIKE  VOLPI,  Chief  Strategisl 
quisition  team,  Volpi  built 


5%.  For  the  year,  Chambers  scaled  back 
his  estimates  from  50%-60%  growth  to 
40%.  Even  that  isn't  a  sure  thing.  As 
the  economy  slows,  corporate  customers 
are  putting  the  brakes  on  spending, 
leaving  Cisco  with  inventories  that  have 
doubled,  to  $2.5  billion,  in  six  months. 
"It's  hard  to  say  where  the  bottom 
might  be,"  says  analyst  Martin  Pyykko- 


velopment,  and  a  $16  billion  war 
of  cash  and  investments.  He  alread 
zeroing  in  on  fast-growing  markets 
hot  technology  sectors  such  as 
networking  that  Cisco  needs  to  s 
ahead  of  the  pack.  "Mike  has  the 
nical  knowledge,  the  strategic  visi 
and  the  ability  to  build  a  team,"  s; 
Chambers.  "It's  a  rare  combination 
skills." 

Volpi's  skills  are  going  to  be  put 
the  test.  In  the  past,  Cisco  used 
high-flying  stock  to  acquire  compan 
that  made  cutting-edge  networking  gt 
But  Cisco's  stock,  once  the  darling 
tech  investors,  has  lost  its  luster,  falli 
47%  since  the  beginning  of  last  year, 
28'A.  At  the  same  time,  the  depress 
stock  is  deflating  employee  morale.  L 


one  of  the  most  effective  takeover  ma- 
chines in  Corporate  America,  snapping 
up  more  than  42  companies  that  con- 
tribute 40%  of  Cisco's  $25  billion  in  rev- 
enue today.  No  wonder  Chambers  calls 
Volpi  his  "rising  star." 

Chambers  is  going  to  need  that  star 
power — and  more.  On  Feb.  6,  the  ceo 
told  analysts  that  sales  over  the  next  six 
months  will  range  from  flat  to  down 


nen  of  C.E.  Unterberg,  Towbin.  "It 
could  get  worse  before  it  gets  better." 
Not  if  Volpi  learned  a  thing  or  two — 
or  42 — doing  all  those  deals.  To  lift  the 
company  back  to  its  former  heights, 
Chambers  is  counting  on  Volpi's  exper- 
tise gleaned  from  years  of  intense  re- 
search on  hundreds  of  acquisition  can- 
didates. Chambers  promoted  him  to 
chief  strategist  eight  months  ago,  where 


year,  Cisco  doubled  its  workforce,  wh 
means  that  at  least  half  of  its  employ 
have  options  that  are  under  water. 
Volpi  also  is  trying  to  straighten 
an  earlier  financing  snafu.  A  portion 
the  bundle  of  cash  he  controls  is  tin  l<>. 
to  customers  that  are  buying  CI 
equipment.  But  Cisco  was  forced  to  tri 
its  reserves  for  bad  loans  last  quu 
from  $75  million  to  $225  million,  as 
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Communications  Inc.  and  several  other 
telecom  customers  filed  for  bankruptcy. 
Alarmed  at  the  amount  of  risk  the  com- 
pany was  taking  on,  Chambers  turned  fi- 
nancing over  to  Volpi  and  told  him  to 
scale  back  this  quarter  and  become  more 
selective  about  who  gets  financing. 

All  this  might  be  enough  to  rattle  a 
young  executive — or  send  him  skedad- 
dling to  a  hot  networking  start- 
up. But  34-year-old  Volpi  shares 
Chambers'  bright  outlook  for  the 
networking  giant.  "I  give  peo-  ^^^ 
pie  the  pep  talk  that  this  is  an 
excellent  company — one  that  will 
make  and  has  made  history," 
says  Volpi.  "This  is  something 
we  will  tell  our  grandchildren 
about.  I  really  do  believe  this." 
PRESSING  GOAL.  To  ensure  his 
vision,  Volpi  is  putting  a  wide- 
ranging  game  plan  into  play.  For 
starters,  he's  pushing  the  com- 
pany to  clear  out  swollen  inven- 
tories by  selling  high-margin 
products  in  regions  outside  the 
U.S.,  where  demand  is  still 
strong.  At  the  same  time,  he's 
targeting  four  markets  that  he 
believes  are  poised  for  explosive 
growth:  optical  networking,  In- 
ternet phone  calling,  wireless 
networking,  and  the  management 
of  traffic  over  networks.  Last 
April,  Cisco  paid  $5.7  billion  in 
stock  for  ArrowPoint  Communi- 
cations Inc.,  one  of  the  leading 
startups  working  on  products 
that  handle  network  traffic. 

He's  also  turning  up  the  heat 
on  the  product  side.  His  most 
pressing  goal:  creating  a  prod- 
uct line  that  will  rival  offerings 
by  Nortel  Networks  Corp.,  the 
optical  kingpin.  Cisco  needs  to 
take  a  larger  share  of  the  fast- 
growing  optical-equipment  mar- 
ket if  it's  going  to  sustain  its 
growth.  Volpi  already  is  on  his 
way  to  constructing  a  formidable 
product  line.  In  September,  1999, 
Cisco  plunked  down  $7  billion 
for  optical-equipment  maker  Cer- 
ent Corp.  Sales  of  Cerent  prod- 
ucts have  doubled  in  one  year 
and  already  kick  in  more  than 
$1  billion  in  sales.  That's  a  good 
start,  but  Cisco  still  lacks  a  full 
line  of  optical  products,  such  as 
gear  that  increases  the  capacity 
of  long-distance  networks. 

Volpi  is  even  rethinking  his 
past  approach  to  acquisitions.  In- 
stead of  snapping  up  big  com- 
panies, he's  setting  his  sights  on 
small  fry  that  can  provide  prod- 


uct growth — but  without  a  lot  of  em- 
ployees that  would  raise  ongoing  costs. 
He's  also  moving  Cisco  into  the  role  of 
venture  capitalist.  In  the  past,  Cisco 
has  closely  watched  upstarts  and,  once 
their  technology  has  been  proven, 
swooped  in  and  bought  them.  Today, 
though,  venture  money  is  harder  to 
come  by  for  networking  startups,  so 

VOLPI'S  GAME  PLAN 


CISCO'S  SLOWING 
REVENUE  GROWTH 


PROBLEM  With  dot-coms  go- 
ing bust  and  corporate  clients 
cutting  tech  spending,  Cisco 
says  revenue  for  the  next 
six  months  could  be  flat  to 
minus  5%,  vs.  58%  growth  a 
year  ago. 
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SOLUTION  Jump  into  hyper- 
growth  markets,  including 
voice-over-Internet  phones,  op 

tical  networking  equipment,  and  gear  to  manage 

content  on  the  Web. 


SLASH  INVENTOR 


he  I 
tr 


PROBLEM  Cut  bloated 
inventories,  which  have 
doubled  in  the  past  six 
months,  to  $2.5  billion, 
without  resorting  to 
price-cutting. 

SOLUTION  Rejigger  the 
sales  force  to  take  advan- 
tage of  fast-growing  geog- 
raphies and  product  lines 
such  as  wireless  in  Japan 
and  Europe. 


STOKE  ACQUISITIONS 
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STOCK  SLIDE 
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PROBLEM  Rev  up  growth  by 
acquiring  companies,  even 
though  Cisco's  stock  has  lost 
its  cachet,  plunging  47%,  to 
$28.50  a  share,  since  the  start 
of  last  year. 

SOLUTION  Buy  smaller,  less 
expensive  companies  with  hot- 
selling  products  that  will  boost 
earnings  immediately. 


REDUCE  TURNOVER 


PROBLEM  Hold  on  to  key  employees  at  a  time 
when  half  of  Cisco's  workforce  has  been  hired  in 
the  past  18  months  and  is  holding  worthless 
stock  options. 

SOLUTION  Add  hooks  such  as  options  that  vest 
over  five  years  instead  of  four. 


Cisco  is  stepping  into  the  breach.  I 
January,  for  example,  Cisco  ponied  u 
$1.05  billion  for  a  venture  fund  to 
run  by  Softbank  Corp.  in  Asia.  It's  th 
first  of  what  will  be  more  venture  bet 
to  make  sure  the  pipeline  doesn't  dr 
up.  "The  [capital]  markets  are  not  bein 
efficient  right  now,"  says  Volpi.  "Som 
good  ideas  are  not  getting  funded.' 

With  workers  from  all  its  acqu 
sitions  roaming  the  halls,  Cis 
sometimes  resembles  a  mini  Uni 
ed  Nations.  It's  the  perfect  en 
ronment  for  Volpi's  multicultur; 
upbringing.  Born  in  Milan  to  Ita 
ian  parents,  he  still  holds  his  Ita 
ian  citizenship.  He  spent  12  yeai 
in  Japan — from  age  5  to  17 — an 
speaks  three  languages:  Englis 
Italian,  and  Japanese.  His  fath 
Vittorio  Volpi,  the  head  of 
Japanese  subsidiary  of  Swiss  u 
Bank,  says  his  son  has  learne 
flexibility  from  the  Italians,  sul 
tlety  from  the  Japanese,  and  praj 
matism  and  fairness  from  Ame: 
can  business  culture.  "He  is 
interesting  cocktail  of  cultures 
the  elder  Volpi  says. 

Although    Vol 

has  become  a  to 

notch  dealmaker, 

began  his  career 

an  engineer.  Whi 

an  undergraduate 

Stanford  Univer 

ty — where    he    r< 

ceived  two  degre 

in     manufacturi 

and    engineering 

Volpi  won  an  aw 

for  designing  a  se 

sor  for  an  agric 

ture  sprayer.  "He's  a  damn  good  e] 

gineer,"  says  Bob  Bliss,  who  work 

with  Volpi  on  the  project.  Volpi  e 

still  hold  his  own  with  the  gee! 

In  a  recent  session  with  journalisi 

he  talked  about  why  Internet  tec 

nologies  are  winning  when  it  com 

to  networking  traffic — an  eye-gl; 

ing  topic  to  most  in  the  audience 

Volpi  also  adapts  easily.  Wh 

he  was  12  years  old  in  Tokyo, 

wanted  to  study  another  Roman 

language.   Instead,  his  father  i 

sisted  that  he  attend  a  Japanes 

language  school.  In  just  two  yea] 

the  young  Volpi  became  so  flu< 

that  he  finished  second  in  a  wor 

wide  English-Japanese  translate 

contest.  Now,  he  needs  to  lea 

even  more  quickly.  For  Cisco,  a 

ond  may  not  be  good  enough. 

By  John  Shin 
ui  San  Jose,  Cal 
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If  history 

has  shown  us 

anything,  it's 

that  freedom 


microsystems 


The  transformation  of  web  services 
into  smart  web  services  has  begun.  And 
if  we've  learned  anything  over  the  last 
few  years,  it's  that  software  developed 
on  open  standards  gives  you  the  greatest 
opportunity  for  scalability,  flexibility  and 
growth.  Need  proof?  Just  look  at  XML, 
Java"  technology  and  LDAP.  Open  stan- 
dards are  what  drive  innovation.  And 
they're  what  drove  the  creation  of  the 
Sun"  Open  Net  Environment,  Sun"  ONE. 
Now  you  have  the  freedom  to  build  solu- 
tions for  your  clients'  needs,  get  them 
to  market  fast  and  know  they'll  scale 
without  compatibility  issues.  Now  you 
have  the  freedom  of  choice.  The  walls 
have  indeed  come  down. 

sun.com/sunone 


take  it  to  the 


-  ^Sun 


microsystems 
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ENERGY 


REINVENTING 
THE  POWER  GRID 

Companies  are  warming  up  to  decentralized  production 


Dennis  Randall  has  had  it  up  to 
here  with  California's  rolling  pow- 
er blackouts,  the  result  of  the 
state's  beleaguered  deregulation 
effort.  "If  you  can't  rely  on  basic  infra- 
structure, people  will  start  leaving  the 
area,"  says  the  senior  director  for  real 
estate  at  Opus  U.S.  Corp.,  which  last 
year  developed  more  than  29  million 
square  feet  of  commercial  space.  "You 
just  cannot  rely  on  the  grid." 

So  Randall  has  stopped  trying.  At 
Opus  Center,  a  large  office  building  un- 
der construction  in  downtown  San  Jose, 
Randall  plans  to  install  a  mini  electric- 
power  plant  consisting  of  natural  gas- 
fired  engines  and  small  generators 
known  as  microturbines.  When  the  grid 
goes  down,  his  tenants  won't  go  with  it. 
Offering  reliable  electricity  is  a  "signifi- 
cant market  advantage,"  he  says,  adding 
that  onsite  generation  may  become  a 
standard  offering  for  the  Minnetonka 
(Minn.)  company. 

TURBOCHARGED.  All  across  California  and 
the  country,  companies  such  as  Opus  are 
taking  steps  to  insulate  themselves  from 
the  vagaries  of  the  power  supply.  And 
their  efforts  have  turbocharged  a  move- 
ment long  cherished  by  energy  experts 
and  environmentalists — a  concept  known 
as  distributed  power  (DP).  The  goal,  in  a 
nutshell,  is  to  reinvent  the  energy  grid 
from  the  bottom  up.  Instead  of  producing 
electricity  at  central  plants  and  channel- 


ing it  in  only  one  direction  to  consumers, 
distributed  power  means  offering  at  least 
a  modicum  of  energy  independence  to 
companies — and  ultimately  to  individual 
consumers.  It  can  also  open  the  system 
to  potentially  millions  of  small  suppliers. 
Under  the  DP  model,  power  is  pro- 
duced by  myriad  small  systems  using 
everything  from  diesel  engines,  gas- 


normally  lose  two-thirds  of  the  enerj 
they  produce  in  waste  heat.  But  with 
DP  setup,  the  heat  can  be  captured  ai 
used.  Tallying  these  virtues,  many  e 
ergy  analysts  and  market  watchers  pr 
diet  that  distributed  power  could  aftng 
count  for  as  much  as  one-fifth  of 
electric  generation  in  the  U.  S.  by  201kii 

That's  the  dream,  anyway.  As  the  ]  m 
camp  readily  concedes,  there  are  mai 
hurdles  that  must  be  jumped.  F 
starters,  solar  arrays,  microturbine  p 
and  other  power-producing  devices  a 
pricey,  often  costing  thousands  of  dolla 
to  install.  And  except  in  the  case 
"green"  sources  such  as  wind  and  sol' 
there  are  fuel  costs,  too. 

The  logistical  problems  are  even  mo  k 
daunting.  If  a  million  minipower  plan 
were  to  spring  up,  managing  the  int« 
connections  with  the  existing  grid  wot  fed 
be  a  nightmare.  Every  state  has  diffc 
ent  rules  governing  such  connectior 


dard; 


Electricity  for  Tomorrow 


DISTRIBUTED  POWER  is  a  big 

departure  from  today's  energy  model, 
which  relies  on  a  one-way  flow  of 
electricity  from  large  power  plants. 
With  DP,  homes  and  commercial 
buildings  could  produce  power  using 
technologies  such  as  microturbines, 
solar  cells,  diesel  generators,  fuel 

powered  turbines,  and  fuel  cells  to  wind- 
mills, solar  panels,  and  geothermal  gen- 
erators. Since  the  plants  are  closer  to 
the  end  user,  there  are  fewer  opportu- 
nities for  outages,  95%  of  which  are 
caused  by  line  problems. 

Under  such  an  arrangement,  con- 
sumers can  still  buy  electricity  from  the 
grid.  But  they  can  also  sell  extra  power 
they  generate  to  the  utility.  In  addition 
to  boosting  the  capacity  of  the  entire 
system,  this  approach  promises  new  ef- 
ficiencies. Power  plants,  for  example, 


cells,  and  wind  turbines.  Excess 
power  could  be  sold  to  the  utility 
(green  arrows,  below),  adding  to  gn 
capacity.  Homes  and  businesses 
would  draw  power  from  the  grid 
when  they  need  it  (red  arrows),  or 
when  rates  go  down  during  "off 
peak"  hours 


as  do  each  of  the  3,000  utilities  in  t 
U.  S.  On  top  of  that,  utilities  have  p  b 
up  obstacles  in  some  regions,  complai  n 
ing  that  they  get  saddled  with  the  cc  ■ 
for  "standby  power" — meaning  ener 
to  cover  small  producers  in  case  th< 
distributed  systems  encounter  a  glitc 

Nonetheless,  fans  of  distributed  po  | 
er  remain  optimistic.  One  by  one,  t 
say,  the  big  issues  are  being  address 
The  Institute  of  Elec- 
trical &  Electronics  En- 
gineers (ieee)  is  fast- 


. 


km 
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RED  ARROWS:  GREEN  ARROWS. 

POWER  SOLO  BY  CEN-  POWER  FLOWING 

TRAL  GENERATORS  TO  FROM  BUILDINGS 

HOMES  AND  C0MMER-  BACK  TO  SUBSTATIONS 

CIAL  BUILDINGS  (OWNED  BY  UTILITIES) 


h\  WITH  WIND  TURBINES 


GAS  STATION  WITH  SOLAR  PANELS 


INTERNET  SERVICE  PROVIDER  WITH  DIESEL 
GENERATORS  AND  FLYWHEEL  STORAGE 


106  BusinessWeek  /  February  26,  2001 


INN 


CENTRAL  POWER 
STATION 


■king  the  development  of  national  in- 
nnnection  standards,  backed  enthu- 
itically  by  the  Energy  Dept.  Last 
uary,  Energy  announced  a  new  Cen- 

for  Distributed  Power  at  the  Na- 
tal Renewable  Energy  Laboratory 

rolden,  Colo.  The  ieee  hopes  the 
ndards  will  be  ready  as  early  as 
rend.  "We're  beyond  the  planning 
fes.  This  is  real,"  says  Richard  De- 
sio,  the  Center's  director,  who  is 
arheading  the  IEEE  effort. 
tespite  the  difficulties,  distributed  pow- 
ia*  already  made  some  major  inroads, 
•e  than  3,000  megawatts  (Mw)  were 
ailed  in  California  during  the  1990s, 
> }  energy  analyst  Amory  Lovins  of  the 
kv  Mountain  Institute  in  Old  Snow- 


uted  power.  Their  goals,  generally,  have 
less  to  do  with  buying  surplus  power  from 
customers  than  with  localizing  power  pro- 
duction. The  New  York  Power  Authority, 
for  example,  is  installing  natural  gas-fired 
turbines  around  New  York  City  to  supply 
an  additional  400  Mw,  in  an  effort  to  head 
off  a  predicted  energy  shortfall  this  sum- 
mer. Alliant  Energy  Corp.  in  Madison, 
Wis.,  is  beefing  up  capacity  at  power  dis- 
tribution points,  known  as  substations,  in 
Minnesota.  And  in  Los  Angeles,  the  Pow- 
er &  Water  Dept.  is  turning  to  DP  to 
avoid  shortages  down  the  road.  Ripping 
up  streets  to  upgrade  infrastructure  in 
densely  populated  areas  "just  isn't  practi- 
cal," says  Mahmud  Chaudry,  assistant 
general  manager  of  the  utility's  Power 
Distribution  unit. 

Waiting  for  new  power  plants  to  come 
onstream  is  not  necessarily  the  solution.  It 
takes  years  and  may  not  provide  as  much 
relief  as  everyone  hopes.  In  California, 


Players  in  Distributed  Power 


PSTONE  TURBINE    Makes  30-kw 
60-kw  microturbines  that  run  on 

5t  fuels  REVENUES:  $23.2  MILLION 

rERPILLAR  Its  diesel  and  gas- 
'ered  generator  sales  climbed 
'a  last  year — more  than  60,000 

i  in  total  REVENUES:  $2.3  BILLION* 

•ELECTRIC  POWER  ONLY 

i  s,  Colo.  Most  of  that  came  from  small 
ects  in  the  30-Mw  range  vs.  500-700 
for  a  typical  new  power  plant.  An  ad- 
>nal  7,000  Mw  of  distributed  power 
e  added  to  states  in  the  Western  grid, 
i  which  the  Golden  State  also  draws 
er.  Together,  that's  enough  juice  to 
er  10  million  homes.  "It's  what's  been 
jing  the  lights  on,"  says  Lovins. 
/hile  utilities  have  traditionally  re- 
sisted these  ideas,  some 
are  now  pursuing  their 
own  versions  of  distrib- 


BALLARD  POWER  SYSTEMS  Sells 
fuel  cells  for  auto,  commercial,  and 
home  use        revenues:  $14.8  million** 

ENCORP  Specializes  in  hardware 
and  software  that  manages  the  inter- 
face between  distributed  power  and 
grid  power  revenues  (est.):  $io  million 

"•FIRST  THREE  QUARTERS  OF  2000 

you  can  blame  the  wretched  condition  of 
the  power-transmission  system — the  wires 
and  transformers  that  transport  power 
from  the  plants  to  local  substations.  "New 
power  plants  could  find  themselves  all 
revved  up  with  no  way  to  send  electrici- 
ty," warns  Kurt  Yeager,  ceo  of  epri,  an  in- 
dustry research  group  in  Palo  Alto,  Calif. 
"Building  new  plants  will  only  put  more 
pressure  on  the  lines." 

Many  experts  believe  distributed  pow- 
er can  ease  some  of  the  pressure  on  the 
transmission  system  while  stabilizing  en- 


ergy costs.  And  that  has  piqued  the  in- 
terest of  investors.  Analyst  James  LoGer- 
fo  of  Banc  of  America  Securities  LLC  sees 
the  sector  growing  from  less  than  $20 
billion  in  sales  worldwide  today  to  at  least 
$100  billion  by  2010.  According  to  Nth 
Power  Technologies  Inc.,  a  San  Francisco 
venture-capital  firm  specializing  in  dis- 
tributed power,  U.S.  investment  in  this 
sector  has  more  than  quadrupled,  from 
$150  million  in  1998  to  an  estimated  $800 
million  last  year. 

VENTURE  FUNDING.  Money  feeds  tech- 
nological innovation,  helping  to  fuel  the 
proliferation  of  DP  venture  businesses. 
One  startup,  Encorp  Inc.  in  Windsor, 
Colo.,  produces  software  and  hardware 
to  connect  DP  systems  to  the  grid.  It 
has  raised  $10  million  from  investors, 
including  Enron  Inc.  And  it  expects  an- 
other big  block  of  funding  as  it  expands 
its  roster  of  blue-chip  clients  such  as 
Chase  Manhattan  Bank  and  Qwest 
Communications,  companies  whose  crit- 
ical computer  systems  can't  tolerate  any 
outage-related  downtime. 

Some  states,  including  Texas  and  New 
York,  are  now  easing  some  barriers  to 
distributed  power,  including  equipment 
installation  rules.  "It  saves  infrastructure," 
says  Pat  Wood  III,  chairman  of  the  Pub- 
lic Utility  Commission  of  Texas.  "If  you 
have  to  build  transmission  to  handle  peak 
loads,  you're  wasting  your  money." 

Progress  is  piecemeal,  but  there  are 
encouraging  precedents  in  other  indus- 
tries. In  the  1980s,  computer  and  soft- 
ware techies  predicted  that  personal 
computers  would  render  giant  main- 
frames obsolete.  It  turned  out  there 
was  a  need  for  both  types  of  comput- 
ers— but  over  time,  pes  changed  the 
whole  infotech  landscape.  If  this  analogy 
holds,  there  will  always  be  a  role  for 
centralized  power  grids.  But  the  impact 
of  distributed  power  will  be  nothing 
short  of  revolutionary.  And  in  that  kind 
of  power  shift,  everyone's  a  winner. 

By  Janet  Ginsburg  in  Golden,  Colo. 
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Al  GENERATING  COMBINED  HEAT  AND  POWER 
USING  MICROTURBINES 
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SOLAR  SHINGLES 
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LANDFILL  WITH  GENERATING  PL 
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THIS  PLUMBERS 
HELPER  GOULD 
GET  A  PROMOTION 

there's  a  dirty  little 
secret  at  the  other  end  of 
your  sewer  line.  Almost  half 
the  cost  of  wastewater  filtra- 
tion arises  from  clearing 
clogged  and  fouled  nitration 
membranes.  Now,  polymer 
scientists  at  Massachusetts 
Institute  of  Technology  say 
they  have  found  a  simple 
way  to  clean  up  the  mess. 

The  basic  problem  with  fil- 
tration membranes  is  that  the 
only  materials  strong  enough 
for  the  purpose  are  water- 
repellent  polymers.  But  these 
polymers  tend  to  clog  quickly 
because  they  attract  and  an- 
chor protein  and  oil  molecules 
that  are  suspended  in  water, 
and  they  have  relatively  few 
surface  pores.  So-called  hy- 
drophilic,  or  water-loving, 
polymers  are  much  less  prone 
to  fouling,  but  existing  meth- 
ods for  putting  hydrophilic 
coatings  on  the  exterior  sur- 
faces of  filters  are  costly. 
They  also  don't  solve  the 
problem,  because  the  inter- 
nal channels  of  the  filter  re- 
main water-repellent. 

MIT  professor  Anne  Mayes 
added  a  dash  of  hydrophilic 
polymer  to  the  standard  in- 
dustry process  for  making 
membranes.  The  result: 
Bristly  hydrophilic  linings 
formed  on  all  surfaces,  inter- 
nal and  external.  Serendipi- 
tously,  the  hybrid  membranes 
are  not  only  cheap  to  make 
but  they  also  have  many 
more  surface  pores  than  those 
made  from  conventional  poly- 
mers, increasing  efficiency  by 
a  factor  of  10  or  more. 

In  addition  to  water  treat- 
ment, MIT  researchers  are 
exploring  applications  in 
drug  delivery  and  artifi- 
cial organs.  The  technology 
is  drawing  interest  at  a 
wide  range  of  organi- 
zations, from  membrane  man- 
ufacturers to  biological  re- 
search groups.     Mitch  Nelin 
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CELLS  THAT  FIGHT  MS? 


FROZEN  HUMAN  CELLS  HAVE  BEEN  SUCCESSFULLY  USED 

to  restore  nerve  conduction  in  mice  with  multiple  scle- 
rosis, report  scientists  from  Yale  University.  The  re- 
search raises  the  possibility  that  someday  patients 
with  the  degenerative  nervous  system  disease  could 
be  treated  with  cells  harvested  from  their  own  bodies. 

Multiple  sclerosis  is  a  lifelong  disease  that  destroys 
the  insulating  material,  called  myelin,  that  surrounds 
nerves  in  the  brain  and  spinal  cord.  Sufferers  develop 
a  number  of  neurological  problems,  including  blurred 
vision,  loss  of  motor  skills,  numbness,  and  extreme  fa- 
tigue. The  cause  is  unknown,  and  there  is  no  cure. 

The  Yale  researchers  reported  in  the  Feb.  1  issue 
of  the  Journal  of  Neuroscience  that  they  extracted 
Schwann  cells,  which  make  myelin,  from  human 
nerves  taken  from  amputated  limbs.  The  cells  were 
frozen  and  stored,  and  then  injected  into  myelin- 
stripped  regions  in  the  spinal  cords  of  rats  that  had 
been  genetically  modified  to  have  human  MS.  Within 
three  to  five  weeks,  extensive  myelin  had  formed  in 
the  lesions.  Even  more  significantly,  the  re-myelinated 
nerves  were  able  to  transmit  nerve  impulses  again. 
The  scientists,  led  by  Yale  professor  Jeffrey  D.  Kocsis, 
cautioned  that  it  is  unclear  whether  the  same  tech- 
nique would  work  in  humans.  However,  he  says,  the 
procedure  could  be  tried  in  human  clinical  trials.      □ 


OF  MICE  AND  MEN 
...AND  FAT 

IF   YOUR    IDEA   OF   HEAVEN   IS 

eating  whatever  strikes  your 
fancy  without  gaining  weight, 
you  might  envy  these  mice. 
Researchers  at  the  Whitehead 
Institute  in  Cambridge,  Mass., 
have  discovered  a  human  pro- 
tein that  enabled  obese  mice 
to  lose  weight  while  eating  as 
much  fat  and  sugar  as  they 
wanted.  The  protein,  called 
gAcrp30,  caused  "profound 
and  sustained  weight  loss"  in 
chubby  mice  when  adminis- 
tered in  daily  doses,  White- 
head biologist  Harvey  Lodish 
says.  By  continuing 
the  daily 
doses, 


the  mice  kept  the  weight  off 
over  a  sustained  period — de- 
spite their  fatty  diets. 

The  protein  is  a  fragment 
of  Acrp30,  a  hormone  secret- 
ed by  fat  cells  that  Lodish's 
lab  identified  five  years  ago. 
The  fragment  circulates  in 
the  blood  and  causes  muscle 
to  burn  fatty  acids  at  a 
faster-than-normal  rate.  Fat 
is  thus  turned  into  energy 
before  it  can  be  stored  in  the 
cells.  This  is  in  marked  con- 
trast to  most  weight-loss 
drugs,  which  work  by  purg- 
ing fatty  acids  before  they 
can  be  absorbed  and  can 
cause  gastrointestinal  prob- 
lems. The  Whitehead  mice 
suffered  no  side  effects. 

Lodish  cautions  that  much 
more  research  is  needed  to 
determine  if  the  compound 
will  work  the  same  way  in 
humans  as  it  does  in  mice. 
But  Acrp30  has  been  li- 
censed to  Genset  Corp. 
in  La  Jolla,  Calif.,  for 
further  development — if 
you  want  to  volunteer  tor 
testing.  □ 


INNOVATIONS 


■  Here's  the  botanist's  versl 
of  alchemy:  A  group  of  bid 
gists  has  figured  out  howj 
genetically  convert  leaves 
petals.  Scientists  have  long 
lieved  that  flowers  are  sim| 
modified  leaves,  and  they 
known  how  to  convert  petj 
into  leaves  for  more  thai) 
decade.  Going  the  other 
tion,  however,  has  provec 
be   much   more   difficult, 
team  led  by  Martin  F.  Yar 
sky  of  the  University  of  CI 
fornia   at    San    Diego    ca 
across  a  clue  a  year  ago  w 
the  discovery  that  a  trio  U 
genes,  when  mutated  in  c  — 
cert,  produce  an  abnormal 
known  as  a  double  flower  t 

is  often  found  in  roses  i  \ 

camellias. 

Now     they 

report   that 

two  of  these 

genes,  when 

activated 

along    with 

three  others 

responsible  I    ' '  ^  I 

for  floral  de-  I     Mtm9.    m  ine  e\ 

velopment,  turned  leaves  i  icbidi 

petals  in  the  mustard  pk  p  ui 

Don't  try  this  in  your  ho  lywtm 

garden,   though — it    took  hut 

year  of  crossbreeding  to  co  lihotn 

up  with  plants  that  expres  fa 

all  five  genes  simultaneous  hri 

■  Researchers    have    lcftei 
speculated  that  children 
posed  to  cocaine  in  the  wolkt 
could  suffer  central  nerv  JUKI 
system  damage  and  later   Imillu 
velopmental  problems.  A  n  mi 
study  by  scientists  at  Alb  m 
Einstein  Medical  Center  • 
Philadelphia  blows  holes  t- 
this  theory.  They  tested  t  v 
groups  of  inner-city  child  i 
at  ages  3  and  5 — (55  of  Hi 
had  been  exposed  to  coca  It  hi 
in  the  womb,  and  (58  had  l  s 
Both  groups  scored  equ; 
poorly     on     developmei 
tests,  and  their  home  er  * 
ronment  seemed   to  be     • 
main  determinant.  "We  h:  i 
not  found  in  utero  cocaine 
posure  to  be  as  important 
influence  as  growing  up 
poverty,"  they  report. 
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IKE:  GREAT  BALLS  AFIRE. 
KILL  GOLF  CLUBS  BE  NEXT? 

rooshland  moves  to  challenge  the  game's  biggest  names 


he  Smile  of  the  Tiger  might  have 
been  the  title  of  Nike  Golfs  sprawl- 
ing exhibit  at  the  late  January  PGA 
rchandise  Show  in  Orlando.  Upbeat 
iges  of  Nike's  star  endorser  were 
rywhere,  mirroring  the  sunny  mood 
Swooshland.  After  five  years  of  er- 
c  shotmaking,  the  golf  division  of  the 
jillion-a-year  shoe  and  apparel  manu- 
urer  seems  to  have  found  its  groove. 
Vhen  Tiger  Woods  switched  last  year 
Nike's  Tour  Accuracy,  the  golf  ball 
a;ht  fire.  In  the  year  ending  Novem- 
,  2000,  Nike  Inc.'s  share  of  the 
3  million  golf  ball  market  soared 
n  0.9%  to  3.9%,  posting  gains 
:ight  straight  months.  Its  ball 
s  leapfrogged  entrenched  com- 
ies  like  Callaway,  TaylorMade, 
Slazenger.  Now,  the  buzz  is 
at  equipment  Nike  isn't  even  sell- 
— clubs.  Nike  has  agreed  in  princi- 
to  buy  designer  Tom  Stites'  firm, 
>act  Golf  Technologies  in  Fort 
"th,  and  prototype  irons  are  already 
ving  up  on  the  PGA  Tour.  David  Duval 
red  with  a  set  in  the  Jan.  25-28 
enix  Open — though  not  for  long  (he 
■  to  qualify  for  the  last  36  holes  of  a 
•nament  for  the  first  time  in  almost 
years). 

like  officials  aren't  saying  when  the 
>s  will  go  on  sale,  though  speculation 


is  that  it  won't  be  before  2002.  One  rea- 
son for  the  wait:  Nike  is  unlikely  to  sell 
the  clubs  before  Woods  begins  playing 
them  on  the  Tour.  Nike  Golf  President 
Bob  Wood  maintains  there  is  no  time- 
table for  that.  "This  is  Tiger  Woods  we're 
talking  about . . . ,"  he  says.  "We're  going 
to  work  with  him." 

Despite  the  rapid  growth  of  Nike  Golf, 
revenues  of  about  $200  million  last  year 
make  it  an  also-ran  compared  with 
Acushnet  Co.,  which  owns  the  Titleist 


TIGER  POWER 


Nike's  golf  sales  have 
soared  since  signing 
Tiger  Woods 


COME  ON  OVER:  Is  Nike  trying  to 
lure  Duval  from  Titleist? 

brand  ($965  million),  and  Callaway  Golf 
Co.  ($840  million).  But  when  Nike  clubs 
begin  appearing,  the  company  might 
vault  into  the  top  tier.  "Nike  could  be  the 
biggest  company  in  golf  in  five  years," 
says  analyst  Casey  Alexander  of  Gilford 
Securities  Inc.  in  New  York.  "Tiger  is 
.  .  .  the  lightning  rod  in  this  business." 
WARNING  SHOT.  Not  everyone  sees  Nike 
as  a  future  dynamo,  though.  Ely  Call- 
away, the  81-year-old  founder  of  Call- 
away Golf,  cautions  Nike  Golf  against 
trying  to  replicate  Tiger's  success  in  sell- 
ing golf  balls.  Customers  may  reach  for  a 
$4  golf  ball  because  Woods  uses  it,  says 
Callaway.  But  he  doubts  they'll  cozy  up 
to  an  $850  set  of  irons  for  the  same  rea- 
son. "A  ball  is  looked  upon  as  more  of  a 
commodity.  With  a  club,  there's  a  very 
emotional  attachment.  People  go  to  bed 
with  their  clubs,"  Callaway  says. 

"I  have  a  lot  of  respect  for  [Nike 
ceo]  Phil  Knight,  so  don't  let  this  come 
out  as  flippancy,"  Callaway  adds.  "But 
the  best  thing  he  can  do  is  listen  to  me 

and  stay  out  of  the  golf  club  business 

And  we're  not  scared  of  him."  Such  talk 
brings  a  shrug  from  Nike's  Wood. 
"There  were  skeptics  about  [Nike's]  ball 
venture,  too,"  he  says.  "Mr.  Callaway 
is  just  trotting  out  the  same  thing." 

It's  not  only  Nike's  golf  club  plans  that 
have  competitors  on  guard.  The  compa- 
ny's aggressive  marketing  tactics  are 
rankling  rivals,  too.  Last  month,  Acush- 
net, which  holds  nearly  40%  of  the  golf 
ball  market,  filed  a  federal  lawsuit  against 
Duval  and  his  agent,  International  Man- 
agement Group,  alleging  breach  of  con- 
tract. Duval  wants  out  of  his  five-year  Ti- 
tleist deal,  and  Titleist  officials  protest 
that  Nike  has  encouraged  his  exit. 

There  have  been  other  clashes  be- 
tween newcomer  Nike  and  old-line 
Titleist.  During  the  1999  U.S.  Open, 
sparks  flew  over  a  Nike  commercial  that 
gave  the  impression  that  Tiger  not  only 
wore  Nike  clothes  but  used  its  golf  balls. 
At  the  time,  Titleist  was  paying  Woods 
$4  million  a  year.  Then  last  year,  Nike 
drove  the  bidding  for  another  of  Titleist's 
top  endorsers,  Davis  Love,  to  $50  million 
before  Titleist  re-signed  him  to  a  10-year 
contract.  Duval  claims  in  a  countersuit 
against  Acushnet  filed  on  Feb.  7  that 
the  Love  deal  clouded  his  status  as  one 
of  Titleist's  most  promoted  players. 
■s  Clearly,  elbows  are  getting  sharper, 
but  these  may  be  mere  skirmish- 
es compared  with  the  fight 
ahead.  And  in  that  one,  Nike 
will  be  swinging  clubs. 
By  Mark  Hyman  in  Orla?ido 
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Christopher  Reeve,  Vice  Chairman  of  N.O.D. 


WE'D   LIKE 
TO  THANK  OUR 
CEO  COUNCIL  FOR 
HELPING  CHANGE 
THE  WAY  PEOPLE 
WITH  DISABILITIES 
ARE  VIEWED  IN 
THE  WORKPLACE. 


BY  FIRST  MAKING  SURE  THEY 
ARE  SEEN  AT  ALL. 

It's  an  unfortunate  fact  that  out  of  the  54  million  Americans  with  disabilities, 
two-thirds  of  those  of  working  age  are  unemployed.  Unfortunate  for  them 
and,  quite  honestly,  for  you.  American  businesses  overlook  an  enormous 
pool  of  incredible  talent.  A  group  of  natural  problem-solvers  with  an  intense 
desire  to  contribute  to  the  workforce  and  the  economy  at  large. 


It  is  for  this  reason  that  the  National  Organization  on  Disability  has  chosen  as 
our  mission  the  full  and  equal  participation  of  people  with  disabilities  in  all 
aspects  of  life.  And  why  we  have  created  the  CEO  Council.  Through  their  support 
of  our  programs,  America's  leading  CEOs  encourage  their  fellow  business  leaders 
to  include  and  acknowledge  these  remarkable  individuals. 


N.O.D.  AND  BUSINESSWEEK  SALUTE  THE  MEMBERS  OF  THE  CEO  COUNCIL 
FOR  SUBSCRIBING  TO  THE  IDEA  THAT  ITS  ABILITY,  NOT  DISABILITY,  THAT  COUNTS. 
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The  Hearst  Corporation,  Frank  A.  Bennack,  Jr. 

Henry  Ford  Health  System,  Gail  L.  Warden 

Hilton  Hotels  Corporation,  Stephen  R.  Bollenbach 

Howrey  &  Simon,  Robert  F.  Ruyak 

Hunton  &  Williams,  Thurston  Moore 

Huntsman  Corporation,  Jon  M.  Huntsman 

Illinois  Tool  Works,  Inc.,  W.  James  Farell 

Ingersoll-Rand,  James  E.  Perrella 

John  Hancock  Mutual  Life  Insurance  Company,  Stephen  L.  Brown 

J.P.  Morgan  &  Co.  Inc.,  Douglas  A.  Warner 

Keebler  Company,  Sam  K.  Reed 

KeySpan  Energy,  Robert  B.  Catell 

Kmart,  Floyd  Hall 

Marsh  &  McLennan  Companies  Inc.,  A.J.C.  Smith 

Michael  T.  Rose  Companies,  Michael  T.  Rose 

The  May  Department  Stores  Company,  David  C.  Farrell 

Motorola  Inc.,  Chris  Galvin 

NEC  America,  Inc.,  Karou  Yano 

Olin  Corporation,  Donald  W.  Griffin 

Panasonic/Matsushita  Electric 

Corporation  of  America,  Yoshinori  Kobe 
Pitney  Bowes,  Inc.,  Michael  J.  Critelli 
PPG  Industries,  Inc.,  Raymond  W.  LeBoeuf 
The  Procter  &  Gamble  Company,  Durk  Jager 
The  Prudential  Insurance  Co.  of  America,  Arthur  F.  Ryan 
Rockwell  International  Corporation,  Don  H.  Davis,  Jr. 
Shaklee  Corporation,  Charles  Orr 
Shell  Oil  Company,  Steven  L.  Miller 
Sprint,  William  T.  Esrey 

State  Farm  Insurance  Companies,  Edward  B.  Rust,  Jr. 
Tenet  Healthcare  Corporation,  Jeffrey  C.  Barbakow 
Towers  Perrin,  John  T.  Lynch 
Tribune  Broadcasting  Co.,  Dennis  FitzSimons 
ULLICO,  Inc.,  Robert  A.  Georgine 
U.S.  Can  Corporation,  Paul  W.  Jones 
Warner-Lambert  Company,  Lodewijk  J.R.  de  Vink 
Wilmer,  Cutler  &  Pickering 
Worthington  Industries,  Inc.,  John  P.  McConnell 


For  more  information  on  how  you  can  join  the  CEO  Council,  contact: 
NATIONAL  ORGANIZATION  ON 

DISABILITY 

www.  nod.org 

910    Sixteenth    Street,    NW,    Washington,    D.C.    20006 
202.293.5960   TDD:    202.293.5968    e-mail:    ceocouncil@nod.org 
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For  Big-League  Dreamers, 
Big-League  Camps 

At  Cal  Ripken's,  my  83-year-old  Dad  becomes  the  batter  to  beat 


BY  MARK  HYMAN 

Some  people  never  let  go  of  their  sports 
dreams.  Approaching  middle  age  or  even 
retirement,  they  still  harbor  hopes  of 
stepping  up  to  the  plate  and  whacking 
one  out  of  the  park.  It  may  be  too  late  to 
make  it  to  the  big  leagues.  But  why  not 
try  the  next  best  thing:  a  vacation  at  a 
sports  fantasy  camp. 

Depending  on  the  sports  passion — and  toler- 
ance for  sore  mus- 
cles— there's  an  up- 
close-and-personal 
adventure  for  most 
wannabe  athletes.  Bas- 
ketball enthusiasts  can 
shoot  hoops  with  7-foot 
stars  of  yesteryear, 
tennis  fanatics  can 
trade  tales  of  tennis  el- 
bow with  Chris  Evert, 
and  racing  fans  can 
climb  behind  the  wheel 
of  a  souped-up  Ponti- 
ac  or  Chevy  and  zoom 
around  a  famous 
speedway. 
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year-old  retired  dentist  from  Freehold,  N..  |goil 
Dad  couldn't  have  had  more  fun  if  he  were  )  ture- 
A  surprise  gift  from  his  three  sons  to  celebrs )  aw 
his  recovery  from  open-heart  surgery,  his  z  I 
venture  became  a  family  reunion  as  well.  B 1 1 
two  brothers,  along  with  my  two  young  so  ly  si 
and  I,  gathered — with  our  cameras  and  cai  y 
corders — to  share  the  experience. 

What  we  witnessed  were  75  lawyers,  fi- 
nancial advisers,  and  tech-company  exec- 
utives living  out  their  big- 
league  dreams.  Which  is  exactly 
what  Ripken  had  in  mind  when 
he  started  the  camp  three  years 
ago.  "Being  a  major  leaguer  is  a 
very  special  job  that  few  people 
get  to  experience,"  says  the  40- 
year-old  star  infielder  for  the 
Baltimore  Orioles.  "The  idea 
was  to  bring  tribute  to  the 


i  ^*^,1 


10      I 
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The  most  extravagant  camps  run  $8,000  for  a 
four-day  session,  so  price  can  be  a  deterrent. 
Age  doesn't  have  to  be,  though.  My  dad  Tony 
Hyman  recently  returned  from  a  stint  at  Cal 
Ripken  Jr.'s  Grapefruit  League  Baseball  Camp  in 
Palm  Beach,  Fla.,  where  he  played  an  errorless 
second  base  and  was  spotted  in  the  hospitality 
suite  at  3:30  one  morning  chatting  ball  with  Cal 
himself.  Did  I  mention  that  my  Dad  is  an  83- 


lifestyle.  To  give  t| 
people  who  come 
a  feeling  for  wt 
being  a  major-lea£ 
baseball  player  is  rea 
like." 

At    Ripken's    cai 


PLAY  BALL:  No.  1, 

Tony  Hyman  (clockwise 

from  right),  limbering  up, 

sharing  a  laugh, 

and  going  to  bat 

that  means  going  first-class  on  the  field  and 

Hotel  accommodations  are  tops:  Players  stay  ; 

beachfront  Ritz-Carlton  in  Palm  Beach.  E 

morning    at    7:45,    shuttle    vans    whisk 

campers — during  our  week,  that  included  I 

women — to  nearby  Roger  Dean  Stadium,  spr 
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lining  grounds  for  the  Montreal  Expos  and 

St.  Louis  Cardinals. 
The  daily  regimen  isn't  that  far  removed 
m  a  major  leaguer's.  Players  file  into  a  spa- 
us  clubhouse  where  they  slip  into  their  big- 
guc -style  uniforms  with  their  names  embla- 
led  on  the  backs.  After  an  elaborate 
;akfast,  they  troop  out  to  the  diamonds  for 
truetional  sessions  led  by  Ripken  and  com- 
;e  in  games.  sf. 

Dad  quickly  earned  a  reputation  as  the 
st  difficult  batter  to  pitch  to.  He 
Iked  twice  in  the  first  game,  once  with 

•  bases  full,  to  score  the  winning  run.  In 

•  third  game,  he  fouled  off  several  pitch- 
and  drew  another  free  pass  to  keep  a 
ly  going.  We  figured  it  was  Dad's  slight 
ture — 5-feet-5-inches  with  his  cap  on — 
\  crouching  batting  style.  But  when  I 
:ed  his  manager,  former  big-league  skipper 
1  Leyland,  for  his  assessment,  he  deadpanned: 
ley  saw  him  take  batting  practice,  and 
y're  pitching  around  the  guy  a  bit." 

Unlike  some 
sports  camps, 
where  the  sports 
hero's  role  is 
perfunctory,  the 
Ripken  camp 
is  all  Cal,  all 
the  time.  The 
almost-certain 
Hall  of  Famer 
spends  each  day 
mingling  with 
campers  and — 
although  he 
doesn't    play — 


steep  fee  for  Mike  Krueger,  who  has  attended 
Ripken  camps  for  the  past  three  years  and  for 
the  third  brought  along  his  seven-year-old  son 
named — what  else? — Cal.  "You're  in  awe  at  the 
start.  But  after  a  while,  being  with  Cal  and  Bil- 
ly is  just  like  running  into  your  neighbor  Joe," 
says  Krueger,  41,  an  exec  at  a  computer-leasing 
company  in  Arizona.  "They're  down-to- 
Mk  earth,  regular  guys.  And  they  spend 
•  *-      tons  of  time  with  us." 

Baseball  isn't  the  only  option  for 


d 


,G^>  *&         adult  sports  campers.  Race-car  en 
|fcf  <j  thusiasts  will  want  to  check 

out  Richard  Petty's  Driving 


watching  their  games.  So  does 
his  brother  Bill,  a  onetime  Oriole 
infielder  himself.  The  Ripkens 
also  bring  in  current  and  former 
major-league  managers  to  over- 
see the  six  teams.  In  addition  to 
Leyland,  who  managed  three  big- 
league  teams,  they  include  Mike 
Hargrove  (Orioles)  and  Tom  Kel- 
ly (Minnesota  Twins). 

Being  in  close  quarters  with 
the  Ripken  duo  is  well  worth  the 


Experience,  a  range  of  one-day 
camps.  Students  may  rev  up  to 
150  miles  per  hour.  "Most  people 
have  never  done  more  than  75  to 
80.  Then  they  come  here,  and  we  put 
them  in  a  true  race  car,"  says  Petty. 
School  officials  say  no  camper  has  suf- 
fered   broken    bones    or    serious 
injuries. 

Amateurs  use  the  same  safety 
gear  as  the  pros.  They're  also 
required  to  wear  five-point  seat 
harnesses  and,  as  a  precau 
tion,  an  ambulance  and  res- 
cue teams  are  on  hand  at 
racing    sessions.    Also,    a 
pace  driver  rides  ahead  of 
the  camper's  car,  sig- 
naling when  to  speed 
up  or  hit  the  brake. 
"It's      scary     at 
first,  especially 
on     a     banked 
track,"  confesses 

Liz  Lewens  of  Shawano,  Wis.,  who  at- 
tended a  Petty  school  last  October.  "In 
the  back  of  your  head,  you're  thinking: 
'Whatever  you  do,  don't  hit  the  wall.' " 

For  thrill-seeking  on  the  back  of  a 
bucking  bronco,  there's  the  Sankey 
Rodeo  School.  It's  the  only  camp  I 
came  across  with  this  disquieting  line 
on  the  application:  "Proof  of  medical 
insurance  required  for  all  students!" 
Explains  Lyle  Sankey,  director  of  the 
rodeo  school  and  a  longtime  profes- 


Pro-style 
training  camps 
are  popping  up  for 
fans  of  basketball, 
auto  racing,  Tennis, 
rodeo,  and 
more 


CAMP/PHONE/WEB  SITE  (WWW.) 

CAL  RIPKEN'S  GRAPEFRUIT  LEAGUE 

800  486-0850  ripkenbaseball.com 

CHRIS  EVERT  FANTASY  CAMP 

561  488-2001  evertacademy.com 

RICHARD  PETTY  DRIVING  EXPERIENCE 

800  BEPETTY  1800bepetty.com 

SANKEY  RODEO  SCHOOLS 

417  334-2513  sankeyrodeo.com 

SPORTS  LEGENDS  (NBA)  FANTASY  CAMP 

972  361-5400  Sportslegendscamp.com 

TENNIS  FANTASIES  WITH  JOHN  NEWC0MBE 

800  874-7788 


COST 

$7,000-$8,000 
4  days 

$5,000 
1  day 

$89-$2,999 
1-2  days 

$300-$400 

3  days 

$3,000 

4  days 

$3,695-$4,195 
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Palm  Beach 


At  Richard  Petty's 
racing  schools, 
students  can 
go  150  miles 
an  hour 


sional  cowboy:  "Things  can  happen  when  you're 
dealing  with  a  live  animal."  Injuries  occur,  but 
they're  seldom  more  serious  than  a  broken  wrist 
or  collarbone. 

Tennis  and  basketball  fans  also  have  adven- 
tures available.  The  Chris  Evert  Fantasy  camp 
offers  one  day  with  the  former  tennis  queen:  in- 
struction clinics,  a  chance  to  play  with  Evert  in  a 
doubles  tourney,  and  a  private  dinner  at  the 
pro's  Florida  home.  The  $5,000  camp  fee  funds 
scholarships  to  the  Evert  Tennis  Academy.  No, 
you  don't  get  a  tax  deduction. 

For  hoops  fans,  Sports  Legends  Fantasy 
Camp  is  a  chance  to  play  against  former  Na- 
tional Basketball  Assn.  stars,  including  Jo  Jo 
White,  Artis  Gilmore,  and  Otis  Birdsong.  Chuck 
Bixler,  who  has  attended  two  of  the  camps,  says 
he  enjoyed  getting  to  know  the  stars  off  the 
court.  "They're  regular  guys  who,  in  the  days 


when  they  played,  didn't  make  a  lot  of  mone 
says  Bixler.  "In  that  sense,  they're  so  differ*] 
from  athletes  today." 

After  a  few  days  at  fantasy  camp,  you  mijj 
even  be  mistaken  for  one  of  the  old  pros.  By 
end  of  my  Dad's  stay  at  Ripken's  camp,  he 
become  a  media  darling.  Two  local  TV  static] 
came  out  for  interviews.  A  photo  of  him 
ting  a  bear  hug  from  a  teammate  ran  in 
Palm,  Beach  Post.  The  publicity  turned  him  u| 
something  of  a  celebrity,  as  we  discovered 
leaving  the  stadium  after  the  final  game.  A 
dozen  autograph  seekers  were  poised  outsl 
the  big  iron  gates  waiting  for  Ripken  to  dep^ 
But  when  they  spotted  Dad,  one  blurted 
"Look,  it's  the  old  guy!"  A  cheer  erupted,  and| 
he   shuffled   to   our  car,   a  few  fans  read 
through  the  bars  to  touch  his  hand.  Now  thaf| 
sports  fantasy. 


CLICK  HERE  FOR  YOUR  FANTASY  (GETAWAY) 


So  you  want  to  take  a  vacation 
but  not  just  any  vacation, 
Say  you  always  wanted 
to  fly  a  combat  mis- 
sion— or  tango 
through  Argentina. 
Thanks  to  a  range  of 
specialty  tour  opera- 
tors dedicated  to 
flights  (or  any  other 
conveyance)  of  fancy, 
it's  doable. 

The  Web  is  your 
best  source  of  special- 
ty travel  info.  One  of 
the  better  sites  is 
ShawGuides' 

www.shawguides.com,  list 
ing  "more  than  4,300  learning 
vacation  and  career  programs 
worldwide."  You  can  browse  by 
month,  interest,  or  destination.  Since 
the  company  annually  publishes  The 
Guide  to  Cooking  Schools,  its  list  of 
culinary  courses  and  tours  is  particu- 
larly strong.  But  you  also  can  find 
auto  racing  and  spelunking  trips  as 
well  as  arts-and-crafts  workshops.  The  print  is 
small  and  crowded,  but  what  the  site  lacks  in 
presentation  it  makes  up  for  in  content. 
TRUFFLE  HUNT.  Easier  to  read  is  www.educat- 
ed-traveler.com.  Affiliated  with  the  Public 
Broadcasting  System  series  The  Educated 
Traveler,  the  site  allows  you  to  search  by  in- 
terest, touring  organization  (e.g.  "Smithsonian 
Institution"  or  "Audubon  Society"),  destination, 
or  departure  date.  Problem  is,  you  can't 
browse  categories.  You  pretty  much  have  to 
know  precisely  what  you're  looking  for  and 
supply  the  appropriate  keyword.  The  site  does 
have  a  handy  "ask  the  experts"  link,  where 


STAYIN' ALIVE:  The 

Sankey  Rodeo  School 
in  Utah  is  one  of  many 
trips  found  online 


you  can  find  out  where  to  sign  up 
pig-led  truffle  hunt  or  whate 
er  else  might  intrigue  you. 
Too  bad  it  doesn't  show 
replies  to  questions  pose< 
by  others,  as  the  Sa 
Traveler  does.  Althou 
www.savtrav.com 
doesn't  list  specialty 
operators,  you  can 
learn  a  lot  from  its 
section  and  from  tra: 
scripts  or  audio  clips 
shows  about  unusual 
trips  that  aired  on  Pu 
lie  Radio  International, 
Other  worthwhile  sit 
include  Specialty  Travel 
dex  (www.spectrav.com),  I 
Hub  Specialty  Travel  Guide  (i 
fohub.com/travel.html),  Great  Out 
door  Recreation  Pages,  or  gorp 
(www.gorp.com),  and  Adventuresei 
(www.adventureseek.com).  All  hav 
large  number  of  categories  you  can 
browse  and  search.  But  be  aware  t| 
the  offerings  may  be  limited  to  the 
tour  operators  with  whom  the  site  has  a  finan 
cial  relationship.  (5()RiJ  and  Adventureseek  cat* 
more  to  outdoors  enthusiasts,  offering  physica 
demanding  trips  such  as  rock  climbing  in  the 
Andes  or  sea  kayaking  in  Belize.  Meanwhile,  i 
would-be  cowpokes,  Sankey  Rodeo  Schools 
(sankeyrodeo.com)  lists  camps  in  12  states. 

Finally,  peruse  the  alternative  travel  sectio 
on  Arthur  Frommer's  Budget  Travel  Online 
(www.frommers.com/vacations/offbeat).  It  pro 
files  tours  you  won't  find  elsewhere,  such  as 
"political"  tours  that  focus  on  policy  issues  I'a< 
ing  various  regions.  When  planning  a  dream 
cation,  it  pays  to  do  some  site-seeing  first,    i  i 
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Introducing  more  E:  Sprint  Evolutions™  May  we  suggest  a  little  low-end  hosting,  with  multiple  customers  on  one  server? 
Or  is  dedicated  hosting,  with  enhanced  bandwidth  and  security,  more  to  your  liking?  Perhaps  some  managed  hosting?  Internet  transport. 
Collocation.  Security.  VPN.  Consulting.  Wireless.  Everything  you  need  to  pull  all  the  parts  of  your  E-business  together  From  a  host 
of  Technical  Solutions  Consultants,  expect  the  responsiveness  of  E,  not  zzz.  The  experience  of  decades,  not  days.  And  the  E-edge 
you  want — on  a  silver  platter  See  the  difference  for  yourself:  1  877  495-3501  ext.  05  or  www.sprintesolutions.com/backbone5 
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My  Frieni 
The  Dolphin 

A  SeaWorld  stint  goes  swimmingly 


$m^ 


BY  ARLENE 
WEINTRAUB 


V 


I 


SeaWorld 
Trainer  for  a  Day 

WHEN  Wednesday  through  Sun- 
day in  San  Diego;  daily  in  Orlando 

PRICE  $350;  includes  lunch, 
T-shirt,  and  park  admission 

WHAT  YOU  NEED  Bathing  suit; 
wet  suits,  and  towels  provided 

INFORMATION,  RESERVATIONS 

www.shamu.com,  or 

877  436  5746  (San  Diego), 

407  370-1382  (Orlando) 


can  well  understand  why  SeaWorld  San  Diego 
fields  150  applications  a  year  for  a  handful 
of  animal-training  jobs.  What  better  way  to 
spend  your  days  than  with  co-workers  who  do 
front  flips  on  cue,  would  rather  hug  you  than 

bite  you,  and  seem  always  to  be  smiling?  So 

when  SeaWorld  recently  introduced  its  Trainer- 

for-a-Day  program,  I  couldn't  resist. 

Trainer  for  a  Day — which  also  is  offered  at 

SeaWorld  Orlando — provides  anyone  over  13  a 

hands-on,  backstage  perspective 

on  everything  from  maintaining 

a  dolphin's  health  to  staging  the 

Shamu  killer  whale  show.  My  sus- 
picions that  SeaWorld  might  sug- 
ar-coat    the     experience    were 

quickly  erased  when  I  arrived  at 

the  park  at  8:30  a.m.  on  a  late 

January  day.  My  co-trainee,  re- 
tired accountant  Sharna  Baeder 

of  Scottsdale,  Ariz.,  and  I  were 

greeted  by  Suzanne  Morgan,  a 

SeaWorld  trainer  for  18  years. 

She  escorted  us  to  a  locker  room 

and  instructed  us  to  change  into 

the  wet  suits  that  were  waiting. 

("I  swore  I'd  never  wear  a  girdle 

again,"  joked  Baeder,  63,  as  we 

struggled  to  cram  ourselves  into 

the  tight  suits.) 

Our  first  stop  was  the  "fish   .  „      , 

;  house."  There  we  prepared  the  JUHip  UP  TOP  IlllgS 
day's  meals  for  the  dol- 
phins by  stuffing  giant  multivitamins  into 
trout,  herring,  and  mackerel  and  parceling 
them  out  by  weight  into  each  animal's 
assigned  buckets.  Then  we  helped  weigh 
a  group  of  female  dolphins  by  signaling 
with  a  sweep  across  the  chest,  which  told 
them  to  swim  to  the  poolside  scale  and 
jump  aboard.  Of  course,  we  rewarded 
each  dolphin  with  a  mouthful  of  fish. 

Chores  completed,  it  was  time  to  play. 
As  Morgan  explained,  the  acrobatics  Sea- 
World mammals  are  famous  for  are  vari- 
ations of  behaviors  that  come  naturally  to 
them  in  the  wild.  Training  them  to  per- 
form on  cue  is  much  like  teaching  a  dog: 
You  use  primary  reinforcers  (food)  and 
secondary  reinforcers  (a  pat  on  the  head 
and  an  enthusiastic  "Way  to  go!").  With 
Phil,  Sparky,  and  Bodine,  three  male  bot- 


Hand  signals  guide  the 
mammals  to  vocalize  and 


tlenose  dolphins,  we  tossed    ^^^™"^^" 
around  a  few  basketballs    POOL  GAMES 
and  learned  hand  signals    Trainee  Baeder  and\ 
that  made  them  vocalize    trainer  Morgan  work 
and  jump  out  of  the  water    w/th  a  dolphin 
to  give  us  hugs.  After  that, 
we  hung  out  with  Kasatka  the  killer  whale 
her  daughter,  Takara.  It  was  there  we  le: 
that  if  you  blow  a  whale  a  kiss,  prepare  to 
drenched.  That  signal  tells  the  animal  to  d 
belly  flop  by  the  edge  of  the  pi 
splashing  gallons  of  water  on 
suspecting  guests. 
JOY  RIDE.  The  highlight  of 
day  was  an  in-the-water  trai: 
session  with  Purina  the  dolp 
Slipping  into  her  56F  pool  w; 
easy:  Imagine  jumping  into  a 
relful  of  ice,  and  you'll  unders 
the  sensation.  But  I  quickly  foi 
about  the  cold  when  Purina  s 
up  to  greet  me.  Serene  and 
tient,  she  let  me  stroke  her  w; 
perfectly  smooth  skin.  1 1 
once,  and  she  answered  by  s 
ning  in  circles  until  I  blew 
whistle  around  my  neck — her 
nal  that  she  had  performed 
task  correctly. 

Then  came  the  ultimate 

ride.  I  grasped  Purina's  dorsa 

with   both   hands   and    held 

tightly  as  she  hurled  her  mus< 

body  across  the  pool.  Skiing  or  riding  a  gallo 

horse  are  nothing  compared  with  the  sensatioi 

being  towed  through  the  water  by  a  550-po 

dolphin. 

The  seven-hour  day  was  jam-packed  with 
er  tasks,  ranging  from  the  down  and  dirty  to 
glitzy.  We  toured  the  veterinary  center  and 
a  cameo  appearance  waving  to  the  audiena 
the  "Dolphin  Discovery"  show.  Trainer  Mor 
educated  us  on  everything  from  how  to  gi 
dolphin  a  sonogram  to  how  to  collect  a  u 
sample  from  a  whale  (don't  ask).  My  one  di 
pointment  was  that  we  didn't  spend  time 
the  otters,  seals,  and  walruses,  an  experi 
the  Orlando  program  offers. 

As  the  sun  set,  and  we  headed  for  the 
showers,  three  dolphins  swam  to  the  edge  of 
pool  and  poked  their  heads  out  of  the  water.  T 


all  had  big  smiles  on  their  laces.  So  did  we. 
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Figuring  the  Cost 
of  a  Free  Trip 

How  to  maximize  your  frequent-flier  miles 


BY  JIM  ELLIS 

Financial  planner  Melanie  Hummer  hoped 
to  use  some  of  her  200,000  United  Airlines 
frequent-flier  miles  to  escape  Chicago's  win- 
ter. But  last  December,  when  she  tried  to 
reserve  three  coach  seats  to  Las  Vegas  for 
late  March,  she  quickly  ran  into  turbulence. 
United  offers  six  nonstops  daily 
to  Las  Vegas,  but  the  only  free  flights 
she  could  get  departed  O'Hare  Inter- 
national Airport  at  6  a.m.,  arrived  in 
Las  Vegas  after  midnight,  or  involved  a  plane 
change  on  the  West  Coast.  Dispirited,  Hummer 
simply  bought  nonstop  tickets  on  America  West 
for  about  $250  each.  "Life  is  just  too  busy  to 
put  up  with  that,"  she  says. 

After  years  of  building  big  mileage  balances 
by  charging  their  kids'  college  tuitions  or 
ordering  flowers  online,  fliers  such  as  Hummer 
are  discovering  that  using  miles  requires 
as  much  planning  as  accumulating  them.  In- 
deed,   those    who   mismanage    their   mileage 


Travel 


redemptions  can  easily  end  up  grounded. 
Advance  planning  is  crucial.  The  airlines  care- 
fully control  freebie  seats;  the  number  available 
on  any  given  flight  varies  by  season,  day,  time, 
and  demand  by  paying  customers.  Most  airlines 
won't  say  how  many  seats  they  set  aside  for  re- 
ward travel,  but  all  agree  that  early  booking  is 
wise — especially  to  popular  destina- 
tions, such  as  Hawaii  or  Europe  dur- 
ing peak  travel  seasons.  Airlines  such 
as  Northwest  allow  award  reserva- 
tions up  to  11  months  in  advance.  Savvy  travel- 
ers who  must  fly  on  a  certain  date  or  to  a  prime 
destination  should  book  soon  thereafter.  But  be 
careful:  If  you  change  your  itinerary,  the  airline 
might  charge  up  to  $75  to  reissue  the  ticket. 

Even  an  early  start  is  no  guarantee  of  success. 
In  January,  Chicago  banker  Robert  Palmer  tried 
to  book  two  business-class  tickets  from  Chicago 
to  Milan  on  American  Airlines  for  a  late  Sep- 
tember trip  to  celebrate  his  wife's  50th  birthday 
with  her  Italian  relatives.  To  his  chagrin,  only 
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CORPORATE 

LEADERSHIP 

ISN'T  WHAT  IT 

USED  TO  BE. 

IT'S  MUCH  MORE. 


The  technological  advances  of  the  past  few  decades 
have  fundamentally  transformed  business.  In  the 
process,  they  have  also  rewritten  the  rule  book 
on  corporate  leadership.  What  are  the  new  rules? 
What  techniques,  knowledge,  and  personal  qualities 
are  essential  to  effective  leadership  today? 

In  June,  2001,  BusinessWeek,  Jim  Taylor,  Ph.D.  and 
IBM  will  join  forces  to  present  BREAKTHROUGH:  A 
CEO  RETREAT.  This  invitation-only  event,  held  at  the 
exclusive  Rancho  Bernardo  Inn  outside  of  San  Diego, 
California,  will  examine  the  changing  face  of  leader- 
ship through  themed  discussions  between  CEOs 
and  renowned  technologists,  scientists,  and  creative 
thinkers.  Featuring  an  intensive,  intimate  environ- 
ment designed  to  encourage  attendee  participation. 
Breakthrough  will  be  a  high-powered  think-tank 
that  helps  to  mold  the  corporate  world's  thinking 
on  a  cutting-edge  topic. 

Please  join  us  as  we  seek  to  transform  today's 
uncertainties  into  tomorrow's  conventional  wisdom. 

If  you  have  received  an  invitation,  we  urge  you  to 
RSVP  today.  If  you  have  not  received  one,  but  believe 
you  should  attend,  please  contact  us.  Simply  call 
Ms.  Marsha  Green,  BusinessWeek  at  212-512-3113. 
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Travel 


Be  careful  about 
banding  over 
points  for  an 
overseas  flight. 
If  it's  the  off- 
season, you  may 
be  able  to  buy 
tickets  cheaply — 
and  earn  more 
frequent-flier 
miles 


PLAN  AHEAD 

Most  award  seats  are 

capacity-controlled,  so  popular 

destinations  go  quickly.  Reserve 

early — up  to  11  months 

in  advance  at  some 

carriers. 


PAY  UP 

Don't  waste  miles  on 

flights  costing  less  than  $300. 

Buy  those  cheapies  and  save 

your  miles  for  more  expensive 

itineraries  or  family 

emergencies. 


one  seat  was  available — more  than  eight  months 
ahead.  The  result:  The  Palmers  are  leaving  a 
day  earlier,  flying  round-trip  to  London  instead. 
Their  flight  to  Italy  departs  from  a  different  air- 
port the  next  day,  so  they  also  had  to  redeem  a 
hotel  award  from  their  American  Express  Mem- 
bership Rewards  account  for  an  overnight  in 
pricey  London.  "I  guess  you  get  what  you  pay 
for,  but  it's  still  annoying,"  Palmer  says. 

As  Palmer  learned,  flexibility  is  key.  By  having 
alternate  travel  dates  and  destinations,  you  boost 
the  chance  of  bagging  a  free  ride.  To  help  ad- 
vance-planners, us  Airways,  Delta,  and  Con- 
tinental post  destinations  with  high  award 
availability  on  their  Web  sites.  Northwest 
and  United  go  further,  allowing  their  fliers 
to    book    award    flights    on    the    Web    at 
www.nwa.com  and  www.ual.com,  respectively. 

Your  willingness  to  consider  con- 
necting flights  and  off-hour  travel 
will  also  increase  your  options. 
These  less-desirable  routings 
are  harder  for  airlines  to  sell, 
so  they  often  end  up  in  the 
frequent-flier  bin.  Also,  don't 
forget  to  check  out  seat  avail- 
ability for  nearby  airports.  Less 
popular  Oakland  and  San 
Jose,  for  example,  are 
a   relatively    easy 
drive    from    San 
Francisco. 

If    you    can't 
find  seats  or  rea- 
sonable    flight 
times  on  your  pre- 
ferred  carrier,   check 
whether 

a  partner  airline 
flies  the  same 
route.  Mem- 
bers of  Con- 
tinental's 
OnePass  pro- 
gram, for  in- 
stance, can  also 
claim  domestic  flight 
awards  on  Northwest,  America 
West,  Alaska,  and  Frontier 
for  the  same  mileage.  There 
are  similar  deals  between 
United  and  Delta,  and  US 
Airways  and  American. 
Still  having  a  hard  time? 
Consider     "paying"     more 
miles  for  your  trip.  All  the  ma- 
jor carriers  offer  awards  free  of 
most  capacity  controls  and  blackout  periods. 
But  you  may  have  to  spend  up  to  double 
the  miles.  "At  American,  any  seat  on  any 
flight  can  be  an  award  seat,"  explains 
Bruce  Chemel,  president  of  the  AAdvan- 
tage  flier  plan.  With  American's  AAny- 
time  award,  you  can  reserve  any  unsold 
domestic  coach  seat  for  40,000  miles,  15,000 
more  than  the  regular  25,000-mile  award. 


Up,  Up,  and  Away 

Five  strategies  for 

successfully  using  your 

flyer  miles-. 


You  can  also  try  m 

ing  to  the  front  of  I 

plane.  Flying  in  bi 

ness  or  first  class 

quires   up   to   14 

more      miles      tl 

coach,  but  often 

up-front  seats  are  mi 

readily  available,  especiz 

on  shorter  domestic  flights. 

STOPOVER.  Before  you  decide  to  c; 

in  any  miles,  you  need  to  determ 

whether  the  savings  are  worth 

First,  visit  a  travel  site  such  as  I 

pedia.com  to  check  for  discouni 

fares.  Also  see  whether  your  airlir 

Web  site  offers  Internet-only  des 


BE  FLEXIBLE 

Choose  several  travel 

dates  and  destinations  before 

calling  to  redeem  miles.  Try 

connecting  flights,  alternate 

airports,  or  partner 

carriers. 


USE  PROMOTIONS 

The  airlines  frequently  put 

destinations  on  "sale," 

usually  off-season  or  for  new 

routes.  These  require 

fewer  miles  for  a  free 

ticket. 


GO  PREMIUM 

Book  coach  seats  that 

require  up  to  twice  the  miles 

but  have  fewer  capacity  controls 

and  blackout  dates.  Or  try 

pricey  awards  in  business 

or  first  class. 


Delta,  for  one,  occasionally  posts  transc 
tinental  flights  on  www.  delta.com  for  less  tl 
$250  roundtrip.  Unless  you  have  mega-mil 
generally  buy  tickets  costing  less  than  $300 
mestically  or  $450  internationally.  Save  yc 
miles  for  a  more  expensive  vacation  or  an  em 
gency  when  you  might  have  to  pay  top  dollar 
last-minute  travel. 

Next,  figure  out  if  the  award  ticket  has  featu 
that  add  or  subtract  from  its  value.  Domestic  1 
quent-flier  tickets  on  American  and  Delta  all 
free  multiday  stopovers  in  a  connecting  city.  C 
tinental's  25,000-mile  domestic  award  requires 
stay  over  on  a  Saturday  night;  Delta's  compara 
25,000-mile  award  does  not. 

Be  particularly  careful  about  when  you  hi 
over  miles  for  an  overseas  flight.  "Never  use  m 
to  go  to  Europe  in  the  non-summer  months,"  s 
Michael  Barbis,  a  Rowayton  (Conn.)-based 
vestment  analyst  who  travels  heavily.  "You 
buy  tickets  for  $350  including  tax,  plus  earn  8,i 
miles.  Do  that  three  times,  and  you've  got  enoi 
miles  for  a  free  domestic  ticket." 

Finally,  it  pays  to  think  creatively.  Fom 
Cunard  Lines  manager  Rick  Menelly  conside: 
using  more  than  100,000  miles  for  a  peak-sea; 
family  trip  to  Bermuda.  Instead,  he  bought  t 
$500  tickets  on  us  Airways  for  himself  and 
wife  and  redeemed  1(5,000  miles  for  two  $9!)  c 
panion  certificates  for  their  children.  Expl; 
Menelly:  "It  was  the  best  value." 

Such  planning  takes  time  and  effort.  But 
payoff  can  be  huge.  Says  Emily  Ashworth 
Cleveland-based  consultant  who  travels  45  we 
a  year  and  has  used  miles  to  vacation  in  Haw 
Europe,  and  Lithuania:  "I  work  really  hard,  ; 
my  flier  program  allows  me  to  play  really  h 
and  in  some  pretty  COol  places."  For  many  tl 
elers,  that's  the  ultimate  reward. 
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Mixing  Business  with  Pleasure  by  Lincoln 
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ACROSS 

L  Corporate  department 

6.  GDP,  e.g. 

10.  Took  the  train 

14.  Came  to  light 

15.  Sunscreen  ingredient 

16.  Grade  school:  Abbr. 

17.  Suit  pattern 

19.  Per_ 

20.  Viewed 

21  Poetic  preposition 

22.  Of  interest  to  fashion  designers 

24.  PepsiCo  product 

26.  Green  Giant  products 


27.  Home  Depot  competitor 

30.  Specialty  fisherman 

32.  Burger  King's  headquarters 

36.  "American " 

(see  page  at  right) 

38.  Cut  (off) 

40.  Federal  agents 

41.  Newspaper  notice 

42.  Pension-plan  law,  for  short 

44.  World's  longest  river 

45.  Prefix  for  port 

46.  Be  in  session 

47.  Personnel  list 

49.  Designer  Simpson 

5 1.  Part  of  the  balance  shed 


53.  So  far 

54.  Place  for  a  pupil 
56.  Word  on  a  one 
58.  Brunei's  ruler 

61.  Food  coloring,  for  example 

62.  Blind  as 

66.  Prefix  for  business 

67.  Facilities  manager's  concern 

70.  Plumlike  fruit 

71.  Aunt  Millie's  rival 

72.  Corporate  cow 

73.  Thesaurus  contents:  Abbr. 

74.  Admin. 

75.  Lawn  annoyances 


DOWN 

1.  Places  for  some  computers 

2.  Pennsylvania  port 

3.  Vanished 

4.  Trade  groups:  Abbr. 

5.  Allow 

6.  Inflationary  path 

7.  3M  product 

8.  Presidential  nickname 

9.  Aesthetic  sense 

10.  Webmasters'  concerns 
1L  Winchester  ammo  manufacture 

12.  Proof  of  ownership 

13.  TV  award 
18.  Overnight  flights 
23.  Type  of  computer  memory 

25.  " the  ramparts..." 

26.  Seasoned  veterans 

27.  Honolulu  greeting 

28.  Like  some  steak 

29.  Banish 
3L  Power  wielders 

33.  Friendship 

34.  Free-for-all 

35.  Sluggish 

37.  Common-stock  category 
39.  Joint-venture  co-owner 
43.  Gets  free  (of) 
48.  Columbus  school:  Abbr. 
50.  Historical  period 
52.  Tender  offer's  successful  resul 
55.  Structure  starter 

57.  Syrup  source 

58.  Back  talk 

59.  Like  some  crowds 

60.  Author  Hubbard 

61.  Purina  consumers 

63.  High-pH  solution 

64.  Opposite  of  63  Down 

65.  Golf-shop  purchase 

68.  _  Vegas 

69.  Monopolize,  with  "up 


For  answers  to  this  puzzle: 

Turn  to  page  127  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 

www.businessweek.com  (URL:  www.businessweek.com/adsection/puzzlesbylincoln/index.htm) 

Puzzle  created  by:  Stanley  Newman. 
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erling  silver  flatware. 

A  19th  century  mahogany  bookcase. 
A  grandfather  clock  that  can't  even  keep  time. 


Define  luxury  for  yourself. 
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I  Luxury  isn't  bound  by  rules.  Which  means  the  Control  Trac  4WD  system 
,100  pounds  of  towing  capacity  will  serve  you  well  even  if  shopping  is  your 
)f  an  extreme  sport.  For  more  information  or  to  schedule  a  test  drive,  visit 
ivehicles.com  or  call  800  688  8898. 
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BusinessWeek  Investor 


The  Barker  Portfolio 


A  YARDSTICK  FOR 
AOL  TIME  WARNER 


BY  ROBERT  BARKER 

Yes,  it  will  churn 
out  vats  of  cash, 
but  AOL  Time 
Warner's  valuation 
is  high  compared 
with  other 
money-spinners, 
such  as  Cisco  and 
Walt  Disney 


Levin's 
'Monetization  Machine'? 


FREE  CASH  FLOW 


2001 

BWESI 


'FREE  CASH  I ;  OH  REPRESENTS  OPERATING  CASH 
FLOW  AFTER  CAPITAL  SPENDING,  DEVELOPMENT 
COSTS,  DIVIDENDS,  AND  PARTNER  DISTRIBUTION 

my  leports,  BusinessWeek 


Wouldn't  it  be  terrif- 
ic to  be  in  a  spot 
where,  no  matter 
how  anxious  your  boss, 
business  partners,  or  in- 
vestors got  about  your 
performance,  you  couldn't 
be  compared?  That's  the 
perch  the  newly  merged 
AOL  Time  Warner  now  is 
claiming  for  itself.  "You've 
got  a  global,  large-cap 
growth  stock  here,  and  it's 
not  a  media  company,  and 
it's  not  an  Internet  com- 
pany," ceo  Gerald  Levin 
recently  told  investors  via 
cnbc.  "This  is  a  one-of-a- 
kind  company." 

Can  that  possibly  be 
true?  In  one  way,  yes.  AOL 
Time  Warner  is  alone  in 
having  assembled  such  an 
assortment  of  media  as- 
sets, New  and  Old,  on  such  a  vast  scale.  Adopt- 
ing the  jargon  of  Internet  investors,  Levin  calls 
it  "a  big  monetization  machine,"  which  he  promis- 
es eventually  will  turn  out  the  sort  of  financial 
returns  that  in  a  simpler  era  built  such  baronies 
as  William  Randolph  Hearst's  San  Simeon.  But 
does  that  also  mean  investors  can't  compare  AOL 
Time  Warner  to  alternative  investments?  No. 

To  remember  why,  take  a  trip  past  such  mum- 
bo  jumbo  as  "monetization" — the  turning  of  eye- 
balls into  profits — or  "metrics"  and  go  back  to  ba- 
sics. Any  company  exists  to  make  cash  dollars  on 
the  cash  that  the  owners  invest.  Good  business- 
es return  goodly  amounts  of  cash,  even  after 
spending  on  capital  projects  and  whatever 
else  is  needed  to  keep  operations  in  trim. 
That's  what  such  careful  investors  as  Holland 
Balanced  Fund  manager  Michael  Holland  call 
"free  cash  flow."  What  interests  him  above  all 
is  finding  a  company  to  buy  into  that  has  a 
good  "cash-on-cash"  return.  "It's  fungible,"  he 
says,  and  to  get  it,  "I  don't  care  whether  I 
invest  in  ge  vs.  AOL  Time  Warner  vs.  In- 
ternational Paper." 

As  it  happened,  Holland  was  cnbc's  guest 
host  the  morning  of  Jan.  31,  when  Levin  ap- 
peared. He  asked  Levin  to  pit  his  company's 
prospects  against  Viacom's,  which  he  noted 
Merrill  Lynch  also  recommends.  In  fact, 
while  targeting  a  rise  in  aol  Time  Warner, 
from  $47  a  share  now  to  $65  in  the  next 
year,  Merrill  sees  Viacom  surging  over  twice 
as  far,  to  $100.  Yet  citing  aol's  strong  growth 


in  online  advertising  and  commerce,  Levin  t 
Holland:  "There  is  no  comparison." 

Unless,  perhaps,  you  look  at  that  great  eqi 
izer,  free  cash  flow  and  the  list  of  giant-< 
stocks  aol  Time  Warner  finds  itself  among, 
telling  Wall  Street  that  it  expects  free  cash 
this  year  to  triple,  from  $920  million  last  y 
(figured  as  though  the 
companies  were  actu 
merged,    which    did 
happen  until  this  Janu; 
MULTIPLES.  That  fore 
sounded  impressive  ui 
I  also  saw  in  the  comj 
ny's    financials    that 
merged    company's 
cash  flow  would  have  b 
$2.4  billion  in  1999.  So 
company's  truest  bottfef 
line  actually  plunged 
2000,  as  it  spent  heai 
to  hook  up  digital  ca 
and    high-speed    mod 
subscribers.  That  may  ; 
off  handsomely  one 
But  even  if  free  cash 
does  triple  this  year,  it 
wind  up  just  15%  hig 
than  in  1999. 

Over  the  next  sev( 
years,  aol  Time  War 
expects  free  cash  flow  to  grow  at  a  50%  anr 
rate.  That  would  be  an  astounding  accompl 
ment,  bringing  free  cash  flow  in,  say,  four  ye 
to  about  $5  billion.  In  the  past  year,  by  Mc 
ingstar^s  measure,  just  eight  companies  spun 
as  much  free  cash,  the  least  of  them  Johnsoi 
Johnson.  How  does  J&J  compare?  Its  mar 
capitalization  is  $135  billion,  one-third  less  t 
AOL  Time  Warner's  $201  billion,  despite  ha\| 
generated  last  year  the  cash  that  AOL  T  jjfj!) 
Warner  only  hopes  to  produce  in  2004. 
Levin's  "big  monetization  machine"  meet  its  ] 
duction  goal?  "We  have  a  history  of  setting 
gressive  goals  and  achieving  them,"  Mike  K< 
aol's  chief  financial  officer  and  CFO  of  the  i 
company,  told  me.  Perhaps  they  will  again. 

Yet  careful  investors  will  compare  prices.  J 
a  hair  ahead  of  aol  Time  Warner  by  mai 
value  is  Cisco  Systems.  You  could  buy  Cisco 
45  times  its  most  recent  12  months'  worti 
free  cash  flow,  aol  Time  Warner?  220  times, 
look  at  a  rival  name  dismissed  by  Levin  on  CI 
Walt  Disney.  The  comparison  is  not  flattering 
veritable  Mississippi  of  free  cash  flow,  Dis 
in  its  fiscal  year  ended  Sept.  30  generated  ! 
billion.  With  a  $(58  billion  market  cap,  it's  gc 
for  39  times  free  cash  flow.  So  call  aol  Time 
comparable.  Just  not  incomparably  cheap. 
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NITING  WITH  UNISYS? 

Few  technology  stocks  have  escaped  the  bru- 
tal tech  wreck,  which  continues  apace.  One 
that  emerged  unscathed:  Unisys  (uis),  a 
provider  of  information  services  and  computer 
technology.  Instead  of  crashing,  Unisys  stock 
has  risen — from  9  in  late  July  to  18  now. 
Nonetheless,  its  business,  which  includes  sys- 
tems integration,  outsourcing,  and  network  ser- 
vicing, has  been  no  cakewalk:  Unisys  had  to 
guide  analysts'  2001  estimates  lower  because  of 
the  softening  economy.  And  despite  the  stock's 
ascent,  its  price-earnings  ratio  is  a  modest  12. 

Some  investment  pros  argue  that  takeover 
talk  is  buoying  the  stock. 
Rumors  have  swirled  in 
Germany  that  both  IBM  and 
Deutsche  Telecom  are  eye- 
ing Unisys.  One  New  York 
investment  banker  says 
he's  "sure  there  have  been 
talks  between  IBM  and 
Unisys,  although  they  seem 
to  be  inconclusive  so  far." 
But  in  Germany,  he  adds, 
the  rumors  are  not  specific 
on  whether  Deutsche  Telekom  has  held  talks. 

One  Street  strategist  says  that  buying  Unisys 
would  make  sense  for  IBM — to  expand  its  presence 
in  fast-growing  services,  which  account  for  70%  of 
Unisys  sales.  Unisys  also  provides  enterprise-class 
servers,  software,  and  storage.  At  IBM,  25%  of 
revenues  come  from  services,  software,  and  main- 
tenance. John  Jones  of  Salomon  Smith  Barney 
figures  IBM's  services  and  maintenance  will  gen- 
erate revenues  of  $37.5  billion  in  2001  and  $42.1 
billion  in  2002.  With  Unisys  in  the  fold,  those  fig- 
ures could  grow  more  rapidly.  In  a  buyout,  one 
banker  says  Unisys  is  worth  $9.5  billion,  or  30  a 
share.  Unisys  and  IBM  declined  comment. 

WHY  NAUTICA  IS 
ZIPPING  RIGHT  UP 

For  a  company  that  makes  mostly-for-men 
classic  apparel,  Nautica  Enterprises  (naut) 
is  exuding  uncommon  flair — on  Wall  Street, 
that  is.  Its  shares  have  been  on  fire,  climbing 
from  8  in  June  to  18  on  Feb.  14.  The  Street  is 
catching  on  that  Nautica's  look  isn't 
fashion-sensitive  or  faddish,  observes 
Gene  Fox  of  Cardinal  Capital  Manage- 
ment. "Nautica  makes  clothes  that  ap- 
peal to  a  wide  range  of  people,"  says 
Fox,  whose  firm  has  accumulated 
400,000  shares.  Nautica  promotes  an 
active,  outdoor  image  for  its  brand, 
says  Fox.  Helping  lift  the  stock  is  a 
switch  in  market  sentiment:  Investors 
have  fresh  eyes  for  lower-valued 
stocks — and  for  consumer  cyclicals  that 


;ene  g.  marcial 

or  Deutsche 
kom  may  try  to 
;  with  Unisys. 
while,  Nautica 
epping  out  in 
't  fashion.  And 
!sh  interest  in 
mics  may  help 
'e  Maxygen 


UNCOMMON 
FLAIR 


AUG.  14,  '00    FEB.  14,  '01 
A  DOLLARS 
Data:  Bloomberg  Financial  Markets 


respond  well  to  Fed  rate  cuts,  says  Janet  Klop- 
penburg  of  Robertson  Stephens,  who  rates  Nau- 
tica a  buy,  with  a  12-month  target  of  24. 

Expected  to  boost  2001  sales  is  Nautica's  John 
Varvatos  unit,  a  more  pricey  menswear  line 
that's  doing  well  in  test  markets.  "It  should  add 
a  lot  to  Nautica's  earnings,"  says  Fox.  Varvatos 
is  something  Nautica  has  developed  along  with 
other  new  products  to  widen  its  demographic 
appeal,  says  ceo  Harvey  Sanders.  The  Varvatos 
line  is  selling  at  upscale  stores  such  as  Bergdorf 
Goodman,  he  says.  Nautica,  which  posted  earn- 
ings of  $1.26  a  share  in  2000,  should  earn  $1.37 
this  year  and  $1.47  next,  figures  Kloppenburg. 

RECOVERY  MAY  BE 
IN  MAXYGEN'S  GENES 

By  no  means  do  Internet  stocks  have  a  mo- 
nopoly on  acrophobia.  Biotechs  have  also 
scaled  the  heights— only  to  plummet  like 
stones.  In  the  case  of  Maxygen,  the  reason  for  its 
lightning  ascent,  to  178  on  Mar.  3,  2000,  was  ela- 
tion over  its  "directed  molecular  breeding,"  which 
modifies  genes  for  commercial  uses.  But  when 
the  market  crumpled,  Maxygen  tumbled  to  14 — on 
Jan.  9,  2001.  Now,  however,  there  is  fresh  excite- 
ment over  Maxygen,  and  the  stock  has  edged  up, 
to  18.  Wth  the  rapid  progress  in  genomics — such 
as  the  recent  discovery  that  it  may  only  take 
30,000  genes,  not  100,000  as  previously  estimated, 
to  control  human  biology — Maxygen's  technolo- 
gies have  become  more  attractive. 

"Maxygen  is  using  its  proprietary  technology 
to  improve  genes  and  proteins  for  commercial 
use  in  chemical,  agricultural,  and  pharmaceutical 
products,"  says  Jeffrey  Zekauskas  of  J.  R  Morgan 
Chase.  He  rates  the  stock  a  long-term  buy,  with 
a  12-month  target  of  30.  Maxygen  has  teamed  up 
with  Pfizer  and  the  National  Cancer  Institute 
in  health  care,  with  AstraZeneca  and  DuPont 
in  agriculture,  and  with 
Chevron  and  Hercules  in 
petrochemicals. 

Any  risk  from  Maxygen 
shares,  says  Zekauskas,  is 
offset  by  a  strong  balance 
sheet,  top-quality  science, 
and  "its  potential  attraction 
as  an  acquisition  candidate 
to  a  global  drug  or  chemi- 
cal company  capable  of 
leveraging  its  technology." 

May-Kin  Ho  of  Goldman  Sachs  says  that,  with 
$266  million  in  cash  reserves,  Maxygen  has 
enough  for  several  years  of  operations.  Maxygen 
will  break  even  after  2005,  predicts  Ho.  She  ex- 
pects each  of  its  five  partners  to  bring  to  market 
one  Maxygen-based  product,  starting  in  2003. 
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Figures  of  the  Week 


%  change 


%cl 


■  Stocks 

S&P  500 

Feb.    Aug.    Feb.  Feb. 8-14 

1560  r  — 1370 


U.S.  MARKETS 


Feb.  14 


Year  to   Last  12 
Week      date    months 


GLOBAL  MARKETS 


Feb.  14 


Year 
Week      da 


1480 


1400 


1320 


1350 


10,795.4  -1.4 

2491.4  -4.5 

523.3  -0.1 

230.8  -0.1 

12,144.3  -1.9 


■1330 


=:  1315.9 


1290 


1240 

COMMENTARY 

The  week  was  tough  for  the  three  ma- 
jor stock  indexes,  knocking  them  all 
to  within  1%  ot  opening  levels  for 
2001.  The  Nasdaq  bled  most,  drop- 
ping 4.5%,  led  by  Cisco,  JDS  Uniphase 
and  other  telecom-related  stocks.  The 
market  first  rose  on  testimony  by  Fed 
Chairman  Alan  Greenspan,  but  then 
reversed  itself,  leaving  the  Dow  off 
1.4%  and  the  S&P  500  down  1.9%. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 
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I  THE  WEEK  AHEAD 


CONSUMER  PRICE  INDEX  Wednesday,  Feb. 
21,  8:30  a.m.  estp-  Consumer  prices  for 
goods  and  services  likely  rose  0.2%  in 
January.  That  is  the  median  forecast  of 
economists  surveyed  by  Standard  & 
Poor's  mms,  a  unit  of  The  McGraw-Hill 
Companies.  Excluding  the  volatile  food 
and  energy  sectors,  the  core  index  is  also 
projected  to  increase  by  0.2%. 

INTERNATIONAL  TRADE  Wednesday,  Feb.  21, 
8:30  a.m.  est>  The  December  trade 
deficit  for  goods  and  services  is  expected 


to  have  narrowed  to  $32.5  billion,  from 
$33  billion  in  November.  December  ex- 
ports are  expected  to  grow  by  0.7%  and 
imports  by  0.3%,  based  on  the  s&p  mms 
survey.  As  the  U.S.  economy  cools  and 
demand  for  imported  goods  slows,  the 
trade  gap  could  further  narrow. 

FEDERAL  BUDGET  Wednesday,  Feb.  21, 
2:00  p.m.  est*-  The  U.S.  Treasury  will 
likely  report  a  surplus  of  $62.2  billion 
for  January.  If  so,  the  anticipated  amount 
would  be  the  same  as  January,  2000, 


and  would  be  one  of  the  largest 
surpluses  on  record. 


nru. 


LEADING  INDICATORS  Thursday,  Fe 
10  a.m.  est*  The  Conference  Bns 
composite  index  of  leading  indilit 
probably  was  unchanged  in  Janp 
according  to  the  s&p  mms  survey 
December,  the  index  fell  0.6% 
manufacturing  conditions  worse 
and  consumer  confidence  plunij 
The  December  decline  was  the 
drop  in  eight  months. 
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st  3.0%  this  week.  Lucent  Technologies  plunged  25.3%  on  news  that  the  Securities  and  Exchange 
s  investigating  facts  behind  its  December  earnings  restatement.  Slowing  PC  sales  hurt  Dell,  down 
/licrosoft,  down  9.8%.  EMC  lost  13.1%  on  worries  the  data  storage  business  is  slowing.  Network 
ned  9.1%  as  a  strong  earnings  report  lifted  it  from  a  52-week  low. 
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Change  from  last  week:  -0.6% 
Change  from  last  year:  8.4% 


N|  ITRIAL  OUTPUT 

!b.  3=177.4 
1992=10CL 


.The  index  is  a  4-week 
moving  average 
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2000 


Oct. 

2000 


Feb. 
2001 


ii  index  fell  in  the  latest  week.  Before 
he  four-week  moving  average,  the  index 
to  175.5,  and  the  Dec.  23  and  Dec.  30 
vised  slightly,  reflecting  adjustments  to 
ponents.  After  seasonal  adjustments, 
d  electric  power  production  fell.  Rail- 
id  lumber  were  also  down,  while  coal  was 
iel  and  crude-oil  refining  moved  higher. 

yl  ex  fell  to  177.9  from  178.2  in  December. 

>n|  h  of  the  index  components  is  at  www.business- 
luction  index  Copyright  2000  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

S&P  PERSONAL  WEALTH  Real  time  mar- 
ket coverage,  industry  analysis,  and 
personalized  retirement  advice. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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Marketplace 


Aviation/Fractional  Ownership 


WHICH  IS  FASTER, 
YQURASAEJJR 
YOUR  COMPETITION'S? 

As    a    fractional    owner    of    a     Learjet 
Challenger®  business  jet,  modern  CEOs  are  able 
to   respond   with   speed   and   spontaneity  due 
to    less    congested    airfields   and    personalized 
scheduling  built  around  their  specific  business 
needs.  We  offer  the  most  complete  range  of 
latest  technology  aircraft  available  today.  So 
while  there  may  be  other  options  to  Flexjet, 
there  can  only  be  one  choice.  Flexjet.  For  more 
information  on  the  many  affordable  benefits  of 
fractional    ownership    and    our    unprecedented 
level  of  personal  service  and  attention  to  detail, 
call  1-800-FLEXJET. 


BOMBARDIER 

AEROSPACE 


Flexjet  is  a  Bombardier  Aerospace  program. 


Education/Instruction 


5* 


<* 


Log  on  today  for  the  Master's 
of  tomorrow! 

//mine.pc.unicart.it 


http. 


MASTER  OF  MANAGEMENT  IN  THE  NETWORK  ECONOMY 

Learn  how  to  manage  an  organization  in 
the  digital  age.  Be  part  of  an  international 
group  on  a  small  campus  in  the  peaceful 
surroundings  of  historic  Piacenza,  in  Italy. 

•  Collaboration  between  the  Universita 
Cattolica  at  Piacenza,  Italy  and  the 
University  of  California  at  Berkeley,  USA. 

•  1 1  months  of  coursework  led 
by  professors  from  top  U.S.  universities 
and  by  Silicon  Valley  experts. 

•  5-month  internship  in  a 
network-economy-oriented  organization. 

•  Starting  date:  September  1 7,  2001 

•  Applications:  March  1  -  April  30,  2001 


FONDAZIONE 

Dl  P1AJ   IN/A  I    VIGIVANU 


http://mine.pc.unicatt.it 
into. mine'" 'pi  .unii  att.il 


Education/Instruction 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  -  Master's  -- 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  -  Fast  -  Student 

Loans,  www.arrc.org 

800-951-1203 


Get  Your  MBA 
Through  Distance  Learning 


CD  University  of 

xiV  Leicester 


Ni.  CjMAT  require*! 

loiitl  -.n|.|>oii  center 

m.  .li.t.    i  .in-  .111..U  I  in. M><  lug  ..i  ..li.ii.i. 

iv.irh  i  >i in  -  an  quaDft  Mtoiu  consfden 

Mi  nil«  i  ..I  tin    A-.mii  i.iilim  nl 

BllBlOCH  ■><  hood 

A<>  redlted  by  tlu  AwocliUon  ol  mi*a-» 


I  m 


..V..I   I 


800-8745844 
email:  rdiusa@erols.com 

www.rdi.co.uk  /;/, 


Business  Services 


Need  a  Logo  i! 


vny^ 


Get  a  Professioi 


Custom  Desigrl0,. 


LOGO  TODA' 

Vr..r  MC  /Amex 

Toil-Free:  1-888-869-564 


ns 


WORTH  OF  BUSINESSES  FOR  SALE  BY  OWNERS 
MAJOR  MANUFACTURING  TO  SMALL  RETAIL  SHOP 
CONVENIENCE  STORES  •  RESTAURANTS  •  MOTEL 

#No  Cos!  To  Review  Businesses 
1-800-999-SALE  •  www.gwbs.o 
NATIONWIDE  ■  To  Buy  or  Sell 
GREAT  WESTERN  BUSINESS  SERVICES.  IK 


ISIN 


CI 

,.  IRII 


WEB  DESIGN  &  MOR 


*  Registered  agent  services 

*  U.S.  bank  accounts  opene 

*  Nominee  director  services 
Delaware  Incorporation  Handboo 


Delaware  Business  Incorporators,  I 

800.423.299: 


INK  CARTRIDGE 


SAVE    UP   TO    70%   ON    CARTRIDGES    FQ 
EPSON""  AND  CANON1"     -     GREAT   PRICE 
ON    OTHERS.    TOO.    DELIVERED    BY    FEDgpW*, 
OVERNIGHT    FOR    ONLY    $  5  .  OO  .    TENS 
THOUSANDS  OF  SATISFIED  CUSTOMERSilimsl 

butdM 


[CARROfS 


d- 


Ted  Dasher  Inc. 

Hewlett-Packard 

f)uy.SHI«1iJ(l< 

lsi  i i.i  •  <  olorPro  •  DrjflMastei  ■  Daf 


I 


HP  9000/3000  Workstations  &  Personal  Compl 
Demo  &  Refurbished  Equipment 


800-638-4833 

...il.  s»l',l,lsl 


be 


Ad  Rates  and  Information  For  more  advertiser  information,  log  onto 

ne:  (312)  464-0500  Fax:  (312)  464-0512         www.businessweek.com/classifieds 


lusiness  Opportunities 


shore +E -Commerce 
=  Profit 


Am  an  Off- 

lore  Bank       Free 

00-733-2191  Eefifi* 


Arrange 
•quipmenl  leases  ■  Factoring  •  Business 

i  ai  i  i'.  pc   •  Mi i  o peril  n  i  needed. 

KINESS  FINANCE 

SEE  FOR  YOURSELF! 

is  ,it  www.viewTLC.com  where  making 
trv  [■  .t^  tuy  as  receiving  y<'ur  E-mail! 

I  COLOR  INFO  KIT 
D  FREE  VIDEO  51  MINAR 

•■in  I  oii-.ull.mts, 


BUSINESS 
PARTNER 


ired  lawyer  needs  associates  to 
a  unique  financial  services  to 
;e  clients  lawsuit-proof.  All  the 
il  appointments  you  can  handle, 
te-of-the-art  marketing  tools. 
,e  demand.  Extremely  high  income 
li  lifetime  residuals  in  multi- 
ion  dollar  market.  Candidates 
it  be  bondable,  have  outstanding 
rences  &  good  communication 
Is.  24-hr.  recording. 

(800)  653-4497 


rporate  Gifts/Premiums 


r  direct.  Save  direct." 

.torn  imprinted  promotional  | 
'  direct,  save  up  to  25% 
)  business  day 
wound  available 

orldjlde  Pens  DIRECT 

1    ree:  877-510-7367 
■worldwidepens.com 


Men's  Footwear 


EN:   BE  TALLER!! 


Will  make 


H 

>' 

IE 

JAlUHdependmg  on  style  OVEB 100  STYLES  AVAILABLE. 
J^  ly  comfortable.  Sizes:  5-12  Widths  B-EEE  In  business 

/eats  MONEY-BACK_GUARANTEE  Call  or  wine  lor 
iBj   j|ot  catalog 

ELEVATORS*   0 

RICHLEE  SHOE  COMPANY.  DEPT  BW1 1 
PO  BOX  3566,  FREDERICK,  MD  21705 


-800-290-TALL 


Legal  Services 


Asset  Protection 


Domestic  &  Offshore  Strategies 

Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy  •  Tax  Savings 

1  Estate  Planning  •  Global  Investments  I 


Steven  Sears,  CPA  •  Attorney  at  Law 
714-544-0622  •  www.searsatty.com 


Cruises 


REDEEM  AND  EARN  MILEAGE  PLUS  MILES 


(JL. 

r^^crui 


1-888-666-8120 
se^mile^ 


WIN  A  CRUISE  -  SEE  OUR  WEBSITE 
12  CRUISE  LINES  -  GREAT  PRICES 


Discount  Travel 


NewYbnV/VeooS/Orlondo  > 


m  m     h*        Book  Online®   • 

hofeldiscount.com 
800-627-7019  ^ 


Luxury  Bedding 


Miracle 

on  the  inside. 


It's  what's         e  that  counts . . . 

SWEDISH  SCIENTISTS  WORK 
UNDERCOVER  TO  CREATE  THIS 
WEIGHTLESS  SLEEP  SYSTEM! 

They  use  NASA's  anti-G-forte  research  to  invent  a  marvel  of  molecular  physics. 


Tempur-Pedic's  phenomenal  Swedish 
bed  is  changing  the  way  Americans 
sleep.  Other  mattresses  are  fancy  on  the  out- 
side. Ours  is  a  miracle  on  the  inside! 

Billions  of  viscoclastic  memory 
cells  work  as  molecular  springs  to 

conform  precisely  to  your  body. 
The  thick  padding  that  covers  other  mat- 
tresses keeps  their  steel  springs  inside,  but 
creates  a  hammock  effect  outside.  This  can 
actually  cause  pressure  points. 

Our  exclusive  Tempur®material  uses  body 
mass  and  temperature  to  selectively  adjust  to 
your  exact  shape  and  weight  This  sleep  matrix 
gives  you  total  support.  Its  microporoscopic 
structure     is      self-ventilating. 

Tests  show  that  our  Weightless  Sleep  System 
drastically  cuts  tossing  and  turning! 


Works  naturally... automatically. 

Our  bed  utilizes  no  electricity,  no  com- 
pressed air,  no  heated  water.  Instead,  it  uses 
natural    principles  of  physics  to  give 


Our  advanced  technology  is  recognized  by 

HASA.  cited  by  the  US  Space  Foundation,  and 

certified  by  the  Space  Awareness  Alliance. 

you  the  energizing  "lift"  of  weightless  sleep. 
No  settings  or  controls  to  adjust  ...no 
heaters,  motors,  or  air  pumps  to  break.  You 
do  nothing  but  he  down  on  it! 
The  press  is  giving  us  rave  reviews! 
TV,radio,magazines,newspapers,medical 
publications. .  .our  high-tech  bed  is  win- 
ning wide  acclaim.  Dateline  NBC 

Custom  sizes 


told  all  America  about  Tempur-Pedic. 
So  did  Lou  Dobbs  on  CNN's  Business 
Unusual,  and  CNBC's  Power  Lunch.  NBC's 
Today  Show,  Associated  Press,  Discovery 
Channel,  and  others  have  also  featured  our 
weightless  sleep  technology. 

Health  professionals  say  'Yes!' 
Our  owners  love  the  way  Tempur-Pedic 
helps  ease  aches,  pains,  back  problems. 
Thousands  of  sleep  clinics  and  health  pro- 
fessionals recommend  our  Swedish  Sleep 
System! 

Try  it  at  our  risk  for  3  months! 
We'll  set  up  a  brand  new  demo  bed,  myour 
bedroom... even  remove  the  old  bed- 
ding. .  .and  give  you  3  full  months  to  sleep 
on  it.  If  you  don't  love  it,  we'll  pick 
it  up-at  our  expense-no  questions  asked! 


FREE  DEMONSTRATION  KIT 
is  now  yours  for  the  asking! 


Viscoelastic  memory  cells  conform 
to  every  curve  and  angle  of  your  body, 
ventilating  channels  dissipate  heat. 


V 


)™&unjft-PEDic 


FREE  SAMPLE/FREE  VIDEO /FREE  INFO 

1-888-732-0163 

CALL  TOLL  FREE  OR  SEND  FAX  TO  1-859-259-9M3 

Tempur-Pedic.  Inc..  1 713  Jaqgie  Fox  Way.  Lexington.  KY  4051 1 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABNAmro(ABN)40 
Accenture  44 
Acushnet  109 

Alliance  Capital 

Management  80 
Alliant  Energy  (LNT)  106 
Amazon.com  (AMZN) 

40,96 

AmericaWest(AWA)117 
American  Airlines  (AMR) 

117 

Andersen  Consulting  36 
AOL  Time  Warner  (AOL) 

35,124 
Apple  Computer  (AAPL) 

98 
Applied  Biosystems 

Group  (ABI)  34 
Arnold  Communications 

(HADV)  92 
ArrowPoint 

Communications  102 
AT.  Kearney  (EDS)  36 
AstraZeneca  (AZN)  125 
AutoPacific  33 
Avrett  Free  &  Ginsberg 

92 
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Banc  of  America 
Securities  (BAC)  106 
Bank  of  New  York  (BK) 
80 

Bank  One  (ONE)  52 
Barnes  &  Noble  (BKS) 
40 

Bertelsmann  35 
Best  Western 
International  92 
BMW  98 

Boston  Consulting 
Group  36 

Bowman  Capital  80 
Broadcom  (BRCM)  96 
BroadVision  (BSVSN)  98 

C 


Callaway  Golf  (ELY)  109 
CalPERS  80 
Cardinal  Capital 
Management  125 
CarLab  33 
Carlyle  Group  44 


Celera  Genomics  (CRA) 

34, 125 
Cell  Therapeutics  (CTIC) 

86 

Cerulli  Associates  80 
C.E  Unterberg,  Towbin 

102 
Chase  Manhattan  Bank 

(JPM)  106 

Chevron  (CHV)  52, 125 
Cisco  Systems  (CSCO) 

102,124,132 
Citigroup  (C)  38, 40, 44, 

80 
Columbia  Falls 

Aluminum  8 
Compaq  Computer 

(CPQ)  52, 98 
ConAgra  Foods  (CAG)  40 
Continental  Airlines 

(CAD117 
Credit  Suisse  First 

Boston  80 


DaimlerChrysler  (DCX) 

40,48 
Dell  Computer  (DELL) 

98 
Delta  Air  Lines  (DAL) 

117 
Deutsche  Telekom  (DT) 

125 

Doubleclick  (DCLK)  96 
DuPont  (DD)  125 

E 


Electronic  Data  Systems 
(EDS)  36 

Encorp(ENE)106 
Epiphany  (EPNY)  98 
Exxon  Mobil  (XOM)  52 


Galleon  International 

Fund  80 

Gateway  (GTW)  44, 52 
General  Electric  (GE)  44, 

98,124 
General  Motors  (GM)  33, 

52 

Genset(GENXY)108 
Gilford  Securities  109 
Golden  Northwest  8 
Goldman  Sachs  (GS)  88, 

90 


Goodyear  Tire  &  Rubber 
(GT)40 
H 


Handspring  (HAND  18 
Hercules  (HPC)  125 
Hewlett-Packard  (HWP) 

17 

Home  Depot  (HD)  44 
Honda  (HMC)  33, 98 
Housecalls  92 
HSBC  Group  (HBC)  50 
Human  Genome 

Sciences  (HGSI)  34 
Hyundai  33 


98, 125 

ICG  Communications 

102 

l-Flex  Solutions  44 
Incyte  Genomics  (INCY) 

34 

InfoSpace  (INSP)  96 
Infosys  Technologies 

(INFY)  44 

Intel  (INTO  17, 52, 102 
International  Paper  (IP) 

124 
Ivy  Asset  Management 

80 


J.D.  Power  &  Associates 

33 
Johnson  &  Johnson  (JNJ) 

124 
J.R  Morgan  Chase  (JPM) 

8,80,125 

K 


Kaiser  Aluminum  8 
Kingdon  Capital 

Management  86 
Kleiner  Perkins  Caufield 

&Byers17 
Kroger  (KR)  54 

L 


Lante  (LNTE)  36 
Laser  Advisers  88 
Lexicon  Genetics  (LEXG) 
34 
LTV  (LTV)  52 

M 


Man  Group  38 


Manhattan  Investment 
Fund  88 

Marchfirst  (MRCH)  36 
Marriott  International 


Maverick  Capital  80 
Maxygen(MAXY)125 
MBNA(KRB)43 
McGraw-Hill  (MHP)  126 
McKinsey  36 
Mercedes-Benz  (DCX) 

48 
Mercer  Management 

Consulting  36 
Merck  (MRK)  38 
Merrill  Lynch  (MER)  80, 

124 
Microsoft  (MSFT)  18, 38, 

40,44,98,102 
Millennium 

Pharmaceuticals 

(MLNM)  34 
Mitsubishi  18, 48 
Moen  92 
Morgan  Stanley  Dean 

Witter  (MWD)  43, 52 
Morningstar  124 
Motorola  (MOT)  44 
MSNBC  (GE)  44 
Myriad  Genetics  (MYGN) 

34 

N 


Napster  35 
Narragansett  Asset 

Managment  86 
Nautica  Enterprises 

(NAUT)  125 
New  Balance  94 
Nike  (NKE)  54, 94, 109 
Nissan  (NSANY)  33, 48, 

92 

Nokia  (NOK)  44 
Nortel  Networks  (NT) 

102 
Northwest  Airlines 

(NWAQ117 
Nth  Power  Technologies 

106 


Oak  Investment 
Partners  44 
Opus  West  106 
Oracle  (ORCL)  96,  98 


Pacific  Alternative  Asset 
Management  88 
Palm  (PALM)  92 
Pearl  Meyer  &  Partners 
40 

PeopleSott  (PSFT)  98 
PepsiCo  (PEP)  54 
Pequot  Capital 
Management  80 
Pfizer  (PFE)  125 
Powertel  (PTEL)  18 
Priceline.com  (PCLN)  96 
PricewaterhouseCoopers 
36,88 

Procter  &  Gamble  (PG) 
54 
Prudential  Vector  34 


Qualcomm  (QCOM)  96 
QualiData  Research  92 
Quokka  Sports  (QKKA) 

40 
Qwest  Communications 

(Q)  106 


Razorfish  (RAZF)  36 
Reebok  International 
(RBK)  94 

Robertson  Stephens 
(FBF)  125 

Rockwell  International 
52 


SAC  86 

Sagem 18 

Salomon  Smith  Barney 

(028,125 
Samsung  18 
SAP  (SAP)  98 
Satayam  Computer 

Services  44 
SBC  Communications 

(SBC)  52 
Scient  (SCNT)  36 
SFX  Entertainment  80 
Siebel  Systems  (SEBL) 

98 
Silicon  Graphics  (SGI) 

40 
Skoch  Consultancy 

Services  44 
Softbank  102 


Sony  (SNE)  98 
Spring  PCS  (PCS)  18 
Standard  &  Poor's 

(MHP)  28 
Sycamore  Networks 

(SCMR)44 
Synopsys  (SNPS)  17 
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Tata  Consultancy 
Services  44 
TaylonVlade  109 

Tejas  Networks  44 
Texaco  (TX)  52 
3Com  (COMS)  92 
Tiger  Management  80 
Tirum  18 

Toyota  (TM)  33, 98 
Tremont  Advisers  80 
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UAL  (UAL)  52 
UBS  Securities  34, 102 
Unisys  (UIS)  125 
United  Airlines  (UAL) 
117 

Universal  Records  35 
USAirways(U)117 
USX  (X)  52 

V 
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Bullish.  Bearish.  The  road  is  getting  bumpy.  It's  time  to 
prepare  yourself  for  the  ride.  And  tap  into  a  great,  new 
investing  resource  powered  by  two  of  the  most  trusted 
names  on  Wall  Street. 

The  place  to  start?  The  investing  channel  at 
www.businessweek.com/investing.  BusinessWeek 
Online  and  Standard  &  Poor's  have  partnered  to  bring 
you  the  best  financial  planning  advice  available.  Here 
you'll  find  S&P  Picks  and  Pans,  STARS"  Rankings,  Stock 
Reports,  a  portfolio  tracker,  plus  BusinessWeek  Online's 
award-winning  content  and  tools  featuring  a  mutual  fund 
scoreboard,  Inside  Wall  Street  columns,  and  more. 

Now  is  the  perfect  time  to  map  out  a  successful  financial 
future.  Put  the  combined  power  of  BusinessWeek  Online 
and  Standard  &  Poor's  to  work  for  you  today. 
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Editorials 


TAX  CUTS:  LET  THE  NEGOTIATIONS  BEGIN 


It's  time  for  the  Democrats  to  stand  up  and  be  counted  in 
the  great  tax  debate  in  Washington.  Republicans  have 
proudly  put  forth  their  $1.6  trillion  plan  to  cut  marginal 
rates  on  income  taxes,  with  most  of  the  benefits  going  to  the 
well-off.  This  is  only  fair,  since  the  upper  middle  class  and  the 
rich  pay  most  income  taxes.  Now  it's  the  Democrats'  turn  and 
they  should  focus  on  the  working  poor  and  middle  class, 
who  don't  pay  much  income  tax  but  bear  a  heavy  burden  in 
payroll  taxes.  Helping  them  out  is  only  fair,  too.  If  the  De- 
mocrats would  stop  dithering,  then  negotiations  with  the 
Republicans  could  begin  over  the  proper  mix  in  tax  relief.  A 
tax  bill,  fair  to  all,  could  be  passed  by  late  summer. 

Here's  some  advice  to  the  Democrats:  Don't  simply  try  to 
water  down  President  Bush's  tax  plan.  Be  true  to  your  prin- 
ciples and  forge  your  own  program.  That  means  tax  cuts 
for  people  at  the  lower  end  of  the  income  spectrum.  As 
born-again  fiscal  conservatives,  call  for  a  tax  cut  that  is  mod- 
est in  size.  And  as  protectors  of  America's  have-nots,  use  tax 
cuts  to  strengthen  the  safety  net  if  you  can. 

Drawing  on  reports  and  ruminations  by  the  Democratic 
Leadership  Council,  the  Progressive  Policy  Institute,  and 
the  liberal  caucus  in  Congress,  there  are  several  possible 
tax  plans  that  would  reflect  Democratic  principles.  A  re- 
fundable income-tax  credit  that  offsets  a  percentage  of  the  So- 
cial Security  payroll  tax  is  one  option.  Everyone  would  get 
some  tax  relief,  with  most  of  it  flowing  to  the  working  poor 


and  middle  class.  Lowering  or  eliminating  the  phasedo 
rate  in  the  Earned  Income  Tax  Credit  (the  more  you  ma 
the  less  you  get)  is  an  alternative.  It  reduces  the  marginal 
rates  for  the  working  poor.  Just  giving  all  taxpayers  a  reb 
of  $300  to  $500  is  another  option.  President  Gerald  R.  E 
enacted  a  rebate  program  that  amounted  to  0.5%  of  gross 
mestic  product  at  the  time.  Rebates  have  the  virtue  of  gett 
cash  into  people's  hands  faster  than  any  other  tax-cut  plai 
a  help  if  the  downturn  turns  into  recession.  AD  these  mu 
year  plans  could  be  made  contingent  on  the  continued  rise 
surpluses  and  the  steady  paydown  of  debt — a  fiscal  plus 

There  are  a  number  of  out-of-the-box  ideas  Democr 
might  ponder,  as  well.  The  kind  of  money  being  discussed, 
trillion  to  $2  trillion,  is  a  lot  of  dough — maybe  even  enough 
start  converting  Social  Security  from  a  pay-as-you-go  syst 
to  a  fully  funded  pension  system  that  would  need  lower  p 
roll  taxes  to  support  it  (page  30).  That  would  help  m 
sure  the  boomers'  retirement  doesn't  crush  everyone  e] 
Other  options  for  Democrats  are  tax  credits  for  private  s 
ings  accounts  or  private  health-care  insurance. 

Republicans  have  a  strong  point.  It  is  fair  to  cut  taxes 
those  for  whom  the  total  marginal  rate  is  a  confiscatory  5( 
as  it  is  in  many  states.  And  cuts  in  marginal  rates  do,  in  fi 
have  powerful  incentive  effects.  But  the  Democrats  hav» 
point,  too.  Everyone  who  pays  taxes  deserves  to  share  in  a 
cut.  It's  time  they  made  their  side  of  the  case. 


TWO  OPPOSING  SCENARIOS  FOR  THE  EC0N0M1 


Whom  are  we  to  believe,  Fed  Chairman  Alan  Greenspan 
or  Cisco  Systems  ceo  John  T  Chambers?  Both  are  be- 
lievers in  the  high-tech  revolution's  ability  to  raise  produc- 
tivity and  economic  growth  rates.  Both  have  great  information 
tools  at  hand  that  allow  them  to  gauge  the  ebb  and  flow  of 
the  New  Economy.  And  both  were  still  surprised  by  the 
sudden  downturn  in  December.  Policymaker  Greenspan  be- 
lieves that  a  V-shaped  recovery  is  under  way,  every  bit  as 
speedy  as  the  stunningly  fast  descent.  Businessman  Chambers 
believes  the  tech  slowdown  will  extend  well  into  the  third 
quarter,  implying  that  a  U-shaped  recovery,  at  best,  is  at 
hand.  Do  we  have  a  Greenspan  economy,  with  growth  quick- 
ly returning  in  the  second  half,  or  a  Chambers  economy, 
with  the  downturn  extending  well  into  2001?  We  hope  it's  the 
former.  But  in  the  evolution  of  the  New  Economy,  ceos  have 
often  been  closest  to  the  real  facts  on  the  ground. 

In  his  semiannual  monetary  policy  report  to  Congress, 
Greenspan  expressed  a  rather  sanguine  view  of  the  economy. 
Temporary  factors  were  behind  the  downturn.  "A  tempo- 
rary glut  in  these  [high-tech  manufacturing]  industries  and 
falling  prospective  rates  of  return  were  inevitable  at  some 
point,"  he  said.  The  inventory  correction  will  pass  quickly, 
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thanks  to  info-tech-based,  just-in-time  inventory  manaj 
ment,  according  to  Greenspan.  With  prospects  for  high  p 
ductivity  growth  still  very  strong,  investment  and  consul) 
demand  should  snap  back  rather  quickly.  Sounds  good 

Chambers  seems  to  be  suggesting  a  darker  scenario.  T 
overcapacity  in  high  tech  and  the  bursting  of  the  Nasdaq  b 
ble  take  longer  to  correct.  The  work-out  of  record  levels 
consumer  debt  takes  longer.  Disappointments  with  the  s 
rollout  of  broadband  to  consumers,  over-paying  for  3-G  s] 
trum,  and  the  dot-com  blowup  combine  to  slow  the  reboun 
high-tech-driven  economic  growth. 

If  we  are  in  a  Greenspan  economy,  with  growth  retuni 
quickly  in  the  second  half,  then  there  is  less  need  for  ax 
tional  cuts  in  interest  rates,  or  big  retroactive  tax  cuts 
that  matter.  If  we  have  a  Chambers  economy,  the  second 
could  see  further  weakness,  and  a  lot  more  monetary  and 
cal  stimulus  is  in  order.  Greenspan  has  done  a  fine  jo 
shepherding  a  long  economic  expansion,  but  he  has  not  be 
infallible  in  forecasting  the  economic  future  or  prescribing 
right  policy  medicine  at  the  right  time.  We  hope  his  predi< 
of  a  fast,  V-shaped  recovery  is  correct.  But  we  wonder  ^ 
John  Chambers  is  seeing  that  the  Fed  chairman  is  not 


